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ABSTRACT 

The research programme aimed to identify and investigate the tactics 
and strategies adopted by the car manufacturers to manage and control 
their dealers in the distribution channel in the UK market, and 
consequently deduce their effects on the manufacturer-dealer power 
relationships. 

A literature review outlining the main sources of power possessed and 
employed by the manufacturer combined with the information 
collected from initial interviews with a panel of channel players 
enabled to identify the main tactics of control adopted by the 
manufacturers over the dealers in the car industry. The dealer 
agreement, the training programmes, the dealer assessment 
procedures, the communications systems and manufacturer's general 
support appeared to represent the prime tactics of control possessed and 
employed by the car manufacturers. The first three elements were 
investigated separately and qualitatively analysed following a 
quantitative approach. They unveiled the nature of the dealers' 
operations controlled by the manufacturers and the techniques 
implemented by them to exert that control. The repressive and 
coercive nature of these tactics of control emphasised an imbalance of 
power favouring the manufacturers, and confirmed their dominant 
position in the marketing channel. The last two tactics of control 
mentioned above did not lead to any specific studies. Nevertheless, 
they were explored in Chapter 8 and referred to throughout the thesis. 

A field survey carried out with a large sample of car dealers established 
their perceptions to manufacturers' controls. The survey empirically 
confirmed that the car manufacturers highly control and influence 
certain business areas by setting-up some constraints, restrictions, 
limitations and targets to achieve, and consequently the leadership of 
the manufacturers was demonstrated and verified. 

The strategies implemented by the manufacturers, whose tactics are 
deduced from, enabling them to control their dealer network were 
analysed. The study highlighted the main strategic decisions made by 
the suppliers and showed how they affect the power balance between 
the channel participants favouring the suppliers. A lack of consistency 
in manufacturers' strategic approach was detected and appeared to be 
detrimental to dealers' welfare. In order to improve manufacturer
dealer relationships and to create a greater equilibrium between the 
two parties, the adoption of a partnership approach was highly 
recommended. 

As a result, the whole study of the car distribution channel enabled the 
researcher to conclude that a franchise arrangement tends to give a 
manufacturer more power over an intermediary than a non-franchise 
trading relationship. 
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PREFACE 

Marie-Raphaele Petit-Rafer has a keen and academic interest in business-to
business marketing. Her subsequent business educational background, 
culminating in the Postgraduate Diploma in Marketing, provided a strong 
framework within which to understand the issues addressed by this PhD. 

Commencing in November 1992, the research programme also built upon 
the experience and knowledge gained through Tom Cole's 1980-1984 
research project investigating dealer /supplier relationships in the 
agricultural engineering industry. Tom Cole is both Marie's Director of 
Studies and Internal Supervisor. Marie has also sought to examine and 
understand the rapid changes that have affected the motor distribution 
channel, particularly applied to supplier-dealer relationship. 

The relationship between supplier and dealer in the car distribution channel 
is a power one; it is a vertical marketing agreement in which the duties and 
rewards of each participant are heavily influenced by the relative strength of 
each party. These strengths, are in turn, influenced by a range of factors 
including the maturity of the primary markets, the economic situation, the 
existence and competence of readily-accessible competitors, customer 
perceptions of product quality, the financial resources available to each side 
and a number of others. 

Manufacturers use a range of approaches, tactics and strategies to influence 
and control their dealers. The research programme aims to identify and 
investigate the tactics and strategies adopted by the manufacturers to 
manage and control the marketing channel, and consequently deduce their 
effects on the power balance between both channel participants. 
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1 

INTRODUCTION TO THE RESEARCH PROGRAMME 

The Manufacturer-Retailer Interface 

In the UK, the selling and servicing of the cars are operated through 

networks of specialised retailers who operate within the framework of 

a legally binding agreement between themselves and the car suppliers. 

The car retail structure may be described as a franchised system, 

whereby the franchised dealers are selected by the manufacturer to 

operate within a specified and exclusive territory. This method of 

distributing and servicing vehicles has been chosen by almost all the 

car manufacturers and is used in preference to forms of distribution 

found in other trades. 

Because manufacturers or their importers deal directly with a 

multitude of independent franchised dealers, the maintenance and 

administration of such a fragmented system is a complex activity, 

which inevitably has some effects on the relationships between both 

channel members. 

In the manufacturer8retailer relationship there is a commonality of 

interest and interdependence such that unless the manufacturer 

survives and is successful the welfare of the dealer is in jeopardy. 

Simultaneously, the manufacturer is so dependent upon the successful 

performance of its franchised dealers that it cannot afford to let them 

sink or swim on their own merits. The manufacturer has a vital 

interest in how effectively and efficiently this group performs its 

particular functions. Hence, traditionally, the manufacturer takes the 

initiative in providing dealers with some amount of supervision, 

guidance, assistance, and control so that they will be able to continue to 

operate in such fashion as to contribute to the welfare of both 
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manufacturer and dealers. In other words, the manufacturer has 

traditionally been the dominant channel member. Its leadership is 

sustained by its ability to determine the nature of the strategic and 

tactical decisions to be made, and thus by gaining substantial control 

over dealers' business decisions. 

The atmosphere of this channel of distribution may be characterised by 

the adoption by the manufacturer of certain coercive methods, as well 

as non-coercive methods, to exert control over its dealers' activities i n  

order to obtain the performance desired, this, favouring 

manufacturer's power. 

Consequently, one of the foci of the research programme is the 

identification and analysis of the sources and tactics of dominance and 

influence possessed and employed by the manufacturers to control the 

dealers' activities. In what way do they constrain dealership's power? 

Moreover, do they really enable the manufacturer to sustain its 

leadership within the channel of distribution? 

However, recent developments and market conditions are currently 

changing the face of the car distribution channel and a different picture 

is becoming firmly established. The emphasis is thus on explanations 

of how economic, legal, political and technological factors may affect 

the power balance between both parties, and how dealers have 

responded to pressures from their suppliers. 

In addition, the research programme intends to firmly establish the 

perceptions of the dealers experiencing these controls and pressures 

over their business operations. From dealers' perspectives, is 

manufacturer's dominant position in the channel confirmed or 

contradicted? To what extent do they merely obey the overwhelmingly 

powerful supply companies? 
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The last focus of the research pertains to the nature of the strategic 

decisions made by the manufacturers. How do they affect the 

franchised dealer networks? Do they enhance the leadership of the 

supplier, or do they rather contribute to the equilibrium of the power? 

It is important to emphasise that the dealer considers himself as an  

independent businessman, who became a dealer because he wanted to 

make profit and 'be his own boss'. The manufacturer considers its 

dealers as retail outlets which are to provide the maximum sales 

volume possible. This divergence in view points, amongst others, 

creates the basis for conflicts to arise regarding the methods and 

intensity of the dealer's activities, and explains why a true partnership 

is difficult to establish. Therefore, the research will concentrate on the 

strategies adopted by the manufacturers and their effects on long-term 

relationships. 

Finally, a central issue needs to be considered. The relationship studied 

takes place within a franchise arrangement. But, does a franchise 

arrangement give a supplier more power over an intermediary than a 

non-franchise trading relationship? 

The research subject, therefore, pertains to a close examination of the 

car distribution channel, which is a topic taking place in the context of 

the marketing discipline. The car distribution channel is a marketing 

channel, and more precisely a Vertical Marketing System (VMS), 

which comprises a variety of members such as the producer, 

wholesaler(s), and retailer(s) acting as a unified system. As previously 

indicated, vehicle manufacturers work with marketing intermediaries 

to bring their products to market. Both manufacturers and marketing 

intermediaries make up a marketing channel by performing a number 

of key functions and participating in a series of marketing flows 

ranging from the collection of marketing research information, the 

development of persuasive communications about offers to attract 

customers, the negotiation, ordering and financing process, as well as 
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storage and movement of physical products to the final customers, 

payment of the goods, and to the actual transfer of ownership from one 

organisation to another. The complexity, in some cases, of these 

functions and flows make marketing channel decisions among the 

most critical decisions facing management as they intimately affect the 

organisations involved. 

Furthermore, as seen earlier, in the case of the car distribution channel, 

the manufacturer franchises the intermediaries and has the power to 

make them co-operate. Manufacturers come into being to control 

channel behaviour and eliminate conflicts that result when, for 

instance, independent intermediaries/retailers try to pursue their own 

objectives. Consequently, 'power' in the distribution channel is a 

crucial topic to study in marketing because it is a parameter which can 

highly affect co-operation between channel members, and subsequently 

'performance' of the whole marketing system. Manufacturers vary 

greatly in how they manage their retailers. Essentially, as it will be seen 

later in the thesis, they can draw on different types of power to gain co

operation. However, if co-operation cannot be achieved or is achieved 

through coercive or non-coercive modes of influence, in most cases, 

retailers' performance, in financial and behavioural terms, will 

possibly be eroded at some point as they will perceive manufacturer's 

power as an obstacle to their entrepreneurial aspirations and business 

freedom. Power is a vital element to analyse in order to understand 

how it can affect the entirety of a distribution system including the 

channel members, as well as the front-end customers themselves. 

However, although the 'performance' variable appears as an important 

determinant in the study of power relationships, the researcher was 

constrained to substantially exclude it from the research programme as, 

to her knowledge, no recent and valuable academic literature dealt 

with this concept in connection with distribution channels. It is an area 

of research which would benefit from detailed study and, in view of 
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the fact that dealers' and manufacturers' perceptions of performance 

are different and are oriented towards their individual profitability, it is 

an area which would also depend heavily on concepts considered i n  

this thesis. Additionally, 'performance', especially in financial terms, is 

a subject which still remains highly confidential and thus, industry 

players are not prepared to disclose financial information even for 

academic purposes. 

The next section posits the research objectives that the PhD intends to 

achieve in order to answer the research questions. 

2 Objectives of the Research Programme 

The objectives are essentially: 

1 To identify the factors of control and communication, namely 

the sources and tactics of dominance and influence possessed and 

employed by the manufacturer characterising the manufacturer

dealer relationship in the motor car industry in the UK, and their 

general consequences in terms of balance of power. This 

investigation is substantially based on the manufacturer's point of 

view . 

2 Once determined, to investigate the tactics of control separately 

and estimate their components, relevance, salience, and impact 

they have on the power possessed by each party of the distribution 

channel. 

3 To study the most significant characteristics of the car distribution 

channel taking into account the economic and political context 

surrounding the motor industry, and their relevance to power 

relationships. 
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4 To establish the perceptions of the dealers experiencing 

manufacturers' control and communication over their business 

activities. 

5 To analyse the acquired information so as to deduce the curren t 

and future strategies, as opposed to the tactics, adopted by the 

manufacturers which enable them to control the channel of 

distribution. Their impact on the power balance is then deduced. 

6 After having achieved the above objectives, to finally conclude 

whether a franchise arrangement gives a manufacturer more 

power over an intermediary than a non-franchise trading 

relationship. 
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CHAPTER 1: DISCUSSION OF METHODOLOGICAL 
CONSIDERATIONS, PROPOSED APPROACH, AND 
RESEARCH PROCESS 

1.1 Methodological Theories 

Traditionally, at an early stage in the research, the researcher faces a 

certain number of decisions or choices to make as to what to do, how 

best to collect valid and reliable information that will tack.le the 

research question, how to analyse and assess the information and then 

use it. However, although at first sight these issues representing the 

research process appear rational, in practice they are not clear because of 

their diversity and complexity. Bechhofer (1974) describes the research 

process as follows: 

"the research process is not a clear-cut sequence of procedures 

following a neat pattern but a messy interaction between the 

conceptual and empirical world, deduction and induction 

occurring at the same time."  

MacGrath (1982) aptly uses the term 'dilemmatics' to describe the study 

of research choices in which it is clear there are no ideal solutions, only 

a series of compromises. Dilemmas are to be found at all levels of the 

research process: strategic, design and methodological. 

The making of methodological choices involves a consideration of a 

series of aspects that will be highlighted throughout the following 

discussion. Such decisions on methodological matters are determined 

by certain organisational, environmental, political, ethical, economic, 

as well as philosophical factors. A first review of social science research 

literature points out that it is traditional to first consider some 
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fundamental philosophical issues that are basic to understanding and 

justifying choices of research strategy. 

Decisions on methodological matters are determined by the 

philosophical assumptions researchers implicitly and explicitly make 

by adopting what Morgan (1983) terms a 'mode of engagement'. This 

term indicates that empirical research is not simply a choice of method; 

rather, as he points out, research as a mode of engagement is part of a 

wider process: 

". . .  that constitutes and renders a subject amenable to study in a 

distinctive way. The selection of method implies some view of 

the situation being studied, for any decision on how to study a 

phenomena carries with it certain assumptions, or explicit 

answers to the question 'what is being studied?' ." 

Therefore, it is to these wider philosophical questions and choices that 

the researcher now turns. 

1.1.1 Methodological Approaches in Social Sciences and Their Link 
with Scienti fic Methodology 

Scientific inquiry, seen in a very broad perspective, may be said to 

present two main aspects. One is the ascertaining and discovery of facts; 

the other the construction of hypotheses and theories. Theory-building 

can be said to serve two purposes. The first one is to predict the 

occurrence of events or outcomes of experiments, and thus to 

anticipate new facts. The other is to explain, or to make intelligible facts 

which have already been recorded. Thus, to be considered scientific, a 

theory must be able to explain and to predict .  

Lehaney (1989) explains how social sciences are linked to science, and 

more particularly natural science: 
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"By definition, social science is concerned with subject matter 

that is qualitative to some degree, which has feelings, and 

which does not easily lend itself to predictions subject to finite, 

coherent provisos. Why then is it called social science, rather 

than something else? It is because social sciences ostensibly 

adhere to scientific methodology. They seek to explain and 

predict, and to do so using similar methodology to that of a 

physicist, whereas an astrologer does not. In order to be 

considered scientific, whether in the natural or social sciences, 

methodology must be logical, repeatable, and a different 

scientist should achieve the same results with the same data." 

In relation to the latter statement, Shipman (1982) indicates the key 

requirements to the scientific approach to research: 

• "If the investigation had been carried out by someone other than 

the author, using his methods, would the same results have been 

obtained?" This is the requirement of replication usually referred 

to as reliability. 

• "Does the evidence really reflect the reality under examination?" 

This is the validity requirement. 

• "What relevance do the results have beyond the actual research?" 

This is the degree to which the results can be generalised. 

• "Is there sufficient detail in the way the evidence was produced 

for the credibility of the research to be assessed?" If we follow the 

research journey, do we believe the researcher or not? this is the 

requirement of credibility. (Gummesson p159) 

Thus, the discussion so far raises the problem of whether theory

building, namely methodological issues making-up the research 

process, is intrinsically the same endeavour in the natural sciences as 

in the humanistic and social disciplines. In order to answer that issue 

and then to give guidance in making scientifically respectable 
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methodological decisions, considerations in the light of intellectual 

history are required. 

1.1.2 Two Traditions 

Two main traditions can be distinguished in the history of 

philosophical ideas: the positivistic and hermeneutic interpretative 

approaches. 

Positivism, represented by Auguste Comte and John Stuart Mill in the 

nineteenth-century, relies on the highly structured methods employed 

in the natural sciences, particularly physics. Von Wright (1971) 

describes positivism, which looks to natural science as the only true 

model, as follows. The first characteristic of positivism is 

methodological monism, or the idea of the unity of scientific method 

amidst the diversity of subject matter of scientific investigation. A 

second characteristic is the view that the exact natural sciences, i n  

particular mathematical physics, set a methodological ideal or standard 

which measures the degree of development and perfection of all the 

other sciences, including the humanities. A third tenet, finally, is the 

importance of nature to explanation, ie 'causal' explanation. 

Even in the social sciences, positivism has been considered by many to 

be the 'correct' scientific paradigm. Rubenowitz characterises 

positivism in the following terms: 

"The predominant research tradition in the social and 

behavioral sciences has been of a quantitative, empirical 

nature. This research tradition can be considered still 

prevalent. It is based on the statistical analysis of data collected 

by means of descriptive and comparative studies and 

experiments. This approach is usually termed positivistic. It 

assumes that only knowledge obtained by means of 
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measurement and objective identification can be considered to 

possess the truth. The view that this logical empiricism 

provides the only true basis for explanation and general 

theory has occasionally come into conflict with a hermeneutic, 

interpretative approach." (Gummesson p.152) 

Hermeneutics (from the Greek li ermeneuein = interpret) represents a 

reaction against the awkward rigidity of positivism in relation to 

certain types of problems in the social field. Gummesson explains that 

instead of trying to explain causal relationships by means of objective 

'facts' and statistical analysis, hermeneutics uses a more personal 

interpretative process in order to 'understand reality'. Language takes 

on a central role, qualitative assessments partially replace quantitative 

data, and general characteristics become of lesser interest than specific 

features. 

Interpretative approaches to research arise out of positivism's tendency 

to reduce human action to the status of automatic responses influenced 

by external stimuli. Positivism ignores the subjective dimensions of 

human action, that is, the internal logic and interpretative processes by 

which action is created (Gill, 1991). Positivists, such as Giddens (1976) 

and Smart (1975) justify such 'approach' by indicating their concern to 

follow what is assumed to be the approach of the natural sciences by 

expressing a desire to achieve in the social sciences the evident 

operational successes of the former. In order to adopt a similar process, 

a denial of the importance of human subjectivity is therefore required. 

A denial usually supported by further methodological criteria. As 

Giddens (1976) points out: 

"The specific unreliability of the interpretation of 

consciousness, indeed whether by self or by an observer, has 

always been the principal rationale for the rejection of 

vers te11en (= to understand) by such tools. The intuitive or 

11 



empathetic grasp of consciousness is regarded by them merely 

as a possible source of hypotheses of human conduct." 

On the other side, interpretative approaches argue that, "unlike 

animals or physical objects, human beings are able to attach meaning to 

the phenomena that surround them, and from these interpretations 

and perceptions select courses of meaningful action which they are able 

to reflect upon and monitor. It is these subjective processes that 

provide the sources of explanation of human action and thereby 

constitute the rightful focus for social science research. Thus, the aim of 

such interpretative approaches is to understand (verstehen) how 

people make sense of their worlds, with human action being conceived 

as purposive and meaningful rather than externally determined by 

social structures, drives, the environment or economic stimuli." (Gill) 

Therefore, the researcher is confronted with a philosophical choice 

regarding the nature of human action and its explanation which has 

direct methodological implications. The choice of the set of 

philosophical assumptions the researcher adopts influences the 

subsequent choice of particular 'modes of engagement' in research. 

If the researcher accepts the philosophical assumptions of positivi sm 

and its consequent epistemological prescriptions (ie prescriptions 

regarding the origins, nature, methods and limits of human 

knowledge), the researcher is  drawn toward the exclusive use of 

nomothetic methodology. On the other hand, if the philosophical 

orientation is interpretative the ensuing epistemological mandate 

impels the researcher towards a more ideographic methodology as it 

enables verstehen. 

Nomothetic methodologies (Burrell and Morgan, 1979) have a n  

emphasis on the importance o f  basing research upon systematic 

protocol and technique. This is epitomised in the approach and 
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methods employed in the natural sciences, which focus upon the 

process of testing hypotheses in accordance with the standards of 

specific rigour. Standardised research instruments are prominent 

among these methodologies. Emphasis is therefore placed upon 

covering-law explanations and deduction (ie, deduction entails the 

development of a conceptual and theoretical structure prior to its 

testing through empirical observation), using quantified 

operationalisations of concepts in which the element of 

motive/purpose/meaning is lost, because of the need for precise 

models and hypotheses for testing. When following this approach, also 

termed hypothetico-deductive approach, the research methods 

available may include experiments, quasi-experiments, action research, 

and survey research. 

Ideographic methodologies (Burrell and Morgan, 1979), on the other 

hand, emphasise the analysis of subjective accounts that one generates 

by 'getting inside' situations and involving oneself in the everyday 

flow of l ife. There is an emphasis upon theory grounded in such 

empirical observations which takes account of subjects' meaning and 

interpretational systems in order to gain explanation by understanding. 

Therefore, the rationale of induction (ie general inferences induced 

from particular instances, or the development of theory from the 

observation of empirical reality) and the generation and use of 

qualitative data are involved. With this approach, the emphasis is o n  

research methods such a s  ethnographic ones. 

Consequently, the choices the researcher makes in these matters may 

not necessarily entail a simple decision between what appear as the 

incommensurable alternatives of an ideographic or nomothetic 

methodology. According to Gill, such a view of methodology, in terms 

of a dichotomy, is fundamentally flawed. To quote Eilon (1974): 
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"One finds that many researchers are committed to a particular 

school of thought or methodology, either because it has 

affinity with the academic discipline from which they have 

originally come, or because of a combination of habit and 

conviction... Each archetype has a contribution to make, but 

each suffers from certain limitations and weaknesses that 

sometimes assume magnified proportions in ad hoe 

circumstances, with implications for the ability to generalise 

and advance knowledge in the field of management science." 

Thus, Gill supports the adoption of a 'methodologically pluralistic' 

position, that is the assertion that there is no one best method but 

many methods contingent on the issue being studied regardless of 

epistemological biases. Such a position is articulated, for instance, by 

Trow (1957) when he proposes that: 

"Different kinds of information about man and society are 

gathered most fully and economically in different ways, and 

the problem under investigation properly dictates the 

methods of investigation ... This view seems to be implied i n  

the commonly used metaphor of the social scientists' 'kit of 

tools' to which he turns to find the methods and techniques 

most useful to the problems at hand." 

The position above applies the possibility of rapprochement between 

ideographic and nomothetic research methodologies. Gummesson 

supports this idea by considering both positivism and hermeneutics 

concepts as complements in the spirit of yin and yang. Consequently, 

'there is nothing to stop a researcher from adopting a positivistk 

paradigm in a certain research situation and a hermeneutic in another, 

even in the same project.' Methodological pluralism, demonstrated by 

H W. Smith (1975), may be based on the conception that different kinds 

of complementary data about a 'problem' may be acquired by using 
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different research techniques in the same empirical study. According to 

Smith, it illuminates different aspects of a problem: 

"We are really like blind men led into an arena and asked to 

identify an entity (say an elephant) by touching one part of 

that entity (say a leg). Certainly we might make better guesses 

if we could pool the information of all the blind men, each of 

whom has touched a different part of the elephant." 

Similarly, Morgan (1983) and, Brewer and Hunter (1989) indicate that 

using multi-method strategy not only enables weaknesses to be 

cancelled out but rather, and more particularly, allows phenomena to 

be better studied by juxtaposing different paradigms and metaphorse. 

In the methodological pluralistic position, human action has an  

internal logic, for human beings have been freed from the 'reflexive 

arc' (Mead, 1934). It therefore creates a perceived necessity to explore the 

meanings people attach to that all-embracing, identifiable, concrete 

social reality - meanings integral to the construction of responses, ie 

action. 

1.2 Methodological Approach Followed and Proposed 
Research Methods 

1.2.1 Approach Followed 

Consequently, at this stage, the researcher is now able to make first 

methodological decisions after having considered some fundamental 

philosophical issues. 

The research project, of a marketing and organisational behaviour 

nature, emphasises several subjects derived from the social sciences. 

These subjects may be termed as follows: 'power relationships between 

manufacturer and dealer', 'factors affecting the power possessed by each 
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side and the strategies adopted by each', and 'the context of the motor 

industry'. These subjects therefore respond to both abstract/subjective 

perspectives (ie manufacturer-dealer relationship, and power 

relationships) and concrete/ objective perspectives (ie the motor 

industry, factors, and strategies). 

Although 'power' - the central concept in the research programme - is a 

subjective notion where the internal logic and interpretative processes 

of human behaviour are fundamentally determinant, in the context of 

distribution channels, it is also externally determined by organisational 

and political structures, the environment and economic stimuli. 

Therefore causal relationships may be established between 'objective 

facts' (ie factors of power) and a subjective topic (ie power) governed by 

subjective dimensions of human actions (ie manufacturer-dealer 

relationships), taking place in an 'objective environment' (ie well

structured organisations) and producing factual outcomes (ie tactics 

and strategies adopted by the manufacturers over the dealers). 

In other words, the researcher reduces the power question which is a 

subjective notion into something that can be expressed quantitatively 

through objective scientific facts. In methodological terms, the 

researcher is creating a rapprochement between the positivistic and 

interpretative approaches. Consequently, the researcher's 

methodological choice is governed by the 'methodological pluralism' 

paradigm, that combines the nomothetic, deductive approach with the 

ideographic, inductive approach. 

It is important to mention that this choice is guided by two 

fundamental parameters. The first one is the pre-understanding of the 

'research problem', which refers to the researcher's knowledge, 

insights, and experience before engaging in the research programme 

(as opposed to understanding referring to the knowledge that develops 

during the programme). Gummesson indicates that: 
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"the term pre-understanding is used in a wider sense than just 

knowledge; pre-understanding also implies a certain attitude 

and a commitment on the part of the researchers. It involves 

their personal experience as an essential element in the 

process of collecting and analysing information." 

The researcher's pre-understanding of the research problem has mainly 

developed on the basis of the experience of other researchers or 

'intermediaries', to use Gummesson's terminology, who studied this 

area of research, namely 'power relationships in the distribution 

channels', which is communicated through textbooks, articles, and 

research reports. The completion of a literature review provided the 

basis for the development of pre-understanding. Also, meeting with 

experts in this area, both academicians and professionals contributed 

widely to that intellectual process. Finally, the researcher's own 

experience as a student who studied marketing for several years was 

very helpful. 

The second parameter that guides the researcher's methodological 

choice is her own par,1digm, as a researcher; a concept which, actually, 

is closely associated with the 'pre-understanding' postula. Gummesson 

identifies the concept of paradigm as representing our value 

judgements, norms, standards, frames of reference, perspectives, 

ideologies, myths, theories, and so forth, that govern our thinking and 

action. When applied to research, the researcher's paradigm is her 

perception of what she should be doing and how she should be doing 

it. 

Therefore, according to her own research paradigm, and pre

understanding of the research question and its subsequent 

requirements, the researcher decides to adopt a methodologically 

pluralistic position. Subsequently, another methodological choice has 

to be made as to which research methods to employ in order to tackle 
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the research questions. 

As demonstrated previously, the nature of the subjects involved 

implies both subjective and objective perspectives. However, al though 

power - the subjective notion - represents the leading theme in the 

research project in terms of research interest, it is apparent that the 

number of objective perspectives (3) is higher than the one regarding 

the subjective ones (2). Furthermore, as the researcher reduces the 

power question into an entity that can be operationally quantified 

through an objective scientific facts-filter, quantitative data prevail 

against qualitative data. Therefore, although they are both used, the 

nomothetic methodology and its usual commitment to deduction is  

more emphasised than the ideographic methodology and its inherent 

inductive approach within this methodological pluralism context. 

1.2.2 Proposed Research Methods 

The next stage is now to decide on the research methods or strategies to 

adopt to deal with the research questions within the above perspective. 

Such choice is influenced by a certain number of determinants and 

issues that cannot be ignored in assessing different research strategies. 

Firstly, as stated previously, because the area of research is derived 

from the social sciences, the researcher wants to employ methods that 

respond to a specific approach, that is, methods allowing to achieve 

validity, reliability /replication, generalisation, and credibility of the 

findings . 

It is  important to be aware that the different methods available have 

differing strengths and weaknesses regarding the above issues, which 

need to be taken into account in relation to the goals of the research 

when an approach is selected. In parallel, there is a need to consider the 

nature and organisational context of the substantive 'problem' to be 
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investigated, as well as a consideration of the resources the researcher 

has at her disposal. 

Nomothetic Methods

The purpose of using nomothetic methods refers to the achievement 

of the fourth objective, namely, determining the perceptions of the 

dealers facing the control and communication factors exerted by the 

manufacturer over their business activities. In order to meet this 

objective, it is intended to study a large sample of dealers so that a clear 

picture of the current situation regarding manufacturer-dealer 

relationships may be produced. 

Amongst the research methods available in the nomothetic approach, 

the one which seems to be the most appropriate to the requirements of 

the research project is survey research, as opposed to experiments and 

action research. The following discussion justifies such a 

methodological choice by emphasising its advantages over the other 

research methods when applied to the researcher's own work. 

As indicated previously, the themes of the research project are derived 

from the social sciences and are dealt with in a marketing and 

organisational behaviour perspective. Hirshman (1986) argues that the 

key factors in marketing are essentially socially structured: hu man 

beliefs, behaviours, perceptions and values. Hence, i t  is important to 

employ research methods drawn from this perspective, such as 

observation and qualitative interviews. But academics within the 

marketing field still show a strong preference for survey resea rch 

methods , which are aimed at predicting, often statistically, behaviour, 

for instance, amongst consumers and clients. This may be because 

marketing as an academic discipline has emerged from economics and 

the behavioural sciences (branches of social sciences), and both of these 

have well-established quantitative traditions. In terms of 
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organisational behaviour, here again, the traditional methods in the 

subject have been closer to the quantitative and positivist paradigm. 

One of the main reasons of the researcher's choice pertains to the 

scientific requirements of research, previously mentioned, namely, 

validity, reliability /replication, generalisation, and credibility of the 

findings. Gill proposes a similar classification of these criteria, as 

follows: 

• 'Internal validity', which refers to whether or not what is 

identified as the cause(s) or stimuli actually produce what have 

been interpreted as the effects or responses. 

• 'External validity' which refers to the extent to which any research 

findings can be generalised or extrapolated beyond the immediate 

research sample or setting in which the research took place. The 

matter of external validity is often subdivided into: 

(a) Population validity: which concerns the extent to which it is 

possible to generalise from the sample of people involved in the 

research, to a wider population. 

(b) Ecological validity: which is concerned with the extent to 

which it is possible to generalise from the actual context in which 

the research has taken place and data thereby gathered, to other 

contexts and settings. This is also related to the issue of how 

artificial the research setting is relative to natural contexts typical 

of normal everyday life. 

• 'Reliability', which refers to the consistency of results obtained i n  

research. To satisfy this criterion it should be possible for another 

researcher to replicate the original research using the same 

subjects and the same research design under the same conditions. 

Gill evaluates the research strategies/methods with these criteria and 

thereby describes their potential strengths and weaknesses. W h e n  

considering survey research as opposed to laboratory experiments and 
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action research, the following results are obtained. The qualities 

displayed in survey research give it much strength in population 

validity and reliability compared to laboratory experiments and action 

research where population validity and reliability are low. Surveys 

usually entail the careful random selection of samples that enable 

results to be generalised to wider populations with a high degree of 

confidence. The 'population validity' criterion plays an important role 

in this project as it is fundamental for the researcher to be able to 

generalise the behaviour and perceptions of the sample of franchised 

dealers facing the control and communication factors over their 

business activities, to the overall of the dealers in the UK (ie the 

research questions have to be dealt with in a national perspective) .  

Concurrently, by using highly structured questionnaires to gather data 

in a form that is quantitatively analysable, survey based research is 

usually regarded as easily replicable and hence reliable. This criterion 

plays also an important role as power relationships between 

manufacturer and dealer in this particular channel of distribution, 

namely the motor industry, have aroused the interest of only a small 

number of researchers for the last twenty-five years. Therefore, the 

researcher's contribution to this area needs to display reliable results to 

enable future research to be carried out, and to raise maybe some other 

issues. 

However, this high degree of structure appears to create a lack of 

ecological validity, compared to action research. Nevertheless, such a 

criterion does not appear to be a major determinant in this research 

project as the researcher does not intend to generalise her findings to 

other channels of distribution. 

Finally, what seems to be a major drawback when applied to this study, 

is that surveys are considered to be relatively weak in internal validity 

as compared with experiments; that is, they have difficulty in their 
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control of rival hypotheses. For instance, analytic surveys rely on the 

use of the statistical controls of multivariate analysis to control 

extraneous variables, and this potentially weakens any causal 

conclusions arrived at. This is because correlation does not prove 

causation; the presence of a correlation is necessary but is not a 

sufficient proof of a causal relationship. 

Consequently, although survey research is weak in internal validity, 

when evaluating the different nomothetic methods with the above 

criteria, survey research seems to be the most appropriate method to 

use. This decision is also based on the fact that 'experiments', for a n  

obvious reason, cannot be used for this particular project. The research 

objectives cannot be achieved within the framework of the laboratory. 

Similarly, action research is not appropriate mainly because most 

action research projects are pursued through the medium of case 

studies. As the researcher intends to study a large sample of dealers, 

case studies are irrelevant in this context. 

Also another determinant when assessing different research strategies 

is the consideration of the resources both financial and time/human 

the researcher has have at her disposal. In survey research, the usual 

research instrument employed when investigating a large number of 

organisations is the questionnaire. The questionnaire has the ability to 

describe economically features of large samples. It is also convenient 

and time-saving on the part of the questionnaire-initiator as the 

respondent completes it by himself. Finally, it is a good means to obtain 

primary information in a reasonably quick period of time. 

Consequently, survey research, due to the subsequent advantages of the 

research instrument itself, is a useful research method to that 

particular situation. 

It is important to mention that survey research occupies a variable, 

intermediate position somewhere between ethnography and 
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experimental research. Gill explains that 'this is because the form a 

survey takes differs considerably depending on the intentions and 

dispositions of the researcher.' Gill supports this statement by giving 

two orientations. First, by taking, on some occasions, the logic of 

experimentation out of the laboratory and into the field so as to assess 

causal relationships, a deductive orientation is emphasised. Such 

analytical survey approaches acknowledge their immediate position 

and their connection with the logic of deductive enquiry by their 

emphasis on reliability in data collection and the statistical control of 

variables in place of the physical controls of the laboratory. 

In their attempts to overcome a major perceived weakness of 

experiments, there is emphasis on the generalisation of the results. 

Alternatively, the use of surveys to explore a substantive area, often 

using open-ended questions to collect data in an inductive form, 

merges the survey approach with styles of research which are more 

ethnographic in orientation. 

"Indeed, much survey research may begin with an 

unstructured and exploratory investigation using overtly 

ethnographic methods. Thus theory is developed inductively 

to be tested later using a more structured questionnaire as part 

of the main study."  (Gill) 

This quote, as well as the previous demonstration, highlight the 

potentially methodologically pluralistic aspect of survey research itself. 

This last demonstration confirms that survey research is an  

appropriate method to adopt to achieve the present research objectives 

as it is suitable to the methodologically pluralistic approach the 

researcher opted for. 

'Pluralism' is founded upon what Burrell and Morgan (1979) term 

'realist' assumptions about the ontological status of social reality, which 
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postulate that the world is a: 

"real world made up of hard, tangible and relatively 

immutable structures, . . .  which exist as empirical entities. For 

the realist the social world exists independently of a n  

individual's appreciation of it. The individual is seen as being 

born into it and living within a social world which has a 

reality of its own . . .  , ontologically it is prior to the existence and 

consciousness of any single human being." (Burrell and 

Morgan, 1979). 

Therefore, in this perspective, analytical survey researchers may 

impose their operationalisation of social reality upon their subjects, 

which become measured stimuli to which subjects' responses are also 

measured. Indeed, operationalisation and measurement of social 

reality (stimuli) and action (responses) become the key activity i n  

scientific enquiry and are dearly underpinned by the assumption that 

we all live in the same independent and external social world 

(Gouldner, 1970). 

In the methodologically pluralist position outlined here, human action 

has an internal logic. It therefore creates a perceived necessity to 

explore the meanings people attach to that concrete reality. Thus, 

survey researchers can follow their 'crafts' by imposing 

operationalisations of their versions of social reality upon subjects and 

subsequent data, through highly structured research strategies. The 

relationship between stimuli and responses may often be investigated 

while taking into account the creative process of interpretation and 

meaning construction by subjects with some kind of ideographic 

analysis. 

Consequently, and as it has been already mentioned earlier, not only 

are different ideographic and nomothetic methodologies suitable for 
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different kinds of problem, but they also complement each other, 

which adds to the credibility of a study by providing an internal cross

checking or monitoring device during the research process (Denzin, 

1970), as well as constituting aids for spanning the micro-macro divide. 

Therefore, resulting from the above statements, the research method 

chosen, namely survey research, in a methodological pluralism 

framework, implies the integration of the subjective dimensions of 

human action through the use of ideographic methods deduced from 

the interpretative approach. However, the next section will be brief 

because, as indicated earlier, due to the nature of the subjects under 

study, ideographic methods play a subordinate role. 

Ideographic Methods 

As opposed to nomothetic methodology which substantially relies o n  

quantitative methods, ideographic methodology mainly focuses o n  

qualitative methods. Van Maanen (1983) defines qualitative methods 

as: 

"an array of interpretative techniques which seek to describe, 

decode, translate and otherwise come to terms with the 

meaning, not the frequency, of certain more or less naturally 

occurring phenomena in the social world." 

As opposed to the positivistic paradigm where an extensive catalogue 

of methods is available, in the hermeneutics interpretative approach 

the number of methods seems to be much less. In the view of 

Andersson (1982), there exists no catalogue of available methods in the 

field of hermeneutics: 

"Hermeneutics rejects the demands of positivism regarding 

the need for a lack of bias. On the contrary, it is claimed that 
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bias is prevalent at all levels of the research process. The most 

striking example of this attitude is that hermeneutics studies 

rarely contain a technical chapter on methodology. However, 

if objectivity is considered to be a chimera, there is 

consequently no need for any methodological discussion. 

Hence the examination by positivists of what they consider to 

be 'books on hermeneutical methodology' lead to misguided 

demands that hermeneutics can never meet. The formulation 

of a general set of rules for this interpretative approach would 

be to transform hermeneutics into positivism. Consequently 

there aren't any books on hermeneutical methodology. Nor 

indeed will there ever be any books on this subject." 

Although one does not have to go as far as the complete rejection of 

methodological literature, it is undoubtedly more difficult i n  

interpretative than in positivistic research to provide clear guidelines 

for the assessment of good research that would be acceptable to the 

scientific community. Some forms of criteria are required, however, 

although they may be of a more loose and changeable nature. 

In terms of scientific criteria, it is often considered that qualitative 

methods have inherent advantages over the quantitative ones (eg 

laboratory experiments and surveys) that suffer from deficiencies i n  

ecological validity. That is, qualitative research mainly takes place i n  

the natural setting of the everyday activities of the subjects under 

investigation. However, some problems are apparent regarding 

reliability and then replication, as well as population validity. 

The purpose of using qualitative methods in this research project relies 

on the requirement: 
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to identify the factors of control and communication, ie the 

sources and tactics of control, shaping the manufacturer-dealer 

rela tionship. 

to deduce the current and future strategies adopted by the 

manufacturers enabling them to manage and control the channel. 

Although these data may be determined by using secondary sources, 

such as textbooks and articles regarding the study of the channels of 

distribution, as well as specialist reports, there is a requirement to check 

this information and maybe consider other issues when applied to the 

'real world' of the motor industry. Following this approach, the 

'human factor' is essential because it is only from the cha nnel 

participants that the researcher can determine the 'true' components 

and give a clear picture of that relationship. 

The main qualitative/ interpretative methods availabl e  are interviews, 

participant observation, diary methods, and documentary analysis. Due 

to the requirements of the project, observation and diary methods, due 

to their very nature, have to be rejected. Therefore, the methodological 

choice falls on the conduct of both interviews and documentary 

analysis. Interviewing is often claimed to be 'the best method' despite 

its complexity which is sometimes underestimated (Easterby-Smith, 

1991). Jones (1985) highlights a number of issues that researchers need 

to consider in order for interviews to be successful. One of them is the 

problem which all researchers must resolve - how much structure to 

put in the interview. She makes the point that: 

" . . .  there is no such thing as presuppositionless research. In 

preparing for interviews researchers will have, and should 

have, some broad questions in mind, and the more interviews 

they do and the more patterns they see in the data, the more 

likely they are to use this grounded understanding to want to 

explore in certain directions rather than others." 
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Regarding the identification of the sources and tactics of dominance 

possessed by the manufacturers, the type of interview the researcher 

selects refers to 'semi-structured' interviews, partially 'non-directive', 

as opposed to highly structured interviews. This choice responds to the 

desire to conduct the interview by using focus questions, based on a 

precise check-list pre-established, which emphasise the topics of 

theoretical importance, but at the same time to allow interviewees to 

deal with the topics as deep! y as they want, as well as to enable them to 

pursue whatever areas they wish. This procedure seems to be the best 

way to check the literature and also to discover other issues shaping the 

manufacturer-dealer relationship. A complementary source of data 

considered is the access to a large amount of documentary material 

provided by the interviewees in order to analyse in a concrete way how 

the factors of control and communication are put into practice. 

As far as the investigation of the current and future strategies adopted 

by the manufacturers is concerned, structured interviews based on a 

precise framework are here required, because this topic represents the 

fifth objective of the thesis and it is then assumed that, due to the 

experience gained throughout the research programme, the researcher 

will know exactly the areas to be considered. 

Resulting from the whole of the discussion, it is now possible to 

summarise the methodological approach to be employed to tackle the 

research questions . By following a methodological pluralist paradigm, 

the researcher intends to start off by using an inductive approach, 

namely studying the literature on 'distribution channels' and collecting 

'real world' data through the means of interviews and documentary 

material, to explore the factors of control influencing manufacturer

dealer power relationship, and then generating hypotheses. The 

hypotheses deal with the perceptions of the dealers towards the factors 

of control and their subsequent impact on power. 
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Subsequently, the researcher adopts a deductive approach as, once the 

hypotheses have been developed, she uses the survey research 

methodology to collect the relevant information, and then statistical 

instruments to test them. Because the methodology adopted 

corresponds to a methodological pluralist paradigm, qualitative 

techniques are used to complement the quantitative testing of 

hypotheses. To achieve the fifth objective, namely the investigation of 

the current and future manufacturers' strategies of control, ideographic 

methods are used, ie interviews, before giving definite conclusions to 

the research questions. 

The next section is a detailed description of the methodological 

approach put into practice, that is, the research process which has been 

implemented to achieve the research objectives. 

1.3 Process in the Research 

1.3.1 Literature Review (Chapter 2) 

The first step in using an inductive approach was the completion of an  

initial literature review regarding the 'power' concept within the 

channels of distribution. The main sources of information included 

textbooks, research reports, and articles obtained from an on-line 

search. As far as the latter is concerned, the facilities of the University 

of Luton enabled a range of national and international databases to be 

accessed in this particular subject area. The databases used consisted of 

Management Contents and ABI/Inform. 

The literature focused on the power relationships within the channels 

of distribution as a whole and also on the franchise system, with 

however only a little emphasis on channel relationships in the motor 

industry. This may be explained by the fact that past research in this 

area has been quite poor for the last twenty-five years, except in the 
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early and mid-70s'. From the literature, the main factors of power 

shaping the manufacturer-dealer relationship and their implications 

on dealers' perceptions were extracted. The literature also revealed why 

in the franchise channel of distribution the balance of power is 

weighted heavily in favour of the franchiser/manufacturer. The 

completion of the literature review provided the basis for the 

development of the researcher's pre-understanding of the research 

questions. 

1.3.2 Exploratory Interviews with Some Car Manufacturers, Trade 
Associations, and Car Dealers 

Semi-structured interviews, partially 'non-directive' were initially 

conducted with thirteen car manufacturers/importers, three trade 

associations (The Retail Motor Industry Federation, The Institute of the 

Motor Industry, and the Automobile Association), and five franchised 

car dealers established in the UK; these three categories of organisations 

being the main players in the distribution channel. 

The objectives of the interviews were: 

• to verify whether the issues raised by the literature review were 

relevant and applicable to the car distribution channel; 
• to maybe discover other issues not identified by the literature; 
• to obtain some documentary material that would be of interest for 

the research. 

As far as the manufacturers/importers were concerned, the 

interviewee was either the Training manager or the Dealer 

Development manager. It is important to mention that the reason for 

having interviewed the Training manager relies on the fact that, at the 

beginning of the research programme, the researcher already had in  

her possession a list of names of manufacturers and trade associations' 

30 



representatives who mainly were Training managers. 

Therefore these contacts were used firstly because, through the 

literature, training - which is a type of assistance provided by the 

manufacturer to the dealers - appeared to play an important role in the 

relationship between both members; and secondly, by meeting the 

Training manager, it would have been possible to be introduced later to 

some other key-representatives, such as the Dealer Development 

Manager whose role is central in the manufacturer-dealer relationship. 

As far as the trade associations were concerned, the Training managers 

were also the key-informants for the same reasons as explained above. 

Finally, the dealers' representative interviewed was the Dealer 

Principal, due to his dominant role in the dealership. 

The interviews were conducted by using a precise check-list (see 

appendix 1) previously established and adapted to each type of 

participant, which emphasised the topics of theoretical importance ( ie 

training provisions, contractual agreements, dealer assessment 

procedures, communications systems, role of the trade associations, 

dealer councils . . .  ). The interviews confirmed the relevance and 

applicability of the topics dealt with by the literature to the car 

distribution channel; they also enabled the researcher to convert their 

theoretical aspect into practical and tactical perspectives when applied 

to this particular channel of distribution. In addition, they raised issues 

which were only succinctly mentioned by the literature. 

Most of the interviewees provided the researcher with some 

fundamental documentary material illustrating concretely the tactics of 

control used by the manufacturers over the dealers, such as the 

franchise contract binding both channel members, the current training 

programmes provided to the dealers, and the dealer assessment 

procedures, which may be assimilated to the main tactics of control 

affecting power relationships. 
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It is important to indicate that these exploratory interviews represented 

the starting point of the high co-operation of several car makers, 

dealers and trade associations to the research project. These first 

interviews generated the process of subsequent and regular meetings 

intended to discuss in-depth the topics under study. 

1.3.3 Review of the  Characteristics of the Car Distribution Channel 
(Chapter 3) 

The completion of a review describing the characteristics of the car 

distribution channel, at the macro-level, was necessary. It emphasised 

the main features and current trends of the car distribution channel i n  

the UK. This chapter tried to draw a parallel with the concept of power, 

and saw how recent developments and conditions in the motor 

industry impact on the power balance between dealers and 

manufacturers . The sources of information were mainly trade 

journals, including some Sewells International publications: Car Digest 

and Automotive Marketing Review, and other publications/reports, 

such as Automotive Management, Motor Retailer, and Key-Note 

reports. 

1.3.4 Analysis of the Franchise Contracts (Chapter 4) 

As indicated above, the franchise contract or 'dealer agreement' 

represents one of the main tactics of control affecting the power in the 

manufacturer-dealer relationship because of its very nature . It is a legal 

document representing the starting point of the relationship, as i t  

specifies in great detail the rights and obligations of both parties, the 

term of the relationship, the grounds for termination, and other basic 

considerations. Consequently, due to its crucial role in the car 

distribution channel, it was necessary to 

-

carry out an in-depth analysis 

of this particular document analysis following a quantitative 

approach - which appeared to be fundamental in the determination of 

the techniques of dominance and control employed by the 
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manufacturer over the dealer's activities ,and thus the evaluation of 

the amount of power possessed by each party. 

The analysis was based on a sample of twelve contracts acquired during 

the exploratory interviews with the manufacturers. However, it is 

worth noting that obtaining such a document was not an easy affair 

due to its confidential nature. Although the dealer agreements used by 

the manufacturers are standardised legal procedures, very similar to 

each other in terms of structure and contents, most of the car 

manufacturers were reluctant to provide it as it is a very confidential 

document. Confidentiality had to be guaranteed. 

The setting of the objectives and the methodology followed are clearly 

indicated in chapter 4. 

The next stage in the research process was to study the effects of some 

other contractual factors - representing other tactics of control, in the 

relationship in order to determine whether the contractual power of 

the manufacturer might be confirmed or not. 

1.3.5 Analysis of the Training Provisions (Chapter 5) 

Subsequently, the study of another contractual factor, which has a 

direct link with the dealer agreement, was completed, namely a n  

analysis of the training provisions in the car distribution channel. The 

training programmes provided by the manufacturers to their dealers is 

an area covered in almost all  the dealer agreements studied. The main 

objective of the analysis was to determine the scope of training in the 

power relationships between the car-makers and their dealers, and 

especially, how it might be used as a means of control over the channel 

by the manufacturer. Consequently, the chapter covered the following 

sections: 

• A literature review highlighting the past research and theoretical 
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developments regarding training within the franchise system; 

• An analysis of the current trends of the training activity and their 

implications in power relationships within the motor industry i n  

the UK; and 

• An analysis of the current training programmes provided by the 

major car manufacturers to the dealers. 

Concerning this last section, the analysis was based on a sample of 

eleven '1993 training programmes' acquired during the exploratory 

interviews with the car makers. Here, it is important to mention that 

the manufacturers were less reluctant to give their training 

programmes than the dealer contracts. This was explained by the fact 

that Training Managers within the framework of the Motor 

Manufacturers Training Group meet on a regular basis, and thus 

exchange information regarding their training activities. Therefore, 

confidentiality was not as crucial. 

The methodology followed to complete the analysis of the training 

courses is clearly presented in the third section of chapter 5. 

1.3.6 Analysis of the Dealer Assessment Procedures (Chapter 6) 

It represents the third contractual factor under study. This chapter is 

based on the analysis of six procedures currently employed by six 

manufacturers to monitor regularly their dealers' performance. The 

main objective of the study was the identification of the performance 

criteria used in the dealer assessment process operated by the 

manufacturers, and see how these procedures - assimilated to a tactic of 

control, contributed to reinforce the dominant position of the 

manufacturer in the channel. The second objective referred to the 

investigation of the nature of the incentive schemes currently offered 

when manufacturers' requirements are met by the dealers. 
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The methodology followed to complete the analysis is presented i n  

section 6.3. of chapter 6. 

1.3.7 Development of the Hypotheses (Chapter 7) 

At this stage in the research process, after having identified the main 

sources of power possessed and tactics of control used by the 

manufacturers over the dealers, and their subsequent impact on the 

power balance, the next phase was to develop a certain number of 

hypotheses in order to explore these control issues through dealers' 

perceptions, so that the dominant position of the manufacturer would 

either be verified or contradicted. 

The hypotheses highlighted the concept of power derived from the 

studied areas of contract, training and dealer assessment, as well as 

communications and manufacturer's general support, and the power 

connection either causal or consequential with a certain number of 

other constructs, such as satisfaction, conflict, continuity of 

relationship, and role performance - all originating from the literature 

review and the subsequent chapters. Thirteen hypotheses including 

two general and eleven specific hypotheses were generated. The 

general hypotheses referred to the power possessed by each channel 

member in a wide perspective, and the influence of the manufacturers 

by the control of the business variables. As far as the specific hypotheses 

are concerned, they dealt with the following areas: 

1 the training provisions; 

2 the dealer assessment procedures; 

3 the conflict existing in the channel; 

4 the dealer contract; 

5 the assistance provided by the manufacturer; 

6 the communication links; and 

7 the characteristics of the manufacturers and their dealer 
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networks 

Concerning the seventh area, it was felt that the performance of the 

different manufacturers, as well as the nature of the dealerships would 

be interesting variables to consider as they were expected to have 

potential effects on the power relationships. Chapter 7 precisely states 

the hypotheses under study and justifies their development. 

1.3.8 The Testing of the Hypotheses (Chapter 8) 

Entering the deductive approach stage, namely the testing of the 

hypotheses generated, the use of a mail questionnaire (see appendix 5) 

was seen as most appropriate as it would allow many dealers to be 

approached in an efficient cost-effective manner and provide the 

opportunity to maximise the reliability and population validity of the 

findings. 

The questionnaires were addressed to the Dealer Principals of a large 

sample of 1,128 dealerships established in the UK. Since dealers vary by 

type of dealership, size of operations, type of ownership, residential 

areas and other criteria, the sample needed to include as far as possible 

a representative cross-section of businesses. By approaching a large 

sample of dealers it was possible to establish, with a high degree of 

reliability, the practices and perceptions of dealers in issues subject to 

manufacturer control or influence; to identify also the areas of activity 

in which manufacturers applied control measures; and to determine 

the nature of these controls; subsequently it was possible to confirm or 

contradict the dominant position of the manufacturer within this 

particular distribution channel. The depth of the various areas studied 

and the methodology of the survey including the sample, the data 

collection and some comments on the questionnaire design, are 

presented and explained in chapter 8. 
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In order to analyse statistically the data collected, and subsequently test 

the hypotheses, a specific computer package was used, that is, SPSS PC+ 

(PC version). SPSS (Statistical Package for the Social Sciences) appeared 

to be the most appropriate and useful package compared, for instance, 

to Minitab and Snap2. SPSS PC+, which has in recent years dominated 

social science PC computing, was chosen because of the following 

advantages. It offers a full range of contemporary statistical methods, 

plus good editing and labelling facilities. The PC version has a n  

interactive system of menus and an excellent on-line help system. It 

also has the ability to produce output in both report and table formats, 

which is very useful for marketing and management researchers. And 

one of the most reassuring aspects of SPSS is the ease with which i t  

handles missing data. 

As far as the statistical instruments are concerned, the statistical 

methods chosen to analyse the collected data were both parametric and 

non-parametric statistics, as the methodology of the research 

programme corresponds to a methodological pluralist paradigm. 

However, parametric statistics were more heavily used compared to 

non-parametric statistics. This was justified by the following reasons. 

With parametric tests, it is possible to calculate the exact proportion of 

the total variability in scores which is due, on the one hand, to 

independent variables manipulated by the researcher and, on the 

other, to unknown variables affecting subjects' performance, such as 

individuals' abilities and motivations, different interpretations of the 

experimental task and so on. In the opposite way, the non-parametric 

method of putting scores into rank order is only measuring the 

variability in subjects' scores indirectly. The argument is that this 

makes parametric tests more 'powerful' in the sense they take into 

account more information about differences in scores. Ranking scores 

only put them in order of magnitude, whereas parametric tests can use 

the actual numerical values of scores for calculating variances. This 

should make them more sensitive in picking up significant differences 
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between subjects' performance in different experimental conditions. 

However, the researcher recognises that there has been a lot of 

argument about this question of the relative power of tests among 

statisticians. Not all of them agree that parametric tests are more 

powerful than non-parametric tests (ie Siegel, 1956). It is essential to 

point out that the researcher, due to the subjective nature of the topic 

under study, did not seek to establish any scientific evidence - which is 

required in the case of scientific laboratory experiments. But instead, 

the researcher intended to empirically demonstrate a general t rend in  

the subject investigated. However, the findings had to be the most 

accurate as possible in order to achieve reliability and external validity 

(ie particularly population validity whereby the generalisation of the 

results from the sample of dealers to the overall dealers in the UK, may 

be achieved. Consequently, the parametric statistics appeared to be most 

appropriate. Nevertheless, non-parametric statistics had to be used in  

some occasions because of the nature of some data (ie ordinal data). 

Regarding the statistical tests employed, two basic parametric tests were 

used: the One-Way ANOVA (Analysis of Variance) and the t-test, 

which intentionally displayed uncomplex designs. The objective of 

these experimental designs was to manipulate independent variables 

and predict their effects on dependent variables. The choice of these 

tests was based on the nature of the variables, conditions, and subjects 

which had to be manipulated. In parallel, some parametric and non

parametric correlations were used in certain cases. However, in some 

occasions, the correlation coefficients were provided but they had to be 

treated with caution, because bivariate normal distributions were not 

present in the data. Nevertheless, they had to be considered and 

analysed as no other test was significant. Furthermore, when the 

nature of the data did not permit the use of any parametric test, 

contingency tables were employed. 
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From the testing of the hypotheses, an analysis summarising the 

findings was performed (see section 8.3. in chapter 8). 

1.3.9 Structured Interviews with Some Car Manufacturers and a Trade 
Association 

Because the methodology adopted corresponds to a methodological 

pluralist paradigm, it was coherent and relevant to consider the 

quantitative analysis as only one form of investigation. Qualitative 

techniques, namely structured interviews, were used to complement 

the quantitative testing of hypotheses. A panel of seven manufacturers' 

representatives (including the two market leaders of American origins, 

three European and two Japanese manufacturers) and one trade 

association's representative was interviewed for the purpose of the 

analysis of the field survey, as well as for the study of strategic issues 

(an additional European manufacturer contributed to the interviews at 

this stage) which is covered in the next section. But at this stage in the 

research process, only the first aim of the interviews was considered. 

The interviews, of a structured nature, were based on a precise 

guideline (see appendix 8) intended to expand and illustrate a certain 

number of issues from the analysis which emphasised surprising, 

unexpected and even unexplainable results. 

1.3.10 Analysis of the Strategies Adopted by Manufacturers 

This last chapter addressed the prime strategic issues which currently 

govern the car distribution system. The objective was to investigate the 

current and future strategies, as opposed to the tactics, adopted by the 

manufacturers, which enable them to manage and control the channel. 

The impact they have on the power balance was consequently deduced. 

A qualitative analysis was then performed, whereby the main tool used 

for the data collection was interviewing, ie one-to-one structured 

interviews with eight manufacturers' representatives and one trade 

association's representative. The interviews' questions may be found in 
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appendix 9. 

The following diagram summarises the research process implemented 

to achieve the research objectives: 

40 



Micro-Level 

Resear eh Questions 

Research Objectives 

Methodological 

Pluralist Paradigm 

ldcntific:ation of the 

sources & tactics of 

control influencing 

manufacturer-dealer 

relationships 

OL>ducti\'e Approach 

Identification o f  the 

market factors and 

legal, politic.al, Macro-Level 

economic and 

tl>chnological factors 

41 

https://politic.al


Deductive Approach 

Sul!f! Resear eh ie 
Mail Questimnair e 

Comple ted By: 

Findings m the Tactics 

of Cmt'-11 as Perceived 

by the Dealelll 

Achievement of 

Resear eh {l,jectives 

An&wl!lll to Research 

Questions 

42 



CHAPTER 2: POWER IN THE MARKETING CHANNEL -
THEORETICAL FOUNDATIONS 

2.1 Introduction 

In order to have a clear understanding of the present area of research 

and a basis for its development, this chapter proposes to review the 

theoretical and empirical foundations established by the main 

researchers in the area of the channels of distribution, this, in a 

behavioural and social perspective. The present chapter focuses on the 

following sections: 

Firstly, a definition of power in the marketing channel is 

provided; 

Secondly, the prime determinants of a channel member's power 

are reviewed; 

Thirdly, the literature explains the relationship between the 

dependence and power concepts; 

Then, references as to the methods of influence used by both 

manufacturers and retailers are presented; 

The next section focuses on the franchise system and the power 

concept; 

Finally, the conclusions summarise the findings and dearly state 

the next steps in the research process. 

2.2 Definition of Power in the Marketing Channel 

The significance of the power wielded by both parties in a system of 

distribution channels has received considerable attention in the 

marketing and behavioural literature (El-Ansary and Stern, 1972; 

Lusch, 1976; Lusch, 1977; Lusch and Brown, 1982; Gaski, 1984; 
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Gassenheimer, Sterling and Robicheaux, 1989; El•Ansary and Stern, 

1992). 

The concept of power is, at best, a nebulous one. There is, however, a 

common theme running through the many views of power existent i n  

the behavioural literature (eg Dahl, 1957; Etzioni, 1968; Miller and 

Butler, 1969) • power has to do with the capacity of one party to control 

or influence the behaviour of another party or parties. Dahl, for 

example, defines power as the ability of one individual or group to get 

another unit to do something that it would not otherwise have done. 

El-Ansary and Stern (1972, 1992) applied this notion to distribution 

channels by operationally defining power as: 

"the ability of a channel member to control the decision 

variables in the marketing strategy of another member in a 

given channel at a different level in the channel of distribution. 

For this control to qualify as power, it should be different from 

the influenced member's original level of control over its own 

marketing strategy." 

The importance of an expected level of control can be seen in the 

following example. A franchised dealer expects less freedom i n  

decision making than an independent dealer. In the case of the 

franchised dealer, the direction of power in certain decisions has 

already been built into the channel relationship. 

There are a number of means by which channel members can build, 

enhance, or employ influence over other channel members. Some of 

the most significant bases of channel influence, defined by Wilemon 

(1972) will now be examined. It is important to note, however, that the 

possession of one or more of the following sources of channel 

influences does not guarantee that a channel member can exert 

influence. Rather, the possession of a power attribute is indicative that 
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2.3 

a channel member has a potential basis for modifying the behaviour of 

another channel member. 

Determinants of a Channel Member's Power 

According to Wilemon (1972), some of the most important 

determinants of a channel member's power are: 

• brand ownership and the demand characteristics of a channel 

member's products and services; 

• a channel member's role within its channel; 

• ownership control over other channel members; 

• contractual agreements between the members of a channel; 

• the financial strength of a channel member. 

2.3.1 Brand Ownership and Demand Characteristics 

According to Wilemon (1972), the channel member owing the brand of 

a product has often a potential basis for exerting influence over other 

channel members. However, unless there is a strong existing demand 

or a strong potential demand for a product, it may be difficult for a 

channel member to rely on brand ownership to exert influence over 

other channel members. 

Wilemon noted that the potential to exert power based on brand 

ownership often changes with the product's life-cycle in a given 

market. As a product progresses through the early life-cycle stages it 

often experiences a high consumer acceptance rate, whereby there may 

be a greater likelihood that the manufacturer can use the product's 

high demand as a source of influence - especially in the case of durable 

goods. As additional competitors enter the market, however, the 

demand may become more elastic and less effective as a basis of 

influence. In effect, competitive pressures are common causes of the 
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'erosion' of a channel member's power base. 

2.3.2 Channel Member's Role Wi thin the Channel 

Wilemon found that influence also may accrue to a channel member 

because of its capabilities in performing certain critical marketing 

functions (ie promoting its product lines, maintaining quality, meeting 

delivery schedules ... ). In other words, the greater the degree tha t 

channel member B relies on the 'critical' expertise of channel member 

A, the more likely that A can exert power or influence over B. In effect, 

channel members who perform critical functions within a channel 

have 'earned influence' or as it is sometimes called, influence based 

upon expertise. 

2.3.3 Ownership Control 

Wilemon also stated that ownership control in varying degrees over 

others within a marketing channel often provides a strong basis for 

exercising influence. This form of power may be derived from the 

ownership of facilities, as in the case of some petroleum manufacturers 

who own their service stations and lease to independent business men, 

to the ownership of the complete intermediary where company 

personnel manage the intermediary according to company policy. 

Influence can be facilitated by ownership which gives the owner the 

right to issue directives. Also, Wilemon provided the following 

rationale to explain how ownership control will drive unilateral 

power: 

"The greater the degree of ownership control that one channel 

member has in another channel, the greater the potential for 

unilateral channel policy formulation (on the part of the 

channel member possessing ownership rights)." 
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2.3.4 Contractual Agreements Between Channel Members 

Wilemon highlighted the impact of legal and other binding 

agreements between channel members which also often provide a basis 

for a channel member to exert varying degrees of influence. The 

franchise system is, of course, the best known type of contractual 

agreement between channel members. Franchise agreements often 

allow the franchiser to exert considerable influence over its 

participating channel members. Numerous legal cases have arisen 

which illustrate the extent that franchisers can influence the activities 

of franchisees, such as in the automobile industry, the brewing 

industry, and the 'quick service' restaurant industry. 

2.3.5 Financial Strength of a Channel Member 

The financial strength of a channel member and the degree of financial 

dependence of other channel members on that member have also been 

emphasised by Wilemon in explaining the degrees of influence which 

can be exerted. Generally, the more heavily a channel member relies 

on another channel member for financial resources and assistance, the 

more likely the dependent channel member will submit to the policies 

and objectives of the stronger channel member. In many channels, 

such as franchising, one member of a channel may be financially strong 

while the bulk of channel members may be weak and dependent on 

the financial support of a stronger channel member. A franchiser, for 

example, may assist by providing some of the capital requirements 

needed by its franchisees. 

In summary, the possession by a channel member of the sources of 

channel influences, previously stated, showed that this channel 

member has a potential basis for modifying the behaviour of another 

channel member. Furthermore, after having defined the determinants 

of a channel member's power, it is possible to observe that there is a 
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common theme running through these factors. An obvious subjacent 

notion appears: the concept of dependence in the channel relationships 

- the fact that one channel member depends upon another. 

The following section is going to deal with the relationship between 

dependence and power, and more particularly, with power as a 

function of dependence. 

2.4 The Relationship Between Dependence and Power 

Power can be viewed in terms of the extent to which one channel 

member depends upon another. Emerson (1962) viewed power as a 

function of dependence. In a channel context, for example, the power 

of the wholesaler over a dealer is related to the dependence of the 

dealer on the wholesaler. The more highly dependent B is on A, the 

more power A has over B. According to Emerson, the dependence of B 

on A is (1) directly proportional to B's motivational investment i n  

goals mediated by A, and (2) inversely proportional to the availability 

of those goals to B outside of the A-B relation. That is, the more A can 

directly affect B's goal attainment and the fewer the number of 

alternatives open to B to obtain what he needs in order to function 

properly, the greater the power A has over B. Emerson used 'goals' to 

refer to gratifications consciously sought as well as rewards 

unconsciously obtained through the relationship. The 'availability' of 

these goals refers to alternative avenues of goal achievement. 

Dependence Levels in Channel Relationships 

Based on Emerson's (1962) work, two main approaches have been used 

to explain in a theoretical sense the basis for a target firm's dependence 

in a channel relationship with a source firm. The dependence of a 

target firm on a source firm refers to the target's need to maintain the 

channel relationship in order to achieve the desired goals (Frazier, 
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1983). 

The 'sales and profit' approach was developed by El-Ansary and Stern 

(1972). Sales and profit are two extremely important goals for all for

profit business organisations. In this approach, the greater the 

percentage of sales and profit contributed by the source firm to the 

target firm (ie the goal mediation component of dependence identified 

by Emerson), the greater the target's dependence on the source. The 

target's commitment to the source's marketing programmes and the 

difficulty of replacing the source also were considered to contribute to 

dependence levels by El-Ansary and Stern (1972). The latter dimension 

reflects the availability-of-alternatives component of dependence 

identified by Emerson (1962), as well as the costs of switching to 

another alternative. Etgar (1976) and Kale (1986) also use the general 

sales and profit approach. However, Kale makes a contribution to the 

approach by considering, in addition to sales and profit levels current! y 

contributed by the source firm, the target's expectations of the sales and 

profit levels that will be generated by the source firm in the future. 

Whatever the current contribution of the source firm, what the target 

expects to occur in the future also should influence current dependence 

levels. 

Developed by Frazier (1983), based on earlier research efforts by El

Ansary and Stern (1972), Hunt and Nevin (1974), and Lusch (1976), the 

'role performance' approach is the other main approach used in the 

channels literature to explain the basis for dependence levels. A firm's 

role performance refers to how well it carries out its role in a channel 

relationship with another firm. Frazier (1983, pp159) provides the 

following rationale to explain how role performance will drive dealer 

dependence levels: 

"When the level of a source firm's role performance is 
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perceived as being high, the target should be highly motivated 

to maintain the exchange relationship. Furthermore, the 

higher the perceived role performance of a source, the fewer 

the alternatives that should be available to the target to replace 

it sufficiently." 

How well role performance reflects the difficulty of replacing a firm in  

terms of availability of alternatives and switching costs is a matter for 

future research, as suggested Frazier (1983). Also, according to 

Gassenheimer, Sterling and Robicheaux (1989), the level of dealer 

dependency is based on the perceived quality of the manufacturer's role 

performances (marketing services) that support dealer's operations, the 

dealer's available alternatives, and, the subsequent financial impact 

that these performance levels have on dealer operations. Their theory 

is supported by the results of an empirical study conducted within the 

office systems and furniture industry, where the construct of 

dependency was represented by the quality of the manufacturer's role 

performance. Five dimensions containing twenty-three marketing 

services were used to represent the role performance aspect of 'dealer 

dependency': 

• Logistical performance; 

• Boundary personnel performance; 

• Product/product support performance; 

• Flexibility and innovative performance; 

• Inventory assistance performance. 

The results revealed that the perceived quality on these role 

performances impacts on the dependence of the dealers (for example, a 

dealer will depend on a manufacturer as long as the manufacturer 

maintains a differential advantage in the services the dealer requires), 

and that the manufacturer' performance with respect to key marketing 

services has an impact throughout the process used to built and 
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maintain long term relationships in the channel of distribution. The 

role performances can strengthen or weaken dealer/ manufacturer 

working relationships, this, depending on their quality perceived by 

the dealer. 

Frazier and Summers (1986) also use the role performance approach. 

According to them, the dealer's dependence is considered to be a 

function of the manufacturer's role performance at two levels, (1) the 

corporate strategic centre (ie that segment of the organisation where 

strategies and operational plans originate), and (2) the boundary 

personnel tactical centre (ie that level of the organisation where 

strategic concepts and operational policies of the corporate centre are 

translated into action). 

Additionally, the 'Comparison Level' and 'Comparison Level of 

Alternatives' rationale developed by Anderson and Narus (1984), based 

on work by Thibaut and Kelley (1959), appears to be very similar to the 

role performance approach, especially in an operational sense. 

Basically, the Comparison Level (CL) is the quality of outcomes an 

individual channel member (say, a manufacturer) has come to expect 

from its relationship with channel members of a specific kind (say, 

distributors) on the basis of its past and present experience and its 

knowledge of the experience of firms similar to itself. 

Assuming that the manufacturer is linked with a particular distributor, 

the Comparison Level of Alternatives {CLalt), by contrast, is the 

average quality of outcomes that the manufacturer can expert from the 

best alternative to its present relationship. Thus, a firm will assess what 

it expects from a relationship (CL) and what it can get by going 

elsewhere (CLalt). Anderson and Narus (1984) note the similarity 

between these concepts and dependence theory. 
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A third conceptual approach recently has been developed to explain the 

basis for dependence levels in channel relationships. Drawing o n  

insights from dependence theory and transaction cost analysis, Heide 

and John (1988) hypothesise that a target firm dependence on a source 

firm in a channel relationship is heightened by transaction-specific 

investments by the target and reduced by bonding behaviours (ie off

setting investments) that the target undertakes with its customers. Off

setting investments are seen to help safeguard the target against 

opportunism by the source. 

These approaches have been used to explain and to reflect levels of 

interfirm dependence. However, it is necessary to mention that the 

determinants of interfirm dependence levels vary by channel context 

(ie the general setting of the channel). Sociologists, economists, and 

marketers have long recognised that market structure has an impact on 

the market conduct of firms (cf. Wilemon, 1972). 

According to Wilemon, the development of marketing channels has 

been characterised by change and shifting functional responsibilities 

among channel members. One of the most profound developments 

has been the historical rearrangement of power among the participants 

within channels, through three conceptual market structure stages: the 

unorganised market, the sellers' market, and the buyers' market. 

Frazier, Gill and Kale (1989) conducted a research study regarding 

distribution channel relationships in developing countries. Their study 

was based on the fact that many markets in developing countries can be 

characterised as 'sellers' markets'. These markets are characterised by 

certain market conditions which highly differ from the ones i n  

developed countries (considered as 'buyers' markets'). In sellers' 

markets, the demand for products-services is greater than their supply 

over a long period of time. This situation is due to a variety of factors. 

An uneven growth across the various industries and a poorly 
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developed infrastructure result in widespread production and 

distribution bottlenecks that impede the availability of many products 

to manufacturers and consumers. 

Moreover, governments in developing countries typically place 

restrictions on production capacity, ownership by foreign corporations, 

imports, and price increases. Access to capital, technology, and foreign 

exchange is severely restricted and often rationed by government 

authorities in developing countries. Because of that, organised 

manufacturing industries in sellers' markets in developing countries 

consist of few manufacturers and their production capacity is 

constrained. However, the number of dealers available to these 

manufacturers is relatively large. 

Market conditions in developed countries (ie those with relatively 

high per capita income and a high standard of living in advanced 

stages of economic development) are very different. Buyers' markets 

predominate in which the supply of products and services is greater 

than demand. This situation is due, in part, to economic well-being 

among consumers and business organisations, an advanced 

infrastructure, the utilisation of modern marketing techniques, and 

less government regulation. More manufacturers are available to 

dealers-distributors in buyers' markets than in sellers' markets. 

Therefore, distribution channel relationships in both developing and 

developed countries are not similar ·because of their vastly different 

market conditions. The empirical results of the research study of 

Frazier, Gill and Kale (1989) revealed that only the sales and profit 

approach appears applicable in explaining levels of dealer dependence 

in channel relationships in sellers' markets. A dealer's need to 

maintain a channel relationship in a sellers' market appears driven 

primarily by manufacturer contributions to its sales and profit levels. 

The role performance approach does not appear to help in explaining 

53 



levels of dealer dependence in sellers' markets because of the market 

conditions therein. The manufacturer's ability to generate demand and 

provide high levels of dealer support is simply not very important to 

dealers in sellers' markets as demand is already greater than supply for 

the long term. 

The influence of role performance is likely to be very different i n  

buyers' markets in developed countries. In that context, manufacturers 

must effectively generate demand and provide adequate levels of 

dealer support if the dealer is to compete effectively in its trade area; 

high levels of interfirm co-ordination and co-operation are very 

important if channel relationships are to prosper in buyers' markets. 

Their findings suggest that the determinants of interfirm dependence 

levels will vary by channel contexts. Though the sales and profit 

approach may be most applicable in certain channel contexts (eg 

channel relationships in sellers' markets), the role performance 

approach may be most applicable in others (eg channel relationships i n  

franchise systems in developed countries). Both approaches may be 

needed in some channel contexts. 

After having identified, in broad terms, the main determinants of a 

channel member's power, the next section now shows which channel 

members possess them, how they are used and the impact they have 

on the management of the channel. 

2.5 Channel Management by Channel Participants 

2.5.1 Channel Management by Manufacturers 

El-Ansary and Stern (1992) stated dearly that large manufacturers can 

always be considered potential leaders of channels because, by 

definition, they have amassed a significant amount of reward and 

coe.rcive power, given their size and dominance in the markets in 
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which they compete. Their power emanates from their considerable 

financial resources, which enable them to maintain superior product 

research and development, cultivate consumer franchises through 

promotion, maintain continuous flows of market information, offer 

high margins and support to middlemen, and retain control over their 

products until they reach the point in the channel where ultimate 

consumers can purchase them. 

In general, the traditional viewpoint of manufacturer dominance i n  

marketing channels emanates from an emphasis on production 

economies that can be achieved only by increases in sales. As sales 

grow, a manufacturer realises the benefits of large-scale operations and 

can spread its overhead costs over a large number of units. In fact, the 

manufacturer must often control the channel in order to assure itself 

of adequate sales volume and thereby justify the investment risk it 

alone must take relative to development and production. 

The concept of the manufacturer-directed channel is based primarily 

on the belief that because the manufacturer creates and produces the 

product and designs the network through which it passes on to 

consumers, it is entitled, on the basis of legitimacy if nothing else, to 

impose its marketing policies on other channel members and to direct 

the activities of the channel. This concept was already developed by 

Ridgway (1957) who thought that: 

"Because he has manufactured the product, because he is 

operating in a national rather than local market, and because he 

is in close association with thousand of dealers, the 

manufacturer is in the logical position to administer this 

extended system and provide the dealers with the leadership, 

guidance and assistance which they need." 
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Another justification for manufacturers as channel leaders is the 

market power they drive from large advertising budgets. And also, as i t  

has been previously stated (in paragraph 2.2), ownership control, and 

contractual agreements between the manufacturer and the dealer are 

some determinants which contribute greatly to the leadership of the 

manufacturer. 

2.5.2 Methods of Manufacturer Dominance 

Of the many methods that the manufacturer can use to dominate the 

channel, perhaps the most common is the development of strong end

user attraction or loyalty to its product. This factor is particularly 

important in the case of products sold through convenience retail 

outlets, where little or no sales assistance is provided and where outlets 

are many and conveniently located. 

In order to dominate the channel, the manufacturer may also use 

certain methods or policies which may be segmented into two broad 

categories under the stick or carrot principle: the coercive and non

coercive methods. French and Raven (1959) identified five sources of 

power: reward, legitimate, referent, expert and coercive; and Beier and 

Stern (1969) explored the applicability of this scheme to distribution 

channels. 

According to Beier and Stern, a firm may possess power due to: rewards 

it can bestow (reward power); its position in the hierarchy (legitimate 

power); the desire of others to identify with it (referent power); its 

special knowledge in a given area (expert power); or punishment it is 

capable of dealing out ( coercive power). The coercive method can be 

differentiated from the others because it alone involves potential 

punishment and therefore the individual begrudgingly yields power to 

another. The other four methods are non-coercive because the 

individual willingly yields power to another. 
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Because other researchers have pointed out the extreme difficulty of 

empirically differentiating the various non-coercive sources of power 

and because the various power sources dichotomise meaningfully into 

coercive and non-coercive types, most of the empirical research studies 

have involved the coercive - non-coercive classification schema. The 

researcher's view is that the difference between coercive and non

coercive sources is crucial because of the effect on dealer attitudes; the 

former will tend to promote disruption in the marketing channel, 

causing channel members to switch suppliers, whereas the latter is a 

stabilising element. The non-availability of substantial coercive sources 

to the dealer is an important point; coercion - at least, on an effective 

scale - remains the exclusive preserve of the manufacturer and is partly 

responsible for tipping the balance of power towards suppliers. 

Amongst the coercive methods, for instance, the manufacturer may 

refuse to deal with particular middlemen or limiting sales to them 

unless they conform to his desires. It can also employ resale 

restrictions, exclusive dealing, and tying contracts. When legal, these 

latter methods work only when middlemen strongly desire to carry a 

manufacturer's product line, and therefore they must generally be 

coupled with significant brand identification, the availability of few 

comparable product sources, and the opportunity for sizeable rewards. 

Concerning the non-coercive methods, if a manufacturer can amass 

sufficient expert, referent, and /or legitimate power, it may be able to 

assume leadership. In such cases, it must have made a long-term 

commitment to gathering and disseminating crucial market 

information as well as to ensuring continual innovation in products 

and managerial practices so that other channel members will seek to 

identify with it and come to believe that it has the right to direct their 

activities. It should be obvious that such efforts, with the exception of 

new product development, are not necessarily unique to 

manufacturers. If channel members at other levels choose to undertake 
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them, the mantle of leadership may fall to them. Thus, it should not be 

surprising that, in at least some industries, channel management is 

practised by retailers and not by manufacturers, because the former has 

done a more effective job of accumulating a significant amount of 

power within their channels than have the manufacturers supplying 

them. Other methods of manufacturer dominance are forward vertical 

integration and contractual agreements. 

2.5.3 Channel Management by Retailers 

According to El-Ansary and Stern {1992), a significant number of 

retailers have grown to rival or even dwarf many large manufacturers. 

It is likely, therefore, that these retailers may want to exert control over 

the channels in which they are members. Large retailers have unique 

overlapping attributes that may give them an edge in the struggle (if 

there is one) for channel control. The potential of large retailers as 

channel leaders appears to stem from their close proximity to local 

markets, which implies that they have an opportunity to accumulate 

expert power by continually assessing the needs of consumers within 

their communities. Also, their potential leadership may come from 

their role as gatekeepers to market access, and their maintenance of 

alternative sources of supply. Their continuous control over display 

space within their outlets, their development of strong patronage 

motives, and their use of private label programmes have enhanced 

their power considerably. El-Ansary and Stern also consider the 

potential leadership of the small retailers. Even though small retailers 

generally lack sufficient power to assume leadership roles within their 

channels, dominance may accrue to them because of the buying process 

itself. 

The retailer may exert considerable influence on the purchase decision 

of the consumer in several ways. First, the retailer controls or is a proxy 

for some of the attributes the consumer may desire. The reputation, 
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image, physical amenities, and attendant services (eg credit, billing, 

delivery, warranty, repair) of a retail store can sway consumer purchase 

decisions. Second, the retailer can influence the sale of products 

through the provision of information via a selling presentation, advice 

solicited by the consumer, the perceived expertise of the salesperson 

with respect to the product, or any combination of these. In fact, as the 

retailer's influence on product differentiation increases, the bargaining 

power of the retail stage vis-a-vis the manufacturer increases. 

Finally, collectively, small retailers have been known to exert 

considerable pressure on channel activities. They have colluded 

primarily through their trade associations to prevent marketing 

activities that they have perceived to be threatening to their survival. 

Through legislative and collusive actions, they have sometimes been 

able to influence marketing strategy throughout the channel. 

Consequently, after having indicated the determinants of potential 

leadership of the manufacturer and the retailer in the channel of 

distribution, it should be clear that each commercial channel member 

has at least the potential for leadership on one or more of the 

marketing flows, because each has amassed or is capable of amassing 

power of one form or another over other channel members. 

Therefore, the ultimate question as to who leads or domina tes t lz e 

marketing channel cannot be answered without an in-depth empirical 

analysis of channels on a case-by-case basis. As said previous! y, t h e  

channel context, and more particularly the nature of the cha nnel may 

influence the balance of power due to specific organisational 

characteristics. Because the car distribution channel is typically operated 

under the umbrella of the franchiser-franchisee system, the next part 

now examines closely the characteristics of the franchise system. 
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2.6 Contractual Vertical Marketing Systems: The Franchise 
System 

This section is going to deal with the study of a particular and specific 

channel of distribution which constitutes an important component of 

the distribution structure of the developed countries: the franchiser

franchisee system. Through the study of the existing literature, the 

purpose of this part is to assess the amount of power each channel 

participant possesses within this contractual vertical marketing system. 

This section will focus, in general terms, on the elements which 

characterise this system through an examination of the theories, 

concepts and findings of several marketing academicians. 

2.6.1 Definitions 

Often organisations desire to formalise the division of marketing 

'labour' within their channels by employing legit imate power as a 

means of achieving control. In these situations, vertical co-ordination 

is frequently accomplished through the use of contractual agreements. 

Whereas virtually every transaction among businesses and between 

businesses and individuals is covered by some form of contract, either 

explicit or implied, the primary function of the contracts in these 

vertical marketing systems is that they specify, in writing, the roles and 

obligations to be assumed by each party to the contract. Contractual 

integration takes a variety of forms (ie wholesaler-sponsored voluntary 

groups, retailer-sponsored co-operative groups, leased department 

arrangements ... ); however, we concentrate here on one of the principal 

types: the franchiser-franchisee system. 

Some of the broadest definitions of franchising cast their net so wide 

that they include several activities on which this thesis has little to say. 

For example, Housden (1984) quotes the following early definition of 

franchising: 
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"In modern commercial usage a franchise is a right to do or use 

something which is granted by one party (the franchiser) to 

another party (the franchisee) for a consideration. " 

Thompson's (1971) definition provides a more promising starting 

point as to what type of relationships this thesis is focused upon. It 

runs as follows: 

"Franchising is a contractual bond of interest in which an 

organisation, the franchiser, which has developed a pattern or 

formula for the manufacture and/or sale of a product or 

service, extends to other firms, the franchisees, the right to 

carry on the business, subject to a number of restrictions and 

controls. In almost all cases of significance, the franchisee 

operates using the franchiser's name as a trade name." (quoted 

in Housden, 1984) 

Although this definition captures much of the franchise relationship, 

it fails to mention one important ingredient: the on-going payments 

made by the franchisee to the franchiser. In some franchise systems 

these payments are direct by way of a royalty on turnover, in others 

they are more indirect since they are contained in the wholesale 

margin of goods supplied. 

Other definitions which have followed have largely plugged this gap. 

Mendelshon (1985), for example, identifies four basic features common 

to franchises awarded by private capital. The first is that the franchiser 

is the owner of a name, an idea, a secret process, a product, or a 

specialised piece of equipment and the goodwill associated with it. The 

second is the issuing of a franchise specified by contract, permitting the 

franchise to use the name, idea, process, product, or equipment and 

goodwill associated with it. The third is the inclusion in the franchise 
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contract of regulations and controls relating to the operation of the 

business in the conduct of which the franchisee exercises his/her 

rights. Finally, the payment by the franchisee of a royalty or some other 

consideration, such as payments for franchiser-produced supplies, i n  

return for the rights obtained and franchiser services provided. Several 

'industry' bodies have based their definitions on these four points. 

According to the European Franchise Federation, for example: 

"Franchising is a system of marketing goods and/or services 

and/or technology, which is based upon a close and on-going 

collaboration between legally and financially separate and 

independent undertakings, the franchiser and its individual 

franchisees, whereby the franchiser grants its individual 

franchisees the right, and imposes the obligation, to conduct a 

business in accordance with the franchiser's concept. 

The right entitles and compels the individual franchisee, in  

exchange for a direct or indirect financial consideration, to use 

the franchiser's trade name, and/or trade mark and/or service 

mark, know-how, business and technical methods, procedural 

system, and other industrial and/ or intellectual property rights, 

supported by continuing provision of commercial and 

technical assistance, within the framework and for the term of 

a written franchise agreement, concluded between parties for 

this purpose."  (European Franchise Federation, 1990) 

2.6.2 Rationale for Franchising 

According to El-Ansary and Stern (1992), franchise systems represent 

the extreme form of limiting the market, short of outright ownership. 

Through the stipulations in the contracts they sign, the parties 

purposively subvert and circumscribe the market place existing 

between them. Schedules are set, programmes are constructed, and 
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commitments are made so that the end-user can receive the beneficial 

outcome of the synergistic efforts of the franchiser and franchisee. 

Thus, in theory at least, the franchise system provides substantial 

franchisee training, sales, service, and promotional and capital 

assistance so that overall system performance will be enhanced. In 

addition, franchise systems facilitate the flow of critical market 

information between franchisers and franchisees so that consumer 

preferences, complaints, and purchasing intentions can more quickly 

be reflected in marketing and production planning. Routinising 

information flows is also important when it is necessary to monitor 

compensation claims, such as those for warranty work. 

The long-run mutual interest fostered by such routinisation reduces 

incentives for exaggerated compensation claims, while the uniform 

accounting and reporting procedures and greater access to information 

permit effective monitoring of the entire franchise system. Finally, the 

franchise system provided needed investment incentives by making 

substantial sales, service and management assistance readily available 

to potential franchisees; by harmonising interdependent investment 

decision making through realignments of business risks; and by 

mitigating opportunities for the exploitation of invested capital by free

rider franchisees. 

2.6.3 Modes of Operation 

All franchisees are expected to provide a continuing market for a 

franchiser's product or service. In return, franchisers provide both 

initial and con t inuous services to their franchisees. Initial services 

include: 

• market survey and site selection; 

• facility design and layout; 
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• lease negotiation advice; 

• financing advice; 

• operating manuals; 

• management training programmes; 

• franchisee employee training. 

However, while the amount of involvement with franchisees is  

usually high, a franchiser's provision of an initial service indicates 

nothing about the depth of its involvement. 

Continuous services include: 

• field supervision; 

• merchandising and promotional materials; 

• management and employee retraining; 

• quality inspection; 

• national advertising; 

• centralised planning; 

• market data and guidance; 

• auditing and record keeping; 

• management reports; 

• group insurance plans . 

El-Ansary and Stern stated that almost all franchisers have a 

continuous programme of field service. Field representatives visit the 

franchise outlet to aid the franchisee in every day operations, check the 

quality of product and service, and monitor performance. All  

franchisees are usually required to report monthly or semi-monthly o n  

key elements of their operations - weekly sales, local advertising, 

employee turnover, profits, and other financial and marketing 

information. This regular reporting is intended to facilitate the various 

financial, operating, and marketing control procedures. As might be 

expected, the reaction of franchisees to field services and operating 
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controls is not always positive. Franchisees are independent 

businessmen, even though they have signed contractual agreements 

with franchisers. 

2.6.4 The Interdependence Concept and the Balance of Power 

The previous statements show that in such a system, the franchiser 

and the franchisee need each other in the achievement of mutual 

profits. They are interdependent. Ridgway (1957) deeply examined the 

administration of manufacturer-dealer systems, with attention paid 

primarily to the automobile industry. She suggested that in the 

manufacturer-dealer relationship, there is a community of interest and 

interdependence such unless the manufacturer survives and is 

successful the welfare of the dealer is in jeopardy. Simultaneously, the 

manufacturer is so dependent upon the successful performance of the 

group of small dealers that he cannot afford to let them sink or swim 

on their own merits. 

The manufacturer has a vital interest in how effectively and efficiently 

this group performs its particular functions. Hence, the manufacturer 

takes the initiative in providing this subordinate group with some 

amount of supervision, guidance, assistance, and control so that the 

dealers will be able to continue to operate in such fashion as to 

contribute to the welfare of the manufacturer. Therefore, as the 

manufacturer/ franchiser and the dealer/ franchisee are dependent 

upon each other, each channel member has at least some power. 

However, the dependencies of channel members sometimes may be 

not equal. This implies that those who are the most dependent have 

the least amount of power relative to the others. 

Lusch (1976) stated that in franchise channels of distribution, there is a 

high degree of funct ional in terdependence between the franchiser (A) 

and the franchisee (B). However, franchise channels of distribution 
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have well-defined power structures, in which tlze balance of power is 

weighted heavily in favour of tile francliiser (A). Lusch, who studied 

closely the franchise channel for the distribution of automobiles, added 

that the definite balance of power in favour of the manufacturer is in  

part due to the franchise contract. 

Although Hunt and Nevin (1974) had a different point of view 

concerning the interdependence concept, they ended at the same result. 

According to them, the franchiser-franchisee relationship is essentially 

a channel of distribution with a unilateral dependency rela tionship. 

The franchiser, being the strong channel member, has coercive and 

non-coercive sources of power that can be exercised to control the 

franchisee. The direction of power for most decisions has already been 

built into the relationship by means of the franchise contract. Previous 

research carried out by Hunt and Nevin has suggested that most 

franchisees enter the negotiations at an extreme bargaining 

disadvantage vis-a-vis the franchiser and that franchisers go to great 

lengths in developing the contract to protect their own prerogatives. 

Frazier and Summers (1986) also supported the point of view of Lusch, 

Hunt and Nevin, and emphasised dearly that franchised distribution 

systems, such as those for new automobiles, typically are characterised 

by asymmetric power relationships favouring the manufacturers. 

More recently, Felstead (1994), who carried out an in-depth study of the 

franchise relationship in the UK, similarly indicated that the assumed 

equality between franchisee and franchiser is rejected in favour of an 

explanation based on franchisees being more dependent on their 

franchiser than the franchiser is on them. The dependence relies 

mainly on the notion that franchisers are possessors of a 

brand/idea/format (ie 'know-how'), and although franchisees invest 

their own money in the business, the business is shaped according to 

the franchiser's accumulated experience. 
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Without the franchiser's 'know-how' many of today's franchises would 

simply not have been able to set up in business. Through the use of 

diverse control means, the franchiser restricts the transference of 

relevant know-how and accumulated business experience to its 

franchisees, and thus the franchiser is able to engender a dependent 

relationship. "Franchisers, therefore, remain in s trategic control of 

franchisees' business. " 

The asymmetry of dependence was further underlined by Felstead's 

results of a survey of 199 UK franchises, which showed that exis ting 

franchises had few ideas of their own on which to base a business. 

Instead, they opted to become franchisees on the basis of a set of 

perceived advantages: being provided with a ready-made business idea, 

a tried and tested format with which to operate, and the help and 

support of a large company readily at hand - these characteristics 

putting the franchisee in a state of dependency . Like the other  

researchers, Felstead stressed the important role o f  the franchise 

contract in the channel's power relationships which is used as a means 

of franchise's control. 

2.6.5 Sources of Power 

Hunt and Nevin (1974) demonstrated the criterion validity of the 

coercive-noncoercive sources of power. They established empirically i n  

a franchise channel of distribution (the fast food industry) that the 

power of the franchiser over the franchisee is dependent upon the 

coercive sources 

of power 

of 

(ie ability 

power (ie ability to punish) and non-coercive 

sources to provide high quality assistances )  

possessed by the franchiser. 

Further they found that franchisees are less satisfied with franchisers 

who use coercive sources of power and more satisfied with franchisers 

who use non-coercive sources (such as providing higher quality 
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assistance in the areas of equipment, site location, national advertising, 

pricing assistance and product deletions and additions). To the extent 

that these assistances are of a high quality, the franchisees establish the 

franchiser as an expert in their eyes; they establish the franchiser as 

someone with the ability to reward; they legitimise the franchiser's 

effort to gain power; they help to get the franchisee to willingly yield 

power to the franchiser. 

Lusch (1976) carried out a similar study in the automobile industry, and 

more particularly involving domestic and foreign new car dealers i n  

the United States. He identified sixteen assistances that manufacturers 

provide their dealers with, such as national advertising, local 

advertising, executive training, salesmen training, mechanic training, 

product warranty, service manuals, manufacturer representatives; and 

six coercive sources of power: slow delivery of vehicles, slow payment 

on warranty work, threat of termination, unfair distribution of 

vehicles, turndowns on warranty work and bureaucratic red tape. 

Lusch pointed out that there was evidence that franchisers rely 

primarily on coercive, rather than non-coercive power sources. From 

this, the study revealed that coercive power had the greatest impact o n  

intra-channel conflict and decreased dealer satisfaction. The decreased 

level of satisfaction could result in dealers forming coalitions i n  

attempts to increase their power. Assistances which appeared to be 

capable of increasing dealer satisfaction were promotional assistances, 

training programmes and manufacturer representatives. 

The coercive sources which were more likely to be used by the 

manufacturer were: unfair distribution of vehicles, bureaucratic red 

tape and slow payment on warranty work. The other three coercive 

sources were less likely to be used because manufacturers would not 

use coercion when coercion would also be of harm to them. Lusch 

suggested that auto-manufacturers should be cognisant that their use of 
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coercion could play an important role in determining manufacturer

dealer relations both on a short-term and long-term. 

Contrary to Lusch who indicated that franchisers rely primarily on 

coercive power sources, Frazier and Summers (1986) have a different 

point of view. According to them, in a franchise channel of 

distribution, because manufacturers depend on the performance of 

their dealers, it seems counterproductive for them to exploit their 

power in ways which eventually would weaken significantly their 

dealers' capacities to perform their assigned channel tasks and/ or 

would reduce the co-operative nature of the interfirm relationships. A 

desire to exploit one's current power through coercion is likely to be 

tempered by the realisation that such action may provoke later 

retaliat ion and that the relative power of the two parties can shift o v er  

t ime. Personal relationships between boundary personnel of the two 

firms, if positive, also are likely to inhibit the use of coercion. 

Therefore, Frazier and Summers suggest that franchisers rely primarily 

on non-coercive power sources. 

Further evidence suggests that non-coercive power sources have a 

great impact in contributing to channel performance (Sibley and 

Michie, 1981) and generating co-operation (Sibley and Michie, 1982). 

Gassenheimer, Sterling and Robicheaux (1989) additionally found that 

a dealer's future intentions to maintain the relationship with the 

manufacturer were positively related to the dealer's satisfaction wi th 

the relationship. 

2. 7 Conclusions 

In summary, the literature focused on power relationships within the 

channels of distribution as a whole, as well as on the franchise system, 

with however only a little emphasis on channel relationships in the 

car distribution channel. Most of the research on channel relationships 
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concentrated mainly on other channels of distribution and franchise 

systems, such as the fast food industry or the office furniture industry. 

Although the relationships within these systems are quite similar to 

the ones in the car distribution channel, there are still some differences 

due to certain specific market and product characteristics featuring the 

car industry. Consequently, there is an apparent need to fill this 

existing vacuum. Specific factors and issues characterising the car 

distribution channel must be considered separately in order to present 

a clear picture of the current situation. 

Past research which examined this particular channel has been 

relatively limited for the last twenty·five years, except in the early and 

mid- 70s', and in the mid· and late 80s' where a small number of 

American researchers - mainly Hunt, Nevin, Lusch, Frazier and 

Summers · concentrated on the car manufacturers and their 

distributors, and the factors affecting the power balance between them. 

It is assumed that this lack of recent in-depth research regarding power 

relationships in the car distribution channel may be possibly connected 

to the fact that researchers in this area believe that this particular 

channel has been relatively static since the 70s' and no dramatic change 

has taken place in this sector since the late 80s'. Research in the 70s' 

evidenced that the power structure in the car industry has been well 

established and rooted, and findings were confirmed in the 80s'. It was 

certainly expected that the same situation would carry on to apply for 

decades. The researcher suggests that no-one would have expected the 

configuration of new patterns to recently take place. Therefore, why 

place attention on a subject which allegedly has not changed for about 

twenty-five years? 

Thus, as recent developments and conditions have modified the face of 

the car industry since the late 80s', the author firmly believes that 

research carried out on this subject needs to be updated. New issues are 
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now part of the picture and are drastically modifying the traditional 

power concept and manufacturer-dealer interface. 

Past research identified a certain number of determinants of power i n  

the channels of distribution, as follow: 

• Dependence of one channel upon another, this explained by the 

'sales and profit approach' and the 'role performance approach'; 

• Ownership of the brand and the facilities; 

• Contractual agreements; 

• Financial strength of a channel member. 

The following factors are complementary of the previous ones, and are 

mainly possessed by the supplier: 

• The ability to coerce: ability to punish. 

• The ability to reward: eg the allocation of cash bonuses. 

• Expertise: special knowledge in certain areas. 

• Legitimacy: its position in the hierarchy 

• Referent power: the desire of others to identify with the supplier. 

Empirical evidence suggested that the above determinants all apply to 

the franchise system. 

Regarding the car distribution channel, empirical research established 

that the balance of power is weighted heavily in favour of the 

manufacturer, due to: 

• The dealer agreement: which gives the manufacturer a basis for 

controlling the activities of the dealers. 

• Dependence of the dealer upon the manufacturer: in terms of 

financial support, the market share of the manufacturer, the 

provision of assistances. 
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• The possession by the manufacturer of coercive sources of power: 

its ability to 'punish' when the dealer does not achieve the sales 

targets or the minimum operating standards. 

• The possession of non-coercive sources of power by the 

manufacturer: its ability to 'reward' by the allocation of cash 

bonuses, the provision of assistance, such as technical advice, the 

provision of training courses, recommendation of IT systems, 

advice in local advertising . . . .  

• Ownership of the brand. 

These factors enable the manufacturer/franchiser to dominate the car 

distribution channel by influencing dealers' behaviour. 

Subsequent semi-structured interviews, partially 'non-directive' using 

a precise check-list (see appendix 1 ), conducted with thirteen car 

manufacturers/importers, three trade associations (the Institute of the 

Motor Industry, the Retail Motor Industry federation, and the 

Automobile Association) and five franchised car dealers confirmed the 

relevance and applicability to the car distribution channel of the above 

topics extracted from the literature. They additionally enabled the 

researcher to convert their theoretical aspect into practical and tactical 

perspectives. They also raised issues which were only succinctly 

mentioned or implied by the literature, ie the communications 

systems, the training provided by the manufacturers - which is a type of 

assistance, and the evaluation of dealers' performance. 

Consequently, derived from the literature outlining the main 

determinants/sources of power possessed and employed by the 

manufacturer, and the information collected during the interviews 

with a panel of channel members, it is suggested that the following 

areas concretely represent the main tactics of con t rol adopted by the 

manufacturers over the dealers in the car industry: 
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1 The dealer agreement; 

2 The training provisions; 

3 The dealer assessment procedures; 

4 The communications systems; 

5 Manufacturer's general support. 

The first three techniques will be investigated separately and in-depth 

analysed as official and formal documents materialise their existence. 

However, regarding the last two tactics of control, because the 

researcher did not manage to be given any documentary material (for 

the fourth area) or because no official information was available (for 

the fifth area), these particular tactics of control will not lead to any 

specific studies. Nevertheless, they will be closely investigated in the 

section regarding the achievement of the fourth objective of the 

research (ie the establishment of dealers' perceptions experiencing 

manufacturers' control and communication over their business 

activities), and they will be referred to, throughout the thesis. 

At this stage in the research process, it is concluded that the first 

objective of the research programme has been achieved. 

Before examining separately the components, salience and relevance to 

power relationships of the previously mentioned tactics of control 

picturing the situation at the micro-level, the next chapter reviews the 

most significant characteristics, and the current trends and 

developments portraying the car industry at the macro-level. The 

completion of this review is crucial in understanding how the market 

factors themselves, as well as the legal, political, economic and 

technological conditions may influence the power balance. 
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CHAPTER 3: CHARACTERISTICS OF A SPECIFIC 
FRANCHISED CHANNEL OF DISTRIBUTION: THE CAR 
DISTRIBUTION CHANNEL 

3.1 Introduction 

At the turn of the century, car manufacturers began to use franchising 

to distribute their product more widely. Until 1910, most cars were sold 

directly by manufacturers to customers from plants at which they were 

assembled (Justis and Judd, 1989). However, the advent of mass 

production required mass sales. Making assembly-line production 

profitable required that what was produced was sold. Several selling 

methods were tried: Mail order campaigns, agencies were established 

on a consignment basis, door-to-door salespeople were engaged and 

large department stores were used as outlets by some manufacturers. 

Only the use of agmts on a consignment basis proved to be successful. 

It was therefore on this basis that car dealership networks were 

established. Since car manufacturers lacked the capital resources to set 

up retail outlets of their own, they appointed dealers for particular 

areas. 

Several reasons have been advanced as to why the franchised dealer 

system became so widespread and so popular with car manufacturers 

(Felstead, 1994). Firstly, early car makers regarded themselves as experts 

in engineering and production; selling was for others. A franchised 

dealer network reflected this division of skills: it allowed 

manufacturers to concentrate, without distraction, on making technical 

improvements to their products and recouping the economies of large

scale production, while a network of 'independent' entrepreneurial 

units operating on a commission basis would heighten the incentive to 

maximise sales volume and provide a more widespread service than 
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would be the case in a company-run chain. 

Secondly, a small locally based business can tap into, develop and 

maintain its contacts with the local community. Personal involvement 

and the commitment of their own capital strengthen dealers' 

incentives to maintain a high reputation and develop customer 

loyalty. A further factor, which may originally (but not now) have 

influenced car manufacturers to contract out their retail operations, 

was that it was not easy to raise capital for what was then considered a 

risky business venture. By contracting out, they were absolved from 

finding the additional capital required to set up the retail network and 

finance the stocks of new cars in the showrooms. The capital cost of the 

premises and stock was provided by the dealer; these overheads can be 

spread over other business activities the dealer might conduct from the 

site, such as second-hand car selling, and car servicing and repairs. 

These factors not only summarise the reasons for the continuance of 

the franchise system in car distribution, but they also cover the 

advantages of franchising as practised in many other fields. 

After having briefly described the fundamental motives of the setting 

up and maintenance of the franchise system in car distribution, the 

present chapter now reviews the main market factors, as well as the 

economic, political, legal and technological factors, which affect the car 

distribution channel and the interface between its members. This 

chapter tries to draw a parallel with the concept of power, and sees how 

recent developments and conditions in the motor industry impact o n  

the power balance between dealers and manufacturers. 

The first section describes the major market factors influencing 

manufacturer-dealer relationships; the second section deals with the 

recent developments affecting the dealer network; and finally, the last 

part reviews the other organisations influencing channel relations. 
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3.2 Market Factors 

3.2.1 An 'Open-Door' Policy 

The manufacture and sale of cars is dominated by international 

companies which compete with each other in all the world markets, 

either through wholly-owned, strategically-located assembly plants, by 

direct exports or by collaborative agreements with local producers 

which are building up their own car production industries. Many 

countries with their own domestic manufacturing plants restrict the 

influx of vehicles from other countries, but the UK long ago 

abandoned the protection of its motor industry from foreign 

competition and enormous structural changes have stemmed from 

this policy. 

Before the First World War, there was great concern among British car 

companies about the high level of imported cars, particularly from 

France and the United States. In 1915, the Government bowed to 

pressure from the industry and imposed a thirty-three and a third per 

cent tariff on foreign cars; until 1956, the British car industry was 

heavily protected against overseas competition. 

With the general liberalisation of trade after the Second World War, 

the tariff was progressively reduced, first to 30 per cent and then to 27 

per cent in 1962, 25 per cent in 1963 and 22 per cent in 1968. Cars from 

EFTA countries were able to enter Britain free of duty from the 

beginning of 1967, though Sweden was the only one of these countries 

with an important motor industry. More significant was the effect of 

Britain's membership of the EEC, which meant that German, French 

and Italian car manufacturers would have free access to the British 

market. All tariffs within the Community were eliminated in five 

stages, reaching zero in July 1977, while cars coming into Britain from 

outside the EEC were subject to the Community's external tariff of 10.6 
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per cent. The dismantling of the protection which British car 

manufacturers enjoyed for so long gave foreign companies the chance 

to sell many more vehicles in the UK. The number of imported cars 

registered in Britain rose from 28,600 in 1962, to 65,700 in 1964, 92,700 i n  

1967 and 158,800 in 1970. During the 1970s, the increase was spectacular. 

The import share in 1980 (56.70 per cent ) was by far the biggest among 

the main car producing countries (Wa ymark, 1983 ) 

The lowering of tariffs helped to open up the British market to foreign 

cars, but does not explain why imports were so much higher. The main 

reason why foreign companies were able to sell in Britain so 

successfully was the weakness of the British car industry connected to 

industrial disputes in the 1970s, and to a widespread feeling that British 

cars were less reliable and more dull than foreign makes. A further 

weakness of the UK car industry was that it had too many dealers for 

the number of cars it was selling. As rationalisation took place, 

particularly within the newly formed British Leyland after 1968, 

dealerships became available which importers were able to pick up. 

Some dealers chose to switch from a British to a foreign franchise, 

because they thought this would offer them more profitable business. 

An important factor in the growth of imports from the mid 1970s 

onwards was the decision of the British-based American companies to 

bring in more cars from their Continental factories. In 1980 nearly half 

the Fords sold in Britain had been made in Germany, Belgium or Spain 

and Ford was by far the biggest single importer. Though on a smaller 

scale, Vauxhall adopted a similar policy and of the 850,000 foreign cars 

registered in Britain in 1980, nearly one in three was a Ford or a 

Vauxhall assembled overseas. 

As a result of the 'open-door' policy, competition increased more and 

more, especially with the entering of numerous new players in the 

industry, mainly Japanese and Korean manufacturers. 



The development of the car industry has been characterised, since the 

mid 1970s, by the advance of Japanese competition in the world 

market. By the end of the 1970s, it was already clear that the advance of 

the Japanese competition could not merely be explained by factors such 

as exchange rate or trade policy. The traditional Western producing 

nations and manufacturers saw themselves up against an apparently 

superior system of production organisation, to which they had to 

adjust or find their own alternatives if they wanted to play a role as 

manufacturing nations or companies in the future. Most of the 

traditional car producing nations reacted to the threat from Japan with 

the introduction of protectionist measures in order to hold the 

Japanese import share at least constant: the US by concluding the 

'Voluntary Restraint Agreement' limiting Japan to about a 20 per cent 

share of the market, and the UK to about 10 per cent (Jurgens, Malsch 

and Dohse, 1993). 

The protectionist measures and the growing political pressure on Japan 

to introduce measures to reduce its enormous international trade 

imbalances gave the impetus for the Japanese corporations' 

internationalisation strategies. These consist of establishing their own 

production facilities outside Japan and of joint ventures with foreign 

corporations. They are one of the distinctive tendencies of 

development in the car industry in the 1990s. For instance, in the early 

1990s, Nissan's total investment in the UK exceeded £650 million. 

Car purchasers in the UK have therefore access to virtually any type of 

car produced in the world and, consequently, the UK has become one 

of the major markets for the products of almost all the world 

producers. Imports currently account for more than half of car sales i n  

the UK market, but because of the dose relationships formed between 

suppliers of parts and assemblers throughout the world, it is of ten 

difficult to differentiate between cars of purely 'foreign' origin and the 

import of cars brought in by the international companies from their 
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assembly plants in Europe which may include parts made in the UK. 

Market entry by new manufacturers tends to reduce the power 

available to each manufacturer and to improve the bargaining 

situation of dealers, who benefit from the ability to switch suppliers o n  

favourable terms. 

The principal volume manufacturers of cars in the UK are: Ford, 

Vauxhall, Rover, Peugeot, Nissan, Toyota and Honda. Low-volume 

manufacturers include: Jaguar, Rolls-Royce, Aston Martin, Lotus and 

Reliant. In addition to domestic manufacturers there is a wide range of 

choice of imports. The main suppliers are from: 

• Germany: Mercedes-Benz, BMW, Audi, Volkswagen, Opel (GM), 

Ford and Porsche; 

• France: Renault, Peugeot, Citroen; 

• Japan: Toyota, Nissan, Honda, Mazda, Isuzu, Daihatsu, Subaru, 

Mitsubishi, Suzuki; 

• Italy: Fiat, Alfa Romeo, Lancia, Maserati; 

• Sweden: Volvo, Saab; 

• Malaysia: Proton; 

• South Korea: Hyundai, Kia, Daewoo; 

• Russia: Lada; 

• US: Chrysler Jeep, Ford, General Motors; 

• Poland: FSO, Fiat; 

• Czech Republic: Skoda; 

• Spain: Seat, Vauxhall, Nissan, Suzuki; 

• Belgium: Ford, Volvo; 

• The Netherlands:  Volvo. 

Peripheral suppliers include: Romania, Australia and India. 

The following table highlights the performance, in terms of new car 

sales, of the principal manufacturers/importers in the UK in 1995. 
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2.04 

0.59 

0.45 

0.03 

Table 3.1: New car sales in  the UK (1995) 

Manufacturers/importers New car salest(%) 

Ford 2 1 . 1 1  
Vauxhal l  15.12 
Rover 10.89 
Peugeot
Renaul t 

7.37 
6.19 

Nissan 4.73 
Volkswagen 
Citroen 

4.20 
4 .12 

Fia t 3.64 
BMW 2.83 
Toyota 
Honda 

2.69 
2 .35 

Volvo 
Mercedes-Benz 1 .68 
Land-Rover 
Audi 
Mazda 
Hyundai 
Suzuki 
Daewoo 

1 .45 
1 .31  
0.84 
0.72 
0.71 
0.68 

Skoda 
Saab  
Sea t 

0.67 

0.57 
Mi tsubishi 0.56 
Proton 
Jaguar
Lada 

0.50 

0.42 
Chrysler Jeep
Subaru 
K i a  
Da ihatsu 
Alfa Romeo 
Lexus 
Isuzu 
Ssangyong
Porsche 

0.30 
0.24 
0.21 
0.17 
0.15 
0.1 1 
0.10 
0.06 
0.06 

TVR 
Rolls Royce 
FSO 

0.05 

0.02 
Aston Martin 0.02 
Lotus ().01 
Ferra ri 0.01 
Morgan 0.01 
Total 100 

(Sol!rce: A 11 tornotivc Management - Issue no. 138, May 1 996/SMMT) 
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3.2.2 Recession Versus New Car Sales 

From 1989 to 1992, the recession have had a very negative impact o n  

the new car sales of all the manufacturers. The new car marke t  in the 

UK had fallen down from 2.3 million unit sales in 1989, to 2 million i n  

1990, and 1 .6 million in 1991 and 1992 (Key Note 1993). The decrease i n  

sales tends to reduce manufacturers' power for a large number of 

reasons. Prominent amongst these is the manufacturers' high 

dependence on dealer performance during low-market periods and 

their reduced ability to wield power by means of financial rewards. 

However, since 1993, the market is recovering from an exceptionally 

severe recession { 1 .7 million unit sales in 1993), which has renewed 

dealers and manufacturers' confidence and tends to reverse the 

situation in terms of power relationships. 

Table 3.2: New Car Sales (Mi l l ion Uni t  Sales). 1989-1993 

2 . 5 

2 

1 . 5 

1 

0 . 5  

0 

1 9 8 9  1 9 9 0  1 9 9 1  1 9 9 2  1 9 9 3  

3.2.3 Consol idation of Manufacturers 

The origin of cars registered in the UK has become very diverse over 

many years as each newcomer on the international scene is freely able 

to enter the UK market as long as it meets type approval. Consequently, 

the list of well known and relatively unknown marques has become 

very long. However, although there has been an increase in the 

number of players in the car market, a phenomenon of 'consolidation' 
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of manufacturers has been noticeable. Alliances, such as Rover-Honda, 

Peugeot-Citroen, Vauxhall-Opel, VAG-Skoda-Seat, . . .  have been 

increasingly developed over the last decade. A special report carried out 

in 1993 by the EIU on 'Passenger Car Distribution Trends to 2000' 

indicates that the consolidation of manufacturers that has so far taken 

place mainly at a national level is now beginning to take place at a 

global level: 

"By 2000 there are likely to be just three or four major groups 

linked by cross-share holding and joint development work 

rather than by direct ownership. There will be false starts along 

the way but the trend is clear. The membership of these groups 

is as yet unclear but some conclusions can be drawn from 

current relationships. The extensive alliances already in place, 

plus the regular announcement of further ties between the 

world's major car manufacturers are evidence of this trend." 

I t  is expected that the direct result of the formation of these groups will 

be the pooling of distribution resources. It is no longer cost effective for 

every company to maintain separate shipping, parts warehousing, and 

pre-delivery inspection centres. "In the 1990s, more and more elements 

in the distribution structure will be run jointly." 

3.2.4 Fleet Sales/Direct Sales 

Since the recession, in response to a depressed new car market, the 

manufacturers have increasingly developed their fleet market (usually, 

a fleet includes, at least, twenty-five vehicles), whereby the deals with 

the large companies are negotiated directly by the manufacturers and 

then, the sales go through the dealer network (in this case, the dealers 

get a commission). However, part of the fleet sales, there a category 

known as 'direct sales', where in this situation, the manufacturers 

bypass the dealer network. 

82 



The removal of sales to large buyers from dealers tends to extent the 

power of the manufacturer, by increasing manufacturers turnover, 

decreasing dealer income, and removing a large percentage of sales 

from dealer control. 

3.2.5 'August Sales' 

In their concern to increase or, at least, maintain their market share, 

the manufacturers artificially do that through tactical registrations. 

They try to squeeze nearly a quarter of the year's new car sales into one 

month, that is in August. This usually creates a massive rush of late 

registrations and places great pressures on the dealers. August sales 

may be seen as a contributor of power to dealers because of 

manufacturers' dependence on dealer performance to achieve sales 

targets. By at the same time, pressures and strict controls of sales 

performance by manufacturers all along the year tend to re-establish 

the power in favour of the suppliers. 

3.3 The Dealer Network 

Franchised dealers fall into two sectors: 

• multiple outlets, some of which are subsidiaries of major 

corporations with wide interests beyond the motor trade; 

• independents, with one or only a handful of outlets. 

It is at this point that the structure of the motor trade differs from that 

of retailers in general. Today most retail trades consist of a few giant 

multiples whose outlets may be numbered in hundreds and which 

account for the majority of sales in the trade. In comparison, the motor 

trade remains fragmented. Most outlets are independently controlled 

and even those belonging to multiples operate only a small number of 

outlets selling any one car marque (although in total they may operate 
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a large number of outlets). Thus, while in retailing in general the 

balance of power has long since passed from manufacturers to giant 

retail chains, in the motor trade it is the major manufacturers which 

remain the giants. Due to this fragmentation of the distribution, the 

dealers individually are too small to exert a degree of influence that 

might be unwelcome. For example, while Lex is the biggest UK car 

dealer with 122 dealerships, Ford, the biggest UK supplier, does not 

permit to operate more than eight Ford dealerships. In the words of an  

official of one of  the dealers' trade associations: 

"One of the greatest problems we face in this industry is 

fragmentation. Each year 1 .7 million customers buy new cars 

from 6,000 dealers representing around 35 different franchises. 

Sizes of vehicle suppliers and dealers vary dramatically and 

some dealers sell more cars than some vehicle suppliers. But 

dealers are considered to be the junior shareholders in the 

motor business." (Mr. Ken Martindale, President of the 

National Franchised Dealers Association, 2nd July 1993.) 

Car dealers typically date from the growth years of motoring 

immediately before and after the Second World War. Many were 

family businesses, often with roots in metal working or older crafts 

located in town centres and in small premises. Most are still family

controlled businesses. As prosperity grew through the 1960s and 1970s, 

the trade thrived on a demand that outstripped supply. Marketing tools 

such as product quality, delivery times or customer service, whether 

good or bad, were subordinate to the urgent battle to produce enough 

vehicles and get them into the hands of eager buyers. The number of 

franchised dealers grew to 12,500 in 1965, but the impetus of 

competition in the trade was outstripping small, town centre sites. The 

ideal dealer has gradually become one of which has large premises, a 

big showroom, plenty of forecourt space for used cars, is located on a 

main road joining centres of population but not in a town centre. 
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Currently, the dealer should also have room for expansion. 

Competition, increasing overheads and declining profit margins have 

steadily squeezed out numbers of dealers during the 1980s and 1990s. 

Since the beginning of the 1980s there has been a marked degree of 

rationalisation. Manufacturers have pruned their networks in order to 

concentrate distribution on fewer, but larger outlets with higher sales 

per outlet. The result has been a reduction in franchised outlets falling 

from an estimated 11 ,000 to 7,303 in 1993 - implying a loss of one outlet 

per day for thirteen years. This reduction in the networks has been 

especially accentuated from 1990 to 1993 due to the recession in the UK. 

Table 3.3: New Car Franchises, 1973-1994 

1973 1980 1985 1990 1991 1992 1993 1994 

Total franchised 12,458 9,018 8,568 8,044 7,715 7,350 7,303 7,409 
car dealerships 

Sales per franchised 133 168 214 250 206 239 258 261 
dealership (average) 

(Source: Sewells International/Ket) Note) 

However, there seems to be an apparent reversal of this long-term 

trend as since 1993 the car market, as well as other industries, entered a 

period of recovery. Manufacturers and importers started a n  

unprecedented bout of dealer recruitment late 1993, as the UK car 

market continued its recovery. Therefore, a significant growth could be 

observed in the car industry, with 7,409 franchised outlets in 1994, and 

7,510 franchises operating in 1995. 

Much of the increase in appointments comes from new niche players, 

notably Asia Motors, the new Korean 4*4 franchise held by MCL 

Group, and the re-establishment of the Polish FSO brand under its new 

importer. Excluding the new Asia Motors franchise, seven out of the 



ten most bullish manufacturers - planned net increases of more than 

twenty sites - are niche players. However, a gradual decline i n  

networks' size may be expected again in the longer term, as 

manufacturers are currently rethinking their dealer network strategy 

and they seem to wish to establish again a strategy of concentration. Car 

Digest's researchers (Car Digest - March 1995) expect, however, no  

drastic reductions in network sizes, for two reasons: 

• Manufacturers/importers know the value of sheer numbers of 

outlets. As it was mentioned earlier, sales per outlet rise with 

increased geographic representation. 

• Competition will always 'fill the vacuum'. Any franchise 

relinquishing a site will find the dealer taken up by a rival 

franchise. 

Thus manufacturers/importers will resist any major reductions i n  

network sizes. Furthermore, the dealers themselves - groups especially 

- will fight to stay in business. But franchise networks will move 

inexorably towards fewer large multi-franchised dealerships. They 

anticipate the following by 2005: 

Franchised outlets 4,660 

Retail sites 2,090 

Solus sites 680 

And, as has been the case in food retailing, the networks will become 

polarised between small and large, with dealer groups controlling 75% 

of outlets. 

The financial motor trade's structure and financial performance have 

been affected, as seen above, by the impact of the UK's longest recession 

in the post-war period, but recent conditions and developments have 

speeded up rather than triggered change, and also had implications on  

power relationships. 
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3.3.1 Emergence of 'Supergroups' 

Recently, there has been a growing concentration within the sector and 

the emergence of 'supergroups'. The twenty largest dealer groups 

control over 13% of UK new car sales franchises. Table 3.4 shows the 

top 20 dealer groups active in the UK car and commercial vehicle 

markets, ranked by the number of UK dealer outlets controlled, as of 

May 1995. Figures of June 1994 are also presented, which enable to see 

how significant the growth, within a year, in the number of outlets 

detained by the 'biggest groups' is. 

Table 3.4: Top 20 Groups in the UK 

Number of outlets 
May 1995 June 1994 

Lex 122 122 
Evans Halshaw 98 58 
Appleyard 
Inchcape Motors 
Hartwell 

72 
61 

Lookers 48 
Henlys 48 33 
Caledonia 
Pendragon 46 

19EMH 
Sanderson Bramall 
Arnold Clark 36 33 
Caffyns 
Malaya 12 
Reg Vardy 33 28 
Ryland 31 22 
Cowie Group 
Dutton-Forshaw 28 
Bristol Street 26 
Robins and Day 26 
Totals 1,010 885 

Source: Automotive Management - May 1995) 

The June 1995 edition of Sewells 'Who Owns Who in the Retail Motor 

Industry' actually identified twenty-eight dealer groups with more than 
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twenty-five franchised car sales points each. Three years ago, there were 

no more than a dozen groups of this size. Between them, these large 

dealer groups control 1,257 car sales points and operate 951 franchised 

sites. In other words, they control more than 16% of the mainstream 

UK franchised dealer network. A year ago, groups with more than 

twenty-five franchised car sales points controlled 12% of the network. 

The most popular franchise for a large group to hold is  Rover - twenty

five of the twenty-eight largest groups hold these franchises, ahead of 

Nissan (twenty-four), Peugeot and Vauxhall (twenty-two). But it is the 

smaller upmarket franchises - Jaguar and Land Rover especially -

which are the most heavily involved with large groups. This 

inevitably calls into question their viability as a solus operation. 

The growth of the supergroups may also be highlighted by considering 

the average number of dealerships owned by these companies. It is  

now identified as 50.5, compared with 39. 15 in 1994, 34.6 in 1993, 31 i n  

1991 and 30.6 in 1990. Therefore, the question which may be asked is 

why have the larger groups expanded at such a pace? 

One reason is surely that the cost of entering the retail motor industry 

has become prohibitive to many would-be players. Owner-drivers 

looking to take on a new or additional car franchise are often unable -

or unwilling - to make that commitment. Also largely because the 

larger groups have access to relatively cheap money raised on the Stock 

Exchange, whereas the privately-owned dealer is seeking funding for 

expansion from a lending market still operating under tight 

constraints. This has also been a contributing factor to the growth i n  

multi-franchising. 

A relaxation of some manufacturers' restrictions has meant that 

dealers have been able to avoid increased facility costs by expanding 

their operation on an existing site ('Multi-franchising' issues are 
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(six to twenty-four franchised points) remains at around 15%. Smal l  

groups (two to five points) still have around 8%) of  the network. 

1 A s i te is defined as the physical trad ing premises from which e i ther new cars or 

developed in the next section). Consequently, the number of group

owned sites1 has contracted during the past two years - not least as a 

result of acquisitions and receivership. There have been several take

overs of some quite large groups, whereas at the other end of the scale 

numerous two-site dealer groups appear to have returned to operating 

just a single site. While the total number of s ites has contracted, the 

number of franchised car sales outlets has increased - thereby reversing 

an apparent long-term trend. 

Four years ago, the whole of the dealer groups controlled just  over a 

quarter of all UK franchised car outlets. The June 1995 edition of 

Sewells 'Who Owns Who in the Retail Motor Industry' identifies 350 

dealer groups which are active in the UK new car market. That is the 

same number of groups as six months ago. But the number of 

franchised sales points they control has increased from 2,934 to 2,982 

outlets. That means the dealer group sector accounts for almost 40% of 

the UK franchised network. This will become an increas ingly 

significant factor in the future for manufacturers aiming to increase 

their national sales and market share by increasing their dealer 

coverage. It is more than likely they will have to look to dealer groups 

to provide extra-representation. It is an approach which some of the 

more successful franchises of recent years have taken - eg Nissan, 

Honda and Toyota, all with new manufacturing capacity coming on

stream in the UK. 

As it was previously stressed, the biggest groups (those operating 

twenty-five or more new car franchised sales points) now account for 

16% of the UK franchised network. The share of medium-sized groups 

new commerc ial veh icles a re reta i led . An outlet is a d istribution point for a new or 
commercial vehicle franch ise. 
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Ford has the highest number of franchised points controlled by a dealer 
group - 322, against 253 for Rover, 209 for Vauxhall, 173 for VW and 
160 for Peugeot. But it  is the prestige franchises which have the highest 
proportion of their networks controlled by a group. Based on figures 
supplied by manufacturers and importers for the 1995 edition of 

Sewells '  Franchise Networks, the Aston Martin network is the most 

heavily exposed to dealer groups: 

1 Aston Martin 82% 
2 Porsche 78% 
3 Jaguar 
4 Lotus 

78% 
77% 

S Audi 75% 
6 Rolls Royce 
7 BM W  

73% 
65% 

8 Land Rover 58% 
9 Volkswagen 
10 Lexus 

56% 
55% 

The development of dealer groups to such an extent in the UK has 

incontestably some effects on power relationships. As the groups are 
getting bigger and stronger, in turn, their bargaining power may be 

expected to increase. Many observers believe that one feature of the 

retail motor industry in the later 1990s will be a stronger retailing sector 

substantially due to the continuous expansion of the dealer groups and 

their subsequent increasing control of manufacturers' dealer networks. 

There is, however, no consensus that the dealer groups' increasing 
strength will 

manufacturer 

substantially affect the power 

retailer. " 

balance. A relevant quote i s  

that "this process will not be  accompanied by 

author of Au tomotive 

a shift in power from 

to (Arthur Way, 

Management/Esso Lubricare Census 1993 Report) . Instead, it will create 

more a balance of power. Sir Trevor Chinn CVO, Chairman and Chief 

Executive , Lex Service Pk. indicates that: 
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"traditionally, the structure of our industry has been one of 

powerful manufacturers and a multiplicity of powerless dealers 

'shifting metal' and offering a mediocre service locally to 

customers, essentially given credibility by the backing of the 

new car warranty. This structure must move to one that is  

more equal, of still very powerful manufacturers dealing with 

large groups who are strong enough to support manufacturers' 

requirements but at the same time develop as true retailers and 

service providers, sensitive to customers' needs and innovating 

to meet them. The structure needs to move closer to one of 

partnership between more nearly equals whose joint aim is to 

serve the customer effectively and thus build market share." 

Some key-findings from Sewells research into 'group exposure' 

highlights the following manufacturers' attitudes to groups: 

Volvo: Rick Yarrow, Network Services Manager, said Volvo did not 

have a deliberate policy of appointing dealer groups to expand market 

share. Instead, he said it was largely a matter of circumstance - the 

groups are getting stronger. He did not feel the increasing level of 

group exposure was likely to backfire on Volvo, as many of the 

companies concerned were long-established business which had 

expanded. Of the ten largest Volvo groups, in terms of outlets, five are 

95% Volvo. 

Ford: Bill Cross, Market Representation Manager, said Ford's eight

dealership limit was an effective control over group ownership of its 

outlets. 

Mercedes: Jon Clark, Business Management Manager, said Mercedes 

was equally happy to be represented by Pk. groups or owner-drivers - so 

long as their core business was motor trade. This, he felt, offered some 

guarantee of long-term commitment and tended to result in better 

management than a firm whose core business was unconnected to 

motor retailing. He also rejected the idea that increasing group 
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representation indicated a lack of viability, and claimed Mercedes was 

one of the most profitable car franchises. Commenting on the prospect 

that large dealer groups could gain excessive power over their 

franchises, Jon Clark said 'power' was not really the issue. It was more a 

case of management expertise plus the ability to raise finance. 

Vauxhall: David Hayhurst, Dealer Development Manager, indicated 

that Vauxhall did not have a deliberate policy of appointing dealer 

groups to its network. In this respect, he said, the number of dealers 

drives the market share (certainly in the private/retail sector), not 

group interests in other makes. He added: "The number of 'same 

brand' dealerships under single ownership should never get too big i n  

relation to the suppliers' total volume. It is not in the interests of either 

the consumer or supplier. Vauxhall strikes a balance between private 

firms, groups/Pk's and Motors Holding (Dealer Development) dealers. 

It will only 'backfire' if it is uncontrolled." 

Nissan: Jon Beveridge, Dealer Development Manager, said that when 

Nissan set up its UK dealer network, it included a strong presence from 

large groups. Eighty-five of Nissan's 300 dealers were owned by groups. 

While acknowledging that a strategy of seeking increased group 

representation could backfire on a manufacturer, Jon Beveridge said 

concentration within the retail motor industry would inevitably 

increase, as it had in other retail sectors. A manufacturer could shoot 

itself in the foot by trying artificially to limit group ownership through 

a series of regulations. What's needed, he said, was an active 

programme to encourage owner-drivers, either through Dealer 

Development sites or by trying to get venture capital backing for good 

owner-drivers. 

3.3.2 Multi-Franchising 

Another recent development closely linked with the growth of the 

dealer groups is the 'multi-franchising' phenomenon. Out of 7,409 

outlets which operated in 1994 in the UK, it was estimated there were 
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5,135 solus franchises. There has been an increase in multi-franchising 

from 18°/41 of all sites in 1993 to 21 % in 1994 (but much of this increase 

was due to the separation of Audi from VW). 

The increase in multi-franchised outlets started in the late 80's, 

continued in 1992 with 14.6% of all motor retailing sites being multi

franchised, and now about 21 %, compared to 9% eleven years ago. It i s  

easy to understand why multi-franchising has been on the increase: 

• A promise of higher profits and a better return on investment 

through improved utilisation of people and premises. 

• Whilst the fall in numbers of franchised outlets levelled of i n  

1992, the fall in numbers of retailing sites (the land and buildings 

from which franchises operate) continued unabated with over 

1 ,520 disappearing in the last ten years. If the fall in retailing sites 

is then combined with manufacturers' and importers' aspirations 

to expand their networks, as expressed by 'open points' declared, 

the spread of multi-franchising would seem to be assured. Up

and-coming franchises like Kia and Proton, for example, know 

that their network ambitions can only be fulfilled by sharing with 

others. 

• Anecdotal evidence suggesting that changes in customer 

expectation are demanding comparative choice similar to that 

experienced when shopping for consumer durables. 

Multi-franchising is an ambiguous term that has been used to describe 

a number of different motor retailing configurations. Many experts 

distinguish the less radical and more frequently adopted method of 

dual or triple franchising as a form of multi-franchising, but in an early 

stage of development. Six stages of development may be identified, as 

showed by the scale below: 
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Stage 0 1 2 3 4 5 
&:>lus Dual/Triple Auto Mall Complete

franchise Mul ti-Franchise 

Auto Row Cluster Site Automotive 
Theme Park 

(Source: Automotive Marketing Review - June 1993) 

The more advanced the multi-franchised configuration, the higher the 

risks and investment requirements will be, but in turn there will be 

more opportunity to save operational costs and increase traffic. 

Stage 1 :  While not strictly a multi-franchised dealership, the Auto row 

gains many of the benefits of going the multi-franchised route without 

the heavy investment costs. 

Stage 2: Yet the dual/triple franchising concept offers dealers more 

opportunities to reduce their overheads and the ability to spread their 

risk. The majority of manufacturers present in the UK market allow 

some sort of dualling to occur with complimentary marques. Ironically, 

the manufacturers differ in their reasons for this. Some volume and 

more established luxury marques have allowed a limited amount of 

dualling to occur in an effort to improve the viability of their dealers 

business. However, these powerful manufacturers have controlled 

their weakened stance by placing heavy stimulative demands on site 

layout. In these cases, showroom, sales staff, workshop and workshop 

staff have to be totally independent from the other franchise(s). 

In contrast, the small UK players have adopted the dual franchising 

route more as a cheaper alternative to exclusive solus sites. In fact, 

many of the new entrants over the last ten years would not have the 

size of network they now have if it had not been their policy to dual a 

large proportion of their dealers. One major advantage in running dual 

franchised sites for the low volume marques is the relaxed franchise 
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stipulations. These operations often share sales and service facilities, 

which reduces operating and investment cost dramatically. 

Manufacturer conditions vary from dedicated bays in the workshop 

and artificial walls in the showrooms to situations with few rules and 

regulations. 

Stage 3: The cluster development constitutes a group of around three to 

six franchises, each with their own separate building for sales, service 

and parts. 

Stage 4: Auto Malls can be described as "preplanned multi-dealership 

shopping centres that offer buyers the convenience of shopping a wide 

variety of product lines and brands at a single location. " GD Power & 

Associates, 1991). These Auto Malls can be of two distinct types, either 

owned by a developer who searches for different companies to take 

space, or owned and financed by one large dealer group. There is very 

little difference between the Auto Mall concept and that of a cluster 

site. Auto Malls are generally larger, with more franchises held. The 

difference lies in the layout of the building. The cluster concept uses 

separate buildings to house the different franchises, whilst the Auto 

Mall is usually a purpose build affair constructed to utilise space to the 

maximum. 

Stage 5: Although similar to the Auto Mall in concept, theme parks are 

generally built on a larger scale, "together with enough associated 

pleasurable and interesting activities to make a visit worthwhile for all 

members of the family. "  (Euromotor, 1991 ). The idea of including other 

services is to attract an ever wider cross-section of the public. Such 

developments are rare but the European Motor City at Tournai, 

Belgium offers customers a purpose built test-track, hotel, restaurants, 

racing car museums, leisure facilities and racing car simulations. 

Stage 6: The notion of a 'family Car Centre' selling all makes of family 

car from the same showroom holds the most advantages for the dealer 
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and customer. Yet, it may be a few years before this type of 

development becomes more widely accepted by all parties. This ideal, 

whilst being the most far advanced of all configurations, is also the 

least likely to become a commercial reality in the near future. 

Clearly, the examples described above have merely scratched the 

surface of the potential for advances in new retailing techniques. Many 

members of the retail motor industry believe the only viable solution 

to long-term viability is multi-franchising as it offers dealers an 

opportunity to improve the profitability of their dealership by reducing 

overheads, increasing traffic flow and reducing product dependency. 

Increasingly, it seems multi-franchising is being seen by dealers as the 

panacea for new car retailing. However, Simon Dawes of Aston 

Business School advises against implementation of the more advanced 

forms of multi-franchising until dealers can be more sure of its lasting 

place within the UK and European market. Instead, the milder 

configurations such as dual/triple franchises, cluster sites and small 

scale Auto Malls may prove to be extremely profitable in certain 

circumstances. He stresses that multi-franchising will not fir as a 

strategy for all situations, therefore its adoptions must be carefully 

assessed to determine its appropriateness. 

An opportunity for the development of multi-franchising has been 

created by the Monopolies and Mergers Commission Report (1992). The 

MMC Report recommended that manufacturers be prevented from 

restricting the activities of their dealers. Despite some resistance from 

one or two manufacturers the interpretation of these 

recommendations by the Department of Trade means that multi

franchising on the same site is now legitimised. Most manufacturers 

have recognised that where dealers are over-facilitised, dual 

franchising is the appropriate answer. Similarly, many manufacturers 

have given approval to existing plans by a small number of dealers to 
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launch multi-franchised sites with three or more franchises, even 

where these are competitive. However, manufacturers have to date 

only allowed multi-franchising (on the same site) on this basis: 

Advantages of a Multi-Franchise Single  Site 

Marketing effectiveness 

• Greater 'pull' to site for comparison shopping 

• More effective spread of advertising spend 

• Promotion of dealer name as well as marque 

Cost savings 

• Shared services eg, cleaning, drivers 

• Common administration and accounting 

• Common general and site management 

Facility savings 

• Common customer parking 

• Shared body and paint shop, MOT bays 

• Design and construction costs for new facilities 

(Source: Automotive Marketing Review, January 1 993) 

They have not, however, approved any plans which erode brand 

identity (the progression beyond level 1 below): 

Progressive Steps Towards Full Multi-Franchising 

Level 1 

Shared administration, accounting, general management, shared 

support - eg cleaning, drivers, parking. 

Level 2 

Common used car operations; 

Cross-loading service workshops; 
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Shared F+I sales staff. 

Level 3 

Common service reception; 

Co-located retail parts shops. 

Level 4 

Pooled parts stocking; 

Single workshop management. 

Level 5 

Shared showrooms. 

(Source: Automotive Management Review, JarzuanJ 1993) 

Graham Perkin from Coopers & Lybrand quoted: "At present, the 

'brand strength' lies with the manufacturer. The dealers' brand is 

secondary. Steps will be taken to remedy this imbalance." 

A study on the implications of multi-franchising on the retail motor 

industry carried out by Simon Dawes, Aston Business School 

highlighted the manufacturers and dealers viewpoints towards multi

franchising. The study revealed that: 

• The dealers believe customers would benefit in a number of ways 

with a multi-franchise set-up, whilst the manufacturers are not 

convinced; 

• Manufacturers believe customers will be confused with multi

franchising, whilst dealers do not; 

• Manufacturers feel customers prefer dedicated franchised dealers 

much more than the dealers do. 
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Manufacturers still represent the biggest barrier to multi-marque 

partnerships. For example, Mercedes-Benz have laid down a specific 

list of what they consider to be competitive franchises. The company is 

adamant that no dealership is permitted to sell any competitive 

franchise alongside a Mercedes-Benz. When asked which marques 

would be most suited to go alongside a Toyota franchise in a multi

franchise dealership, Brian Truscott replied, "Toyota believes there is 

no such thing as a compatible make of car because whatever it may be, 

Toyota makes it themselves." 

It is quite apparent that the manufacturers have the power to make or 

break the development of multi-franchising in the UK market. Such 

manufacturers' attitude towards multi-franchising may be explained 

by the following quote: 

"The implications of multi-franchising are several - the most 

important being a shift in the relationship between 

manufacturer and dealer. The shift would tend to move power 

away from the manufacturer to the dealer. This is not 

surprising. In all industries where the technology is stable, the 

power lies with those with access to the customer. Like food 

manufacturers, the motor manufacturers will need to gain 

'listings' with car retailers based on special terms of trade 

where necessary."(Graham Perkin). 

This statement clearly implies that manufacturers resist multi

franchising developments in order to preserve their brand image and 

to keep control of their dealer network. However, it is important to 

keep in mind that, in all circumstances, manufacturers retain the right 

to award or to withdraw the franchise. 
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3.3.3 EEC Legislation 

In the UK most new cars are retailed under a 'selective distribution 

system', that is, car manufacturers appoint selected dealers to sell their 

cars. The selective distribution system was investigated by the 

Monopolies and Mergers Commission in 1990. It reported in 1992 that 

the system was anti-competitive and operates against the public 

interest at various points. The MMC report's main -finding was that a 

complex monopoly exists in favour of the twenty-four major car 

suppliers because of 'selective and exclusive' dealership arrangements 

which most of them use. These impose tight controls on the number 

and types of cars dealers can sell and the geographical areas in which 

they operate. 

These controls were initiated by the EC Commission which had been 

authorised in 1965 to adopt the practice of granting, to certain categories 

of agreements, 'Block Exemption' and, in the case of new car 

distribution agreements, after lengthy consultation between interested 

parties, the EC Commission promulgated in December 1984 EC 

Regulation 123/85. This granted exemption to various provisions in  

the agreements between car suppliers and their dealers, for the ten 

years from 1 July 1985 to 30 June 1995. The Block Exemption specifies in  

considerable detail the potentially restrictive clauses which are legally 

permitted to be included. These restrictive clauses substantially allow 

manufacturers to control the operations of their dealer network. They 

generally prevent dealers from selling more than one marque of car 

and do not allow them to import cars themselves. 

Block Exemption therefore was reviewed during 1994 and 1995. In June 

1995, it came up for renewal, and with it the system that has been the 

foundation of vehicle distribution for decades. The Commission 

decided to maintain Block Exemption because: 
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• Vehicles are technical consumer durables whose maintenance 

and repair must be entrusted to specialists wherever and 

whenever the need arises. 

• It makes a greater economic sense to combine sales and servicing. 

• There is competition between the networks of the various makes 

of vehicle, and reinforcement of competition between members of 

the same network. 

• The distribution system benefits consumers by providing a basis 

for their mobility throughout the EU. 

The Commission considered that restoring balance in the regulation, 

without changing its basic philosophy, was the only means of 

correcting conduct which compromised the system as a whole: 

"The large number of complaints received shows the 

regulation has not provided a reliable legal framework. It 

would be vain to rely on a host of piecemeal reactions by the 

Commission to complaints to overcome the numerous 

problems involved in implementing the regulation. Changing 

certain articles in the regulation, on the other hand, should 

make it possible to provide a more effective framework i n  

future for dealing with its deficiencies and to provide a secure 

environment to the benefit of all parties. "  

After all the hype and red tape surrounding Block Exemption, a new 

regulation - set to last seven years and taking effect from 1 October this 

year - has finally arrived. Over 300 parties had their say in the 

Exemption, so it may come as no surprise to find a document which 

satisfies some, yet disappoints others. The changes introduced will: 

• Allow dealers to distribute more than one make (mul t i

dealerships), subject to clearly-defined conditions. Multi

dealerships can sell competing products, provided this is done on  
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separate premises, under separate managemen t, and that there 

can be no possible confusion between the makes. The 

manufacturer can terminate the contract if the dealer wishes to 

distribute other makes, provided the termination is based o n  

objective criteria. An arbitration p rocedure is provided to settle 

disagreements. 

• Allow sales targets, stock levels, and number of demonstration 

vehicles to be set by mutual agreement. 

• Allow dealers to obtain spare parts other than those of the 

manufacturer if they are of equivalent quality. 

• Prohibit differences in the remuneration of dealers depending o n  

the destination of the vehicle. 

• Allow independent garage owners access to the technical 

knowledge required for repairing vehicles. 

• Allow advertising outside a dealer's sales territory (in this case, 

direct mail is prohibited). 

• Call for the extension of the minimum duration of agreements 

between manufacturers and dealers from four  to five years, and 

the extension of the period of notice for termination from one t o  

two years . 

• Allow the dealer to engage in any type of selling (including 

leasing) of new vehicles, but neither the dealer nor the 

manufacturer can supply dealers outside the network. 

• Provide better protection for the right of dealers to obtain supplies 

from independent spare part suppliers that match the quality of 
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the contract products, and for the right of such suppliers to place 

their trade-mark or logo on the products. 

• Ensure manufacturers supply relevant information to qualified 

independent repairers. 

(Automotive Management, May 11  1995) 

These new rules will only apply when a dealer's existing contract has 

expired. New franchise agreements must conform to 1995 Exemption. 

None of these modifications constitutes, however, revolutionary 

change. But the EC said the modifications take account of the need to 

ensure balance between the parties involved. Presenting the proposals 

to the Commission, Competition Commissioner Karel Van Miert 

indicated that "the changes will give a greater balance of relationships 

between manufacturers and distributors, while maintaining the need 

for stability provided by the EU /Japan agreement. A properly 

implemented and accepted competition policy ensures economic 

efficiency to the benefit of firms and consumers in the EU. "  (Car Digest, 

4 May 1995) 

Therefore, it is expected that the New Regulation will strengthen 

dealers' position with their vehicle suppliers by making them less 

dependent on the manufacturers, and create greater equilibrium 

between the two parties. 

3.3.4 Dealer's Margin 

In 1993, initiated by Vauxhall, dealers' profit margins have been cut, 

and this gives dealers very little leeway for the discounts that their 

customers of all kinds routinely demand. Before 1989, dealers could 

expect manufacturers to set their prices so as to produce a profit margin 
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of around 17°/4) of the list price. The dealer was likely to offer a discount 

of 8% to 9% of the list price, but could go as high as 15% if a dealer was 

very keen to sell a particular car. The majority of manufacturers and 

importers have now followed Vauxhall's lead and reduced dealer 

margins to 10%. 

However, although margins' cut implies, at first sight, a decrease in the 

dealers' profitability, some dealers experiencing this recent 

development do not see it as a major threat to the viability of their 

business. The following statements are derived from a Car Digest issue 

(January 1994): 

Ken Martindale from Lookers believes that the reduction in new 

margins will in the future particularly affect the profitability of low

volume, high-priced franchises but should not in itself affect the 

profitability of volume dealerships. Of much greater importance is the 

high level of investment being demanded by some manufacturers. 

According to him, the entry cost in many franchises seems to be rising 

considerably. 

According to Professor Garel Rhys from Cardiff Business School, 

"professionalism will be needed to control dealer costs, and sales must 

be made on reduced or zero discounts. Lower margins will lead to 

greater dealer efficiency, more transparent prices, and a more orderly 

market." 

John Leach from Widnes Car Centre suggests that deals, from now on, 

will be won or lost with the customer on the product knowledge 

expertise of sales staff and just as important, the dealer's ability to 

ensure total customer satisfaction in all areas of the business." 

Finally, John Braid from Rosefield Motors sees that the reduction will 

not have a major long-term effect on dealer profitability - more 
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important are gross margins, expenses, overheads and level of 

investment imposed by manufacturers. Nor have lower margins 

influenced buying behaviour. Provided the complete package offered 

by the manufacturer is used in the way it was intended, dealers' profits 

should increase. 

Nevertheless, it is important to mention that the above statements are 

from dealer groups, and certainly, a completely different picture is 

reflected by the small, privately-owned dealerships. 

In 1994, manufacturers were considering to reduce even more dealers' 

margins. Some of them, such as Volvo, Renault and Vauxhall already 

established a new system, namely, the replacement of dealer margins 

on some of their entry models with a fixed handling charge paid to 

dealers for every unit they sell. Ford has taken similar steps on its 

Probe and Granada ranges. Additionally, competition within the fleet 

market has also been used by Vauxhall as an excuse to halve the 

margins on the new Omega to just 5%, while Rover introduced &500 

handling charges for two of its 'tax beaters'. The RMI's National 

Franchised Dealer Association urged dealer councils chairmen to 

oppose the latest round of margin cuts by manufacturers. Its Director, 

Mr. Alan Pulham, at a meeting, encouraged dealers to stand against the 

trend: "Most dealer council chairmen agreed that this current trend is 

the most retrograde step possible and needs to be addressed very 

quickly. It is unparalleled for a retail sector to have no margin with 

which to trade. The only comparison that could be drawn is with the 

fast food business, and dealer networks are not McDonalds." 

Many dealers feared reprisals - and possibly termination of their 

agreements - if they spoke out against their manufacturer, but Mr. 

Pulham said there were very few instances of such punishment. 

"Manufacturers like to divide and rule, but if enough dealers fight back 

and say 'no', then they stand a chance of reversing the trend." 
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The reduction of the margins has an obvious impact on power balance. 

Cuts in dealer margins are allowing car manufacturers and importers 

to wrest power away from their dealer networks. Alan Pulham believes 

that "the power factor is now back heavily in favour of the 

manufacturers. " 

3.3.5 'Lean Retailing' 

Trade research shows that dealers rarely sell their customers what they 

actually want but more what they have in stock. Dealers themselves 

often have little choice concerning the variants they are sent from the 

manufacturer. The underlying reason for adopting the 'lean retailing' 

approach is the huge problem of sales forecasting by variant at dealer 

level. If sales could be forecast accurately, there would be little need for 

any stock and no management problem. Also, partly this is the fault of 

the fragmented structure of the trade. As franchised dealers become 

fewer, but bigger, it is becoming possible for dealers and manufacturers 

to work more closely to provide the customers with the colour, trim, 

engine type, etc. that they want. 

The concept of lean retailing is likely to grow swiftly during the rest of 

the decade. Dealers will operate (rather like furniture retailers) with a 

minimum stock of sample vehicles. The customers order their precise 

requirements from the dealer. The car will be manufactured, delivered 

to the dealer and handed over to the customer within a week to ten 

days. As with a High Street purchase, customers will be eligible for an 

exchange or  refund if they are not happy with their purchase. Ford, 

Rover and Vauxhall have introduced a 30-day refund offer. 

Euromotor's research 'Moving the metal - New car distribution and 

delivery in Europe' indicates that "Rover in its home market has taken 

the boldest initiative with a centralised stocking procedure and 

excellent production flexibility." Tremendous effort has been made by 
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many manufacturers, ie Toyota, Vauxhall, Ford, Honda, to make lean 

production processes, but to date there is still no real evidence that this 

is actually happening. We are still holding 50 days' supply of vehicles 

in Europe - 120 days in some cases. 

Malcolm Harbour - a Director of ICDP {International Car Distribution 

Programme) believes that the £10 billion European car stocking pool 

could be reduced by 60% if manufacturers fundamentally change their 

approach to order and stocking processes: "An optimal system would 

probably result in dealers running businesses without stock. A high 

degree of certainty within the ordering system, coupled with short 

build times, would permit dealers to operate with 'virtual' stock. A 

truly efficient supply system needs to remove the vast buffer stocks 

from the factory. Dealers would either draw stocks from centralised 

distribution points or order directly from the factory as demand 

warrants. The future lies in timing orders very close to dispatch, 

keeping production processes freed from unnecessary and expensive 

stock building, stripping significant costs out of new cars." 

Malcolm Harbour reckons that lean distribution "would take dealers 

out of situations where they have to order stock three months i n  

advance. We must move our industry away from a situation where 

dealers are forced to sell what manufacturers choose to make, to one 

where vehicle suppliers build against a 'sold' customer order" {Motor 

Retailer - April 1995). 

The concept of lean production and thus lean retailing has important 

implications for the dealer-manufacturer relationship. The end 

customer will determine both what the dealer sells and what the 

manufacturer produces to a far greater extent. Thus, the opportunity 

will grow for dealers to exert greater influence over manufacturers, not 

only on colours and other options, but eventually on price and 

geographical distribution - as has been the case for several decades i n  
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High Street trading. 

3.4 Other Organisations Influencing Channel Relations 

3.4.1 Trade Associations 

The motor industry is well represented by a large number of trade 

associations most of which are involved with specialist interests. Some 

of these associations represent manufacturers and dealers; some only 

the latter. Those representing dealers tend to increase dealers' power by 

collectively representing their interests to manufacturers and at 

government level. The principal associations are: 

• The Society of Motor Manufacturers and Traders (SMMT): this 

association is the most comprehensive of all the motor trades 

associations and its members include car and commercial vehicle 

manufacturers, importers, vehicle components and parts 

manufacturers and motor traders, including garages. 

It collects and publishes national and international statistics on all 

types of vehicles, production, imports, exports and component 

sales. The association is also involved nationally and 

internationally on all aspects of legislation concerning the motor 

industry. It is the leading authority on the motor industry. In 

terms of the power balance between dealers and manufacturers, 

however, it is neutral or close to neutral. Both sides are 

impartially represented (ie membership includes bofh sides and 

roles include publication of statistics useful for both). 

• Retail Motor Industry Federation (RMI): the prime objective of 

the RMI is to be the strongest, most representative and effective 

national trade federation in Europe. It has brought together the 

essential components of a key sector to form one coherent 
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national organisation. One voice, representing 30,000 companies, 

for more effective dialogue with Government, with members of 

Parliament, with industry - and with the consumer. It represents 

franchised dealers and all traders involved in motor industry 

sales, service and maintenance in new and used cars, commercial 

vehicles and motorcycles. The Federation consists of eleven 

specialist associations. The RMI acts as a form of dealer power 

organising collective dealer attitudes on training and o n  

manufacturers' performance a s  franchises. 

• National Franchised Dealers Association (NFDA): the NFDA was 

formed in July 1993 to replace the Franchised Retailer Division of 

the RMI. It acts as both a pressure group on behalf of the trade i n  

general, and as a supplier of specialist services to individual 

traders. Its activities include: 

- Liaison: with the manufacturers and importers, and with 

equipment and component suppliers. So when a problem 

arises, the NFDA knows exactly who to contact for fast, 

effective action. 

- Research: over the past two years, significant research 

projects have been completed on Customer Satisfaction, 

Dealer Systems, Vehicle Supply, Dealers' Attitude and the 

Company Car Market. 

- Promotion of Trading Standards: NFDA actively works to 

develop and promote the best standards and practice to both 

the Trade and the Public. 

- Communications: The Association's monthly magazine, 

briefing bulletins and specialist publications are provided to 

all members. 

The NFDA provides a range of services, either on or off site, 

which is designed to overcome the main problems that the Trade 
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is likely to encounter. These include: legal advice, tax and 

financial advice, conciliation and arbitration, training 

programmes, insurance schemes, pension schemes, business 

management assistance, computerisation advice 

• The Institute of the Motor Industry (IMI): is oriented towards 

validation of dealer training, but also provides specialist 

vocational qualifications. It contains representatives of 

manufacturers as well as dealers. 

• Other organisations such as the Motor Industry Research 

Association (MIRA), the Vehicle builders and Repairers 

Association (VRBRA), the National Tyre Distributors 

Associations (NTDA), and the British Vehicle Rental and Leasing 

Association (BVRLA) have also an active role in this particular 

industry. 

3.4.2 Dealer Councils 

They are used as a sounding board for possible consensus on a whole 

range of potentially contentious issues - from dealer margins to 

Customer Satisfaction Index (CSI) measurement. The general strength 

of Dealer Councils across Europe tends to follow the dealer legislation 

operating in the individual country. So, in Britain where there is little 

formal legislation specific to manufacturer-dealer relationships, the 

dealer body tends to be informal, and the degree of adversarial interface 

depends on the manufacturer's management style. In fact, some 

manufacturers have refused to acknowledge the need for a Dealer 

Council, preferring instead to 'divide and rule'. Although Dealer 

Councils are well established in the motor industry, it appears that the 

scope of their bargaining power is sometimes questioned. 
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3.5 Conclusions 

As a result, the identification and analysis of the market factors, the 

recent developments, and the political, economic, legal and 

technological conditions characterising the car distribution channel 

showed that they tend to simultaneously either increase or decrease 

manufacturers' and dealers' power. They generate a continuous shift of 

power between both channel members. However, it was observed that 

the characteristics weighting the power balance in favour of the car 

supplier are in a higher proportion than the ones giving a dominant 

position to the dealers. The completion of this review corresponds to 

the achievement of the third objective of the research programme. 

This analysis focused on the factors influencing power relationships i n  

the car distribution channel, this, on a macro-level . The next three 

chapters will investigate power relationships, this time, on a m icro

level ,  with the separate examination of the components, salience, and 

relevance to power relationships of the main techniques of control 

adopted by the car manufacturers. 
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CHAPTER 4: THE EVALUATION OF POWER AND TACTICS 
OF CONTROL IN THE MANUFACTURER-DEALER 
RELATIONSHIP WITHIN THE CAR DISTRIBUTION 
CHANNEL IN THE UK, USING THE FRANCHISE 

CONTRACT 

4.1 Introduction 

In the United Kingdom, new cars are distributed and sold to the 

general public through networks of specialised retailers, ie dealers, who 

operate within the framework of a legally binding agreement between 

themselves and suppliers of new cars. This method of distributing new 

cars has been chosen by all the car manufacturers (except Daewoo 

which distribute cars directly to the customers, without operating a 

dealer network), and is used in preference to forms of distribution 

found in other trades. 

To marketing managers in the motor industry, the contract document 

which they and the dealer principal sign is of interest more for its 

influence on the effectiveness of the marketing channel than for its 

legal aspects. The document can be said to be both an influence on, and 

a consequence of, the power relationship between the two. It is an  

influence because i t  defines the extent of a dealer's freedom in  the 

business relationship with customers; it is a consequence because the 

power balance between dealer and supplier, which varies according to a 

wide range of marketing factors and is also affected by the quality of 

performance of each side, tends eventually to be reflected in the 

contract via its periodic rewritings. 

The present chapter offers the following structure: 
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Firstly, a definition and the theoretical background reviewing the 

main researchers' views in this area are provided; 

Secondly, the objectives of the dealer agreement analysis are 

stated; 

Thirdly, the strengths and limitations of such an analysis are 

clearly stipulated; 

Then, the next section describes the methodology adopted for the 

analysis; 

The following section presents the analysis itself of the different 

contractual areas. 

And finally, the conclusions summarise the findings and provide 

directions for further research. 

4.2 Framework of the Contract and Past Research 

The dealer agreement is the basic contract entered into by the dealer 

and the supplier in respect of each dealership. There is little or no  

negotiation on terms and conditions; the contract normally comprises 

a series of standard forms drawn up by the supplier, completed with 

details of the prospective dealer's business. Agreements between car 

manufacturers and their dealers are about the terms and conditions for 

the sale and purchase of new cars and car parts. However, as it will be 

seen later, the relationship between the supplier and the dealer is  

considerably more complex than that of buyer and seller. The scope of 

the agreements and of the supplier's concern with the dealer's conduct 

of its business is clearly described in the contracts. 

Past research paid great attention to the importance of the franchise 

contract between franchiser and franchisee. According to Rosenfield 

(1970), the agreement plays a major role in determining the 

relationship between the two parties; and "it is from this instrument 

and the relationship that it creates that all responsibilities and benefits 

flow." Because of its primacy, the franchise agreement specifies i n  
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detail the rights and obligations of both parties, the term of the 

relationship, the grounds for termination, and other basic 

considerations. Wright (1988) adopted this view and additionally 

stipulated that the formulation of contractual agreements between the 

two parties provides a mechanism which gives the manufacturer a 

basis for controlling and co-ordinating the activities of a specific 

distribution channel. 

Additionally, agreements, through the marketing literature, have been 

highly related to power. Wilemon (1972) described some of the most 

important determinants of a channel member's power. As part of his 

study of channel power in franchised businesses, he highlighted the 

impact of legal and other binding agreements between channel 

members which often provide a basis for a channel participant to exert 

varying degrees of influence. According to Wilemon, in the franchise 

system - best known type of contractual agreement between channel 

members - agreements often allow the franchiser to exert considerable 

influence over its participating channel members. 

Also, certain researchers emphasised the 'coercive nature' of the 

franchise agreement. Brown (1969) labels most franchise agreements as 

' instrument of repression' and suggests that they should be re

examined and rewritten. Brown also suggests that the franchisee can 

expect little help from its lawyer: 

"A franchise system is a complicated arrangement subject to 

many variations, a mystery to the uninitiated layman or 

attorney. Most attorneys have had little experience in handling 

franchise cases. There are few decided cases and there is little 

critical literature. Even judges and legislators are generally not 

knowledgeable on this subject." 
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Brown explains that the philosophy underlying the nineteenth century 

ideal of 'sanctity on contract' (a basic principle greatly relied upon by 

franchisers) is that both parties to the contract are approximately equal 

and enter into it without coercion. However, the franchisee does not 

bargain with the franchiser as an equal. Not only is its economic power 

inferior to that of the franchiser, but it suffers from a severe lack of 

information. First, the franchiser sets before the franchisee an 

agreement that i s  long and complicated. As previously noted, seldom is 

the franchisee or its legal counsel in a position to fully evaluate this 

document or its implications. 

Second, the franchiser has substantial experience in negotiating with 

franchisees, while for the franchisee this may be its one and only 

contract negotiation. Third, the franchiser presents much of the 

information about the franchise and its sales and profits. Unlike the 

franchisee, it knows how much of the information is fact and how 

much is puffery. This point of view is substantially supported by Hunt 

and Nevin (1974) who suggested that most franchisees enter 

negotiations at an extreme bargaining disadvantage vis-a-vis the 

franchiser and that franchisers go to great lengths in developing the 

contract to protect their own prerogatives. These aspects clearly indicate 

a power imbalance between franchiser and franchisee. 

Lusch (1976) stated that franchise channels of distribution have well

defined power structures, in which the balance of power is weighted 

heavily in favour of the franchiser. Lusch, who studied franchise 

channels for the distribution of cars, added that the definite balance of 

power in favour of the manufacturer is in part due to the franchise 

contract. We should, however, exercise caution because of the 

difference in economic climate between 1976 and 1993 . 

Ennew, Unusan and Wright (1993), studying the car distribution 

system in Turkey, indicated that a formal contractual relationship gives 
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the manufacturer a basis for controlling the activities of dealers to 

ensure that those dealers behave in the manufacturers' interest, 

therefore enhancing manufacturers' power. An additional aspect of the 

power imbalance is suggested by Rosenfield (1968), pointing out the 

imbalance in the responsibilities of both parties in the franchise 

agreement. Responsibilities of franchisees are numerous and specified 

in great detail, while the ones of franchisers are few and vaguely 

defined. 

There are differing views as to the effectiveness of the contract. John 

and Reeve (1982) argue that a 'high perceptual convergence between 

the two partiese' is to be expected. This would imply that the contract's 

terms, since they are broadly agreed, are likely to be accepted as guides 

to operation. Williamson (1985) takes the view that contracts are less 

important in complex, long term relationships as it is not possible to 

write 'complex contingent claims contracts' in such cases. 

Furthermore, Felstead (1994), who analysed the contents of eighty-three 

franchise contracts of different franchises, empirically evidenced that 

the degree of control formally bestowed on franchisers by contract 

varies significantly from franchise to franchise: 

''Franchises differ from one another quite markedly in terms of 

what is included and what is left out of a contract - there is n o  

typical franchise contract. Some contracts are 'harder' and some 

'softer' than others."  

Whether contractual powers are used, however, is  another matter: 

"The use of contractual powers is at the franchiser's sole 

discretion and is therefore difficult to detect. "  (Felstead, 1994) 
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As indicated by Felstead, this will depend to a large extent on the 

nature of the market franchisees are 'fitted out' to face - a franchiser's 

desire for and customer expectation of uniformity will make the 

franchiser less tolerant of franchisees who do not follow the guidelines, 

than a situation where uniformity is of a lesser import. Franchisers are 

also unlikely to turn a blind eye to other contract violations (such as 

falling short of turnover targets, no payment of royalties) and more 

likely to refuse to renew contracts, where the demand  for franchised 

products/services is buoyant and there are plenty of suitable franchised 

candidates waiting for a franchise. Also contractual powers to limit the 

use by a former franchisee of a franchiser's 'know-how' and a ny 

tangible assets in which it has a 'stake' are likely to be vigorously 

deployed. 

Finally it is crucial to mention that studies of written, legally binding 

contracts between businesses and their use remain few and far between 

(Macaulay, 1963; Ozanne and Hunt, 1971; Beale and Dugdale, 1975; 

Lewis, 1982; Stinchcombe, 1985; Felstead, 1994). Those which do exist 

have tended to focus on specific business contracts such as the fast food 

franchising, the laundry and dry cleaning franchising, the convenience 

grocery franchising, construction contracts, and petrol stations. Some 

contract analyses have been carried out on car dealerships (Kessler, 

1957; Macaulay, 1973; Beale, Harris and Sharpe, 1989) but they are few 

and most of them (except the latter) only considered the US market. 

Since 1989, to the researcher's knowledge, no empirical research on the 

dealer agreements in the car distribution channel has been done and 

published. By studying the car dealer agreements, this chapter goes 

some way towards filling this vacuum. 

4.3 Objectives of the Dealer Agreement Analysis 

The main objective of this section is to determine where the power lies 

in the manufacturer-dealer relationship in the motor industry (ie the 
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amount of power each party possesses) and to study the tactics of 

dominance and control employed, this, by using the franchise contract 

or 'dealer agreement' as a basis. Parallel to this objective, the analysis of 

the dealer agreement will verify or contradict the veracity and 

applicability of the preceding statements from the past research 

emphasising the 'coercive' and 'repressive' nature of such a document 

leading to an imbalance of power in favour of the manufacturer to the 

motor industry. The analysis will be carried out according to the 

'coercive and non-coercive sources of power' concept (methods 

enabling to establish channel domination). 

4.4 Strengths and Limitations of the Contract Analysis 

The strengths of this approach include: 

The contract, as evidence of the legal relationship between 

channel partners, is arguably the most important single document 

in defining the freedom of action of both; this is crucial in any 

analysis of the power relationship in franchise systems. 

It gives a clear indication of the basis for manufacturers decision

making in the event of formalised dispute, hence of their broad 

'direction' in non-formalised differences of orientation between 

the channel partners. 

It gives reliable indication of full span of manufacturers concerns. 

It permits identification of areas of commonality and differences 

between contracts; thus it is possible to discriminate between 

factors genuinely industry-wide and those which are idiosyncratic. 

The analysis is based on a very good sample coverage (high 

percentage of main franchised dealers). 

The limitations of this approach include the following: 
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The extent to which the contract is bypassed by actual business 

practices, despite its role as a foundation-stone of the relationship, 

has to be questioned. As mentioned earlier, it is very difficult to 

verify which contractual terms, in practice, are actually enforced. 

The completeness of contracts is questionable; instances were 

found in which regular franchisee activities were not covered by 

contract terms in some agreements. This 'bypassing' reduces 

contracts' effectiveness as determinants of franchiser behaviour. 

Contracts cover a wide span of channel members' behaviour 

without overtly discriminating between the trivial and the vital. 

The more important terms may be present in all contracts and 

may occupy more space, however, and these factors are noted. 

The documents' origins as products of manufacturers, or their 

representatives, guarantee a pro-manufacturer stance in the 

terms. One should question the extent to which these terms 

represent the dealers' view of the relationship. 

4.5 Methodology 

The methodology followed in this study, namely an in-depth content

analysis, is based on the one used by Ozanne and Hunt (1971), who 

studied the contract in the fast food franchising, the laundry and dry 

cleaning franchising, and the convenience grocery franchising. 

Content analysis may be defined as the classification of the parts of a 

text into content categories. Data obtained from archival records and 

documents can be analysed more systematically through content 

analysis. One can analyse the content of letters, diaries, newspaper 

articles, minutes of meetings, and the like. It is a method of data 

analysis as well as a method of observation. Instead of observing 

people's behaviour directly or asking them about it, the researcher 

takes the communications that people have produced and asks 
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questions of the communications. The content of communication 

serves as the basis of inference. 

Broadly defined, content analysis is "any technique for making 

inferences by systematically and objectively identifying specified 

characteristics of messages" (Holsti, 1968). Objectivity in this context 

involves analysis carried out on the basis of explicit rules that enable 

different researchers to obtain the same results from messages or 

documents. In a systematic content analysis, the "inclusion or 

exclusion of content is done according to consistently applied criteria of 

selection; this requirement eliminates analyses in which only materials 

supporting the investigator's hypotheses are examined" (Holsti). 

In the 1920s, content analysis was proposed by Harold Lasswell, the 

political theorist and researcher, as a useful procedure for a programme 

of communication research. But it was not until the 1950s that the first 

published definitive work on content analysis appeared - Bernard 

Berelson's Conten t Analysis in Communicat ion Research (1952). A 

proliferation of recent work on this subject by sociologists and 

communication researchers can be found (eg, Krippendorf, 1980; 

Rosenthal and Rosnow, 1984; Weber, 1985; Kolbe and Burnett, 1991). 

As previously mentioned, the basic procedure consists of making 

inferences from textual material by counting symbols, words, 

sentences, ideas/themes, or whatever other category of information is 

of interest. But, traditionally in doing a content analysis, there are three 

general guidelines to consider (see Berelson): 

1) Properly trained judges/outside observers have to categorise the 

contents, and decide on the coding system to adopt. It is important tha t 

the analyses be consistent among the judges, ie, different coders should 

produce the same results, in order to obtain 'reliability'. If each category 
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and unit of analysis is carefully defined, and if the judges are properly 

trained, the intercoder reliability should be satisfactorily high. 

2) It is essential that the specific categories and units be relevant to the 

questions or hypotheses of the study. 

3) And finally, it is important to decide on a good sampling procedure. 

Because content analysis is so time-consuming, one must be sure that 

the materials to be analysed are representative enough to justify the 

efforts. 

Although there are limitations of this procedure (cf. Weber, 1985), as 

there are of all methods, content analysis has at least four distinct 

advantages when used properly. First, it requires little more than 

common-sense logic to develop a coding system and then to 

implement it (but, of course, common sense in no way guarantees that 

it will be a good one). Second, it is a 'shoestring' methodology, in that, 

though labour-intensive, it requires minimum capital investment. 

Third, it is a 'safe' methodology, because the researcher can add 

necessary information if it is missed or incorrectly coded (which, if 

there are changes in what is being measured over time, is not usually 

possible in the typical experimental or survey study). Fourth, it forces 

researchers to scrutinise the material that they are evaluating and 

classifying by specifying category criteria and assessing their success i n  

measuring qualitative phenomena. 

The method of content analysis used in the present chapter follows 

guidelines number 2 and 3 recommended by Berelson in so far as the 

categories of content analysed and the coding system chosen are 

relevant to the questions and objectives of the study. This method 

enables to quantitatively evaluate the amount of power possessed by 

each channel participant. In addition, the sample of documents to be 

analysed is highly representative as it covers a large proportion of 
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dealers and new car sales in the UK. Thus, a clear picture of the 

influence of dealer agreements on power relationships between 

manufacturer and dealers can be obtained. However, due to the nature 

of the documents examined, guideline number 1 could not be 

followed. Because of the confidential nature of the dealer agreements, 

the manufacturers who provided them insisted that only the 

researcher and her Director of Studies could access, examine and 

analyse the documents. Therefore, any external observer could not be 

used for the implementation of the coding system and content 

categories. 

The analysis, following a quantitative approach, is based on a sample of 

twelve 1993 contracts acquired during exploratory interviews with 

twelve car manufacturers established in the UK and representing 

fourteen brands. That sample covers 61 % of the total dealers and 87% 

of new car sales in the UK, corresponding to the performance of the 

main volume manufacturers - the specialist manufacturers are not 

part of the study; the survey is therefore efficient in dealing with the 

bulk of UK sales. 

A precise and in-depth content analysis of the dealer agreements has 

been carried out (see appendix 2), thus: 

analysis of contracts using the original headings of each 

organisation as a basis. 

a summary table outlining the broad areas in the documents and 

the frequency with which they occur. The table gives a numerical 

indication (see appendix 2, section 1) . 

a detailed table spelling out - in full - the obligations and 

requirements of the dealer to the manufacturer (see appendix 2, 

section 2). 

a detailed table describing the obligations/ assistance of the 

manufacturer to the dealer (see appendix 2, section 3). 
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an estimation is given in the last two tables of the extent to which 

each issue is actually implemented. 

In the following analysis, the term 'Company' only refers to the 

manufacturer/supplier. In addition, it is important to mention that the 

analysis does not cover the purchase financing agreement and its 

consequent terms, in so far as it is a separate document issued by the 

manufacturer's finance company, and therefore, independent from the 

dealer agreement which is under study in the present thesis . However, 

the researcher acknowledges that it is an important area which should 

be considered in future studies, as anecdotal evidence suggested that 

financing agreements, in some cases, created friction between 

manufacturers and dealers due to the unfairness of some of the terms 

from a dealer's perspective. 

4.6 Analysis of the Dealer Agreements 

The distribution of cars in Europe is governed by the provisions of a 

Block Exemption, EC regulation 123/85. The Monopolies and Mergers 

Report (February 1992) indicates that the EC Commission had been 

authorised in 1965 to adopt the practice of granting, to certain categories 

of agreements, 'block' or 'group' exemption and, in the case of new car 

distribution agreements, after lengthy consultation between interested 

parties, the EC Commission promulgated in December 1984 EC 

Regulation 123/85. This grants exemption to various provisions in the 

agreements between car suppliers and their dealers, for the ten years 

from 1 July 1985 to 30 June 1995. The 'Block Exemption' specifies i n  

considerable detail the potentially restrictive clauses which are legally 

permitted to be included.  

4.6.1 Scope of the Agreement

This part represents the basis of the agreement where several sub-
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categories are commonly used by almost all the manufacturers. The 

categories mentioned in the agreement are the following: 

'Appointment of the dealer', 'Status of the dealer', 'Trade associations', 

'Code of Practice', 'Area of Responsibility', and 'Activities outside the 

Territory'. 

Appointment. Status. Code of Practice. and Trade Associations 

The appointed dealers of the car manufacturers studied are a ll 

'authorised dealers' which act for their own account as independent 

contractors and sell the products in their own name. The dealers do not 

act or represent themselves as having the authority to act as the agents 

of the Company. 

Only seven manufacturers out of twelve mention the existence of a 

Code of Practice of the Company (ie the fact that the dealer will honour 

the terms and conditions of the Company's Code of Practice). 

Therefore, for five companies, a Code of Practice is not an element of 

the contractual relationship. It is important to mention that there is a 

'standard' Code of Practice for the motor industry jointly designed by 

the Retail Motor Industry Federation (RMI) and the Society of Motor 

Manufacturers and Traders (SMMT), which is used by most of the car 

makers. 

However, adopting this particular document is not compulsory, and 

therefore some manufacturers have established their own Code of 

probable that, 

Practice corresponding to their own 'culture' and 'business ethics'. 

inter

It i s  

in  an industry which has widespread 

communication (such as motor vehicle dealers), actual business 

practices tend to commonise even when the contract does not contain a 

formal Code of Practice. 

However, the dealer's membership in certain trade associations (ie the 
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Company car dealer association, the SMMT, the RMI) - an important 

element, in the researcher's opinion, - is mentioned only by one 

manufacturer. The mission of these associations is, most of the time, to 

protect the rights individually and/or collectively of the dealers. Thus, 

membership seems advisable. The fact that this matter is not pointed 

out by 11  manufacturers may show that the suppliers are currently 

aware of the strength of such associations, and therefore, they consider 

them, perhaps, as a source of alternative power. The omission tends to 

strengthen their 'formal' position of leader in the channel. 

Terri to rial Allocations/ Restrictions 

A basic theme is developed in all the dealer agreements: the territorial 

alloca tions. A geographical area, commonly called 'Territory' or 'Area 

of Responsibility' is allocated to the dealer according to postcodes. It 

requires the dealer to use its best efforts to maintain effective 

distribution of the supplier's goods in the territory specifically assigned. 

All the contracts emphasise clear territorial restrictions. 

It is possible to regard territorial restrictions as the part of a transaction 

whereby benefit to the dealer balances benefit to the manufacturer. The 

former is expressed in dealers' sales domination of their territories and 

the latter in the parallel market penetration awarded to the 

manufacturer by a successful dealer. The superficial equity of this 

situation is somewhat spoilt by the fact that the assessment by 

manufacturers of dealers' performance is frequently a regular, fully 

documented, staff-intensive activity whereas dealer assessment of the 

manufacturer is, outside the major dealer chains, informal and 

sporadic with few sanctions other than a brand-switching franchise 

termination. However, it is worth noting at this point that switching to 

another franchise is a costly operation for a dealer, implying a series of 

expensive modifications. According to Alan Pulham - Director of the 

National Franchised Dealer Association, the main costs involved relate 
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to the following areas: 

New signs; 

New marketing materials; 

Exterior and interior re-decoration; 

New workshop equipment; 

Supply of parts; 

Possibly, a new IT system; 

Possible re-training. 

Alan Pulham indicates that these expenses vary as they depend on the 

size of the dealership. Nevertheless, an approximate evaluation 

regarding an average dealership would be between £15,000 and £30,000. 

The costs are over £30,000 for a large dealership. 

The objective of the car manufacturers instituting territorial 

restrictions is to limit the extent of intrabrand competition. There is 

clear evidence that major manufacturers monitor the extent of 

intrabrand competition within a dealer's area and are automatically 

prepared to act upon it by removing a franchise from dealers obtaining 

a too low brand share within their own territory. The rationale behind 

restricting intrabrand competition is that by protecting resellers of its 

brand from competition among themselves, a manufacturer will 

supposedly improve their effectiveness against resellers of other 

brands. Specifically, the manufacturers establish territorial restrictions 

in order to provide an incentive for dealers to make necessary 

investments in plants or equipment; to generate important support 

activities; and / or to achieve the widest and deepest possible coverage 

of the area of responsibility. 

Within the area of responsibility, the dealer is given the freedom to 

trade, but it is also free to sell outside its designated territory. However, 

some restrictions are clearly stated in the dealer agreement concerning 
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this matter. The dealer can sell to a customer located outside its 

designated territory, but, it cannot seek or solicit customers outside the 

area. This implies that it cannot advertise its products outside the 

territory, except in a publication or broadcast that is directed to 

customers in the territory but that also covers a wider area (eg regional 

advertising). 

Some other territorial restrictions are mentioned by almost all the car 
manufacturers studied, such as the inhibition to have depots or 

branches for, and to entrust a third party with the distribution or 
servicing of products outside the territory. 

However, although the allocation of an area of responsibility to a 

dealer may be considered as a reward, there are some crucial elements 

in the contract, which can be put into the category of coercive methods .  

For example, all the contracts stipula te clearly that the manufacturer 

may alter the size of the area or appoint an additional dealer if i t  

considers i t  as necessary for the smooth running of i ts business. 

Objectively valid reasons must justify this decision (but these are not 

spelt out in the contract). Therefore, this eventual decision may be 

considered as a form of coercion (especially if the dealer does not agree 

with it}, which reinforces the dominant position of the manufacturer . 

In the case of any variation in the territory, eight companies out of 

twelve will consult with the dealer and give due consideration to its 

views. No commitment is given as to the manufacturers' response to 

this consideration. 

Therefore, what is important to understand is that, basically, territorial 

allocations may be associated with reward. But, when the dealer 

agreements are closely analysed, it is likely to discover the existence of a 

potential source of coercion. As the manufacturer is in  possession of 

both reward and coercion, these assets allow the researcher to say that, 

so far, a 'formal' pmver lies in favour of the manufacturer. 
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4.6.2 Sales Activity 

This section is going to deal with the sales activity of the dealership.  

Although this part is closely connected with the previous one, i t  has 

been decided to study it separately as it covers several important areas 

influencing greatly the relationship between both parties. 

Exclusive Dealing Provisions/Restrictions 

The exclusivity of the franchise is a requirement stipulated in the 

dealer agreement by all the car manufacturers. The suppliers state that 

their dealers handle no products that will compete directly with their 

own. The contracts clearly emphasise the fact that the dealer cannot sell 

or act as an intermediary in connection with the sale of new motor  

different 

vehicles which compete with the Company, without the written 

consent of the company or the need of valid reasons (depending on the 

policy of the suppliers) .  Nevertheless, multi-franchising (the 

adoption of a dealership by more than one manufacturer) i s  

widespread in  several forms, and i s  a growing phenomenon: 

Some companies (often major outlet chains) supply different 

brands of motor vehicles from different outlets .  

Where brands are seen as complementary, dealers offer more than 

one without major concerns about competition between their 

suppliers, even from the same site. 

If the manufacturers have relatively low market shares, hence less 

power relative to their outlets, there is multi-franchising even 

where some internal brand competition occurs within the 

dealership. -
In establishing exclusive dealing provis ions ,  the car manufacturers 

ensure that their products will be merchandised with maxim um 

energy and enthusiasm . Another characteristic i s  that exclusive 

dealerships lessen interbrand competition directly, since competing 
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brands available from other suppliers are excluded from outlets. 

Exclusive dealing arrangements may prevent dealers from using the 

training, advertising, displays, or other transaction-specific 

investments in services a manufacturer has provided to sell r iva l  

manufacturer's brands. In other words, exclusive dealing can prohibit  

competitors from taking a 'free ride' on a manufacturer's efforts to 

make its dealers effective in serving their customers. 

Therefore, employing exclusive dealing may be associated with using 

coercive power because it reduces, and even abolishes, the freedom of 

choice of the dealers. Such arrangements are one of the methods 

enabling the car manufacturers to dominate and control their cha nnel 

of distribution. 

But restricting so much the dealers in the distribution and servicing of 

goods is not very realistic . That is why, for example, there is a clause i n 

the contract which stipulates that the dealer needs either the written 

consent of the Company or valid reasons (depending on the policy of 

each manufacturer) to sell or act as an intermediary in connection w ith 

the sale of ·non-Company new motor vehicles. These valid reasons are 

not made clear however. This, also, is applicable to the parts and 

accessories. 

Basically, the dealer is not allowed to sell or supply within its area of 

responsibility any spare parts and accessories which compete with the 

Company's. However, 11 contracts out of 12 do not 

of equivalent quality 

exclude the sale of 

spare parts if they are or 

compatible with the vehicles and parts supplied by the Company. In  

this situation, one of the requirements i s  that the dealer must inform 

the customer in writing when competing parts are used. Another 

requirement, which is not stipulated by 8 manufacturers, is that the 

dealer needs valid reasons for doing so. Thus, the fact that, in reality, 
the dealer has the possibility to use/sell non-company parts and 

arc 
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accessories and even competing vehicles, represents a limitation in the 

exclusive dealing restrictions, which reinforces and even increases the 

power of the dealer. 

Resale or Customer Restrictions 

An important theme mentioned in all the dealer agreements is resa le 

or cus tomer restrict ions, which mean that suppliers wish toe_ impose 

restrictions about to whom dealers may resell their goods and services .  

These arrangements may be very desirable for the car manufacturers, 

since they can reserve certain large customers to themselves for direct 

sales and 

Like 

can also control the reselling of their goods through the 

channel. exclusive dealing restrictions, resale or customer 

restrictions are perceived as exercises of coercive power by the 

manufacturers, as, here again, they reduce the freedom of trading of the 

dealers. Resale restrictions have been used by the car manufacturers i n  

their at tempts to prevent the emergence of 'grey markets' which appear 

when their brands are sold by unauthorised resellers. Sometimes, 

authorised dealers are tempted to sell  off their excess inventories to 

unauthoris'ed dealers . This practice is commonly called 'sales out of  

trust' by the manufacturers . 

In Europe, grey markets in automobiles are discouraged because of the 

Block Exemption granted to the industry which permits manufacturers 

which are prohibited from reselling to unauthorised traders . This 

matter is covered by a clause present in all the dealer agreements 

studied. The dealers are allowed to sell their products to final 

customers within the EU; vehicles for resale to authorised dealers; and 

parts for resale to resellers located within the EU {only five contracts 

mention the latter). In the case an authorised intermediary is used, i t  

needs a prior written authorisation from the customer-end authorising 

the intermediary to purchase and take delivery of the product. This is 

to sell cars in the EU through networks of authorised franchise dealers 
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the proof for the 

and that also is a method allowing it to control the resale 

manufacturer that the action of the intermediary is 

legal, 

operations of the dealership. 

Amongst all the contracts studied, only 3 indicate the consequences of a 

breach by the dealer relating to these resale restrictions . In the event of 

a breach, the dealer may be required to pay the full recommended retail 

price and the Company may debit the account of the dealer with the 

amount of the discounts which were allowed, together with any taxes 

thereon. It is noted that this consequence falls far short of a 
termination of contract; the omission of a statement of consequences by 

other manufacturers is an indicator that inter-dea ler transactions of 

this kind are not always the subject of stringent Company action. Cases 

of contract termination due to 'sales out of trust' are quite rare, 

a lthough this type of offence sometimes happens. The actual vo lume 

of offences is difficult to establish due to the informal  nature 

process used to resolve the problem. 

of the 

As it has been indicated previously, the majority of the car 

reserve certain specific customers to themselves for 

direct 

manufacturers 

sales. Only two manufacturers out of twelve do not mention  

direct sales in  their contract (but their practices are similar to other 

manufacturers despite the omission). In 9 contracts, there is a clause 

stating that "the Company is entitled to supply, sell and deliver 

products directly to any person in the UK (including the Area of 

Responsibility} and to provide the service directly or indirectly through 

service dealers . "  Nevertheless,  one contract is 'softer' by indicating that 

"the Supplier shall not supply Motor Vehicles directly to final users i n  

the Territory (nor provide service therefore) except to its staff or for 

diplomatic, promotional or publicity purposes. "  Although this latter 

clause seems fairer to the dealers, the result is the same as the former: 

direct sa les are contractually permitted, and practised by all the car 

manufacturers . This is an erosion of dealer power. 
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Most of the time, direct sales concern large customers such as, public

local authorities, foreign public organisations, suppliers, fleet users, the 

staff of the manufacturer, and also racing drivers. Six contracts state 

that no right to any payment will accrue to the dealer in respect of 

supply for these purposes. 

Sales Targets 

The last sub-category dealt with in this section relates to the setting of 

sales targets by the suppliers for their dealers. Unanimously, the car 

manufacturers indicate that the dealers are expected to use their best 

efforts to achieve a certain number of sales within their territory and 

during a specific period of time, in order to meet the performance 

targets set by the manufacturers. In the event that both parties cannot 

agree on the sales targets, the performance, in the majority of cases, will 

be determined on the basis of the Company's estimate of the sales 

potential of the territory. This procedure may be perceived again as a 

coercive method because, firstly, the targets are set unilaterally by the 

manufacturer; secondly, it involves a future assessment of the 

dealership performance and, thirdly, failure to meet performance 

targets may result in termination. The balance of power in this respect 

is further shifted towards the manufacturer because of the latters self

appointment as the judge of sales potential when disputes arise. 

In summary, what is important to observe is that, compared to the first 

part ('Scope of the agreement') where the power source of the 

manufacturer essentially comes from the use of reward power, here, i n  

this second part, the power source is based on the exercise of coercive 

power through exclusive dealing arrangements, resale or customer 

restrictions, and the setting of sales targets. Although a limitation i n  

the exclusive dealing restrictions implying an increase in the power of 

the dealer was noticed, at this stage, the findings reveal that, due to the 

above clauses in the contracts, the power is heavily in favour of the 
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manufacturer. 

After having considered the contractual clauses intended to shape the 

longer-term development of the dealer's business, the researcher now 

turns to the clauses designed to regulate the day-to-day operation of the 

franchised business so as to convey a common, uniform image to the 

purchasing public. 

4.6.3 Dealer's Operating Standards 

Maureen Guirdham (1972) indicates that the primary objective of the 

manufacturer is the attainment of an acceptable long-term level of 

profitable sales volume. Subsidiary objectives entailed by this ultimate 

objective include: 

to maintain an adequate product flow within the channel; 

to ensure that the product is brought to the attention of the 

consumer or user at the point of sale; 

to eliminate unnecessary costs and inefficiencies in distribution; 

and to obtain a feedback of market and sales information. 

Channel objectives lead on to a consideration of certain aspects of 

product distribution which a manufacturer may be anxious to control. 

Therefore, attention will now be focused on several areas in which the 

manufacturer seeks to control the activities and operations of the 

dealers in order to achieve the channel objectives. The study will 

particularly concentrate, through the dealer agreements, on the dealer's 

operating standards set by the car manufacturers, which are basic 

requirements that the dealers have to comply with. 

Right of Inspection and Premises 

The first requirement mentioned in the majority of the contracts is the 
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right of inspection of the manufacturer. The right of inspection of the 

dealer's premises reserved to the manufacturer in the dealer agreement 

enables the manufacturer's District/Zone Manager to keep himself and 

the manufacturer well informed as to their condition and adequacy, in  

terms of distribution, sale, storage and servicing operations. 

The premises requirements stated in the contract, however, are not 

always very rigid standards, as the manufacturers do not become 

involved in the ownership of the facilities in the Motor Industry. A 

quote from Graham Perkin, Partner in charge of Coopers and Lybrand's 

Automotive Consultancy Practice, is that the current manufacturer's 

control over franchised car dealers in terms of physical layout is 50%. 

This factor is difficult to quantify however. 

In the contracts, the relevant clause explains that the dealer undertakes 

to maintain the business premises to the satisfaction of the supplier for 

displaying, selling and servicing vehicles and storing products. 

Nevertheless, the previous exploratory interviews with the car 

manufacturers revealed a desire to more closely control the facilities, in 

part due to the nature of the products involved. Cars can be considered 

as speciality and shopping goods. The customers hunt out the place of 

business of the dealers because the purchases are of considerable size 

and are infrequently made. Therefore, in the eyes of the manufacturer, 

the good condition of the dealer's premises is a determining element in 

the buying process. 

The departments required (mainly stated in the dealer agreements) are 

a showroom for vehicles, a department for servicing vehicles and a 

department for the storage and sale of parts. But certain departments 

are neglected by a few contracts: a department for the repair of 

bodywork and paintwork and general offices. Seven suppliers out of 

twelve mention the requirement of customer parking facilities. The 

omission of general offices may be explained by the lack of an interface 
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between customers and internal dealer administration. The question of 

bodywork facilities depends partly on the manufacturer's attitude to 

this area of activity, which has frequently been carried out by non

franchised repair specialists. Some manufacturers do, and some do not, 

require their dealers to maintain bodyshop facilities. 

Personnel Requirements 

An area of manufacturer's control directly connected with the control 

of facilities is personnel requirements. The majority of the car 

manufacturers studied expect the dealers to keep the premises 

adequately staffed, and also expect them to employ personnel adequate 

to enable them to meet their obligations under the agreement. 

However, what is important to observe is that the dealer is not allowed 

to appoint or change any of the key personnel ( ie managers) without 

the prior consent of the manufacturer. The manufacturer wants 

absolutely to keep a close eye on the management of the dealership 

because it is with the managers that it will be in direct contact, and so, it 

needs them with a comprehensible, positive and co-operative attitude. 

In brief, the supplier wants the 'right men'. 

Training is mentioned below, but is worthy of brief comment here also. 

It is important to understand that the quality of service and parts 

employees is subject to far greater influence by manufacturer training 

than that of sales employees. This fact is not immediately apparent 

from the contracts (6 separately mention sales training and 7 mention 

technical) but is a consequence of the greater volume of technical 

training provided centrally. 

It is also common to find greater manufacturer pressure enforcing 

company-based technical training than that which steers sales staff into 

the company schemes. In the latter case, independent sales training is 

widely accepted. There is an apparent contradiction between the efforts 
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made to guarantee the quality of technical personnel and those made 

for commercial employees. This is surprising in view of the 

importance of sales outcomes in the process of dealer assessment; i t  

might be that traditional engineering attitudes in the manufacturer 

play a role in this discrepancy, or it might be that the importance of 

safety obliges a rigid adherence to standards in technical matters. 

Further investigation is needed to resolve this apparent anomaly. 

Reporting and Information Systems 

Another field of manufacturer's control concerns reporting and 

information systems. The routine and special accounting reports 

required by the manufacturer provide it with complete knowledge of 

the dealer's financial and operating condition. Inventory records 

provide the supplier with a knowledge of the dealer's stock of parts and 

new units. All in all, the manufacturer has available to it the means of 

determining whether the dealer is operating effectively. 

All the car manufacturers require the dealers to submit business 

reports regularly and in a specific format on key elements of their 

operations - sales, local advertising, training, employee turnover, 

profits, and other financial and marketing information. This regular 

reporting is intended to facilitate the various financial, operating and 

marketing procedures, and more particularly the preparation of the 

composite procedure. 

Eight manufacturers out of twelve clearly emphasise that the dealer 

must install and maintain such accounting and management reporting 

systems as are recommended by them. The purpose of this procedure is 

to facilitate the flow of information between both channel members, 

and also, to make the manufacturer's control over the financial and 

operating characteristics of the dealer easier. This requirement is also 

applicable to a prospect follow-up system. This obligation however i s  
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limited in certain contracts, which point out that the dealer may use 

data processing systems not recommended by the Company, but, at 

least, compatible with those currently used by the manufacturer. This 

limitation gives some freedom in the choice of the dealer. 

The specification of precise information systems by the manufacturer 

tends to shift the researcher's understanding of the Vertical Marketing 

System from one which is mainly contractual towards one which i n  

some respects approximates to a single corporate VMS model. The 

relationships between member organisations are so compressed by the 

compatibility of their systems that they act effectively as a single 

commercial unit. 

In this area again, the right of inspection of the manufacturer is 

applicable. The dealer must allow the manufacturer to inspect its 

records, files, books of accounts and other documents relating to its 

business. 

Training Programmes 

An important element in the manufacturer-dealer relationship is the 

training programmes developed by the manufacturer. Basically, the 

training programmes are perceived as assistance, designed to 

strengthen dealers and to maintain co-operative relationships. 

However, although they are considered as assistance to enhance the 

stability and performance of the dealerships, they can be qualified as 

'obligatory assistance'. This means that the dealer has to send a certain 

number of its staff to attend training courses as the supplier may from 

time to time require. Previous exploratory interviews with the car 

manufacturers revealed that the number of days of attendance required 

are between 1.5 days and 6.5 days per year depending on the policy of 

each manufacturer. 5 contracts out of 12 stipulate that the training 

courses are at the dealer's own expense. The fact that some dealers have 
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to pay for them represents, inevitably, a burden for the dealer. And so, 

the questions which should be considered are: do the dealers really 

benefit from training courses? And, do they really consider them as 

assistance? 

The training provided by the manufacturers to the dealers usually 

include the following aspects: 

sales/ management training; 

technical training (service and parts training). 

An interesting aspect of modern dealer training is the convergence in  

the detail, standards and labelling of training programmes across the 

industry as a whole. This convergence, promoted by the shared 

involvement in institutions (The Institute of the Motor Industry, the 

Retail Motor Industry Training and others) and by current 

developments in National Council for Vocational Qualifications 

approval, means that trained service and parts employees are 

increasingly able to transfer from one dealership to another with a 

minimum of retraining to accommodate a change of franchise. 

A long-term consequence may be a reduction in manufacturer 

domination of training, with a consequent shift of power towards the 

retailer in terms of control over the learning of their own personnel. 

The training aspects of the contract are regarded as unimportant nor as 

immediately under threat. It is just that compliance with contract now 

contains a strong element of conformity to a transferable industry 

standard rather than a company-limited set of practices. 

Other Requirements 

The other control procedures, under the operating standards 

'umbrella', relate to the care of the products (ie the dealer must store 
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the goods in secure facilities safe from pollution, vandalism .. .  ), the pre

delivery inspection (ie prior to the delivery of any vehicle to 

customers, the dealer must perform a pre-delivery inspection), the 

modification of products (ie the dealer must not modify the products 

and must not remove, alter, or deface the supplier's identification 

plates and marks), and the financial requirements (ie sufficient fixed 

and capital available). 

These operating standards are highlighted in almost all the dealer 

agreements. Nevertheless, the 'Customer Care' requirement, namely, 

the participation of the dealer in any customer care programme (ie 

Customer Satisfaction Index) is surprisingly mentioned by only 4 

manufacturers. For dealers linked to those 4 manufacturers, this is 

clear evidence of a submission by dealers to external assessment of 

their performance, and it according represents yet another aspect of 

manufacturer power over the dealer. It should be pointed out that the 

great majority of major manufacturers in fact use this device; the 

remaining contracts do not reflect the full extent of manufacturer 

control via assessment devices. 

Consequently, this section focused on the operating requirements or 

operating standards established by the car manufacturers to facilitate 

the control over their dealers. The findings revealed that, inevitably, 

achieving all these obligations is very restricting and represents a 

burden for the dealers, because they reduce their freedom of trading. 

These control procedures may be perceived as coercive policies 

enabling the manufacturer to dominate the channel, and so, creating 

an obvious imbalance of power between both parties. However, 

although these control methods are coercive, they also involve the 

reward concept and may be considered as incentives because if the 

dealers meet these requirements, they will be rewarded by bonuses. 

Therefore, from this section it is observed that manufacturer's power 

sources are based on both exercises of coercive and non-coercive power. 

139 



4.6.4 Marketing Activities 

These activities include advertising, the use of trademarks and 

tradenames, the signs, stationery, literature and manuals, the 

demonstration vehicles, and the exhibitions, and represent an 

important aspect in the manufacturer-dealer relationship. 

Advertising and Sales Promotion 

As for the training programmes previously described, the car 

manufacturers support and assist the dealers in terms of advertising 

and promotion. Eight contracts out of twelve have a clause pointing 

out the specialist advertising support provided by the supplier to the 

dealer. This assistance usually includes the provision of advertising 

and promotional materials and the instigation of national campaigns. 

In return, the dealers are expected to advertise locally in co-operation 

with the manufacturer and (usually) with the financial support of the 

latter. 

In all cases, both national and local, the manufacturer insists on control 

of the form and content of all advertisements and promotional 

material, since it is its name and system which is being advertised. The 

manufacturer may require the dealer to amend the content of any 

advertisement or even to cease any advertising activity if it considers 

that it may affect the reputation or image of the Company. Therefore, 

the dealer is prevented from undertaking its own promotional 

campaigns without first receiving the manufacturer's approval. 

Trademarks and Tradenames 

As far as the trademarks and tradenames are concerned, precise 

obligations of the dealer in using them are indicated in terms of size, 

colour, shape, alteration, modification, and reselling (see 'Trademarks 

and Tradenames' in appendix 2, section 2). The manufacturer grants to 
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the dealer the right to exploit commercially the trademark (ie the right 

to use the tradename, brand, and reputation of the manufacturer). But  

it retains ownership of the trademark, and any goodwill associated 

with that trademark accrues to the manufacturer rather than to the 

dealer. Consequently, the control involved in the continuing 

relationship between the two parties is absolutely crucial for the 

manufacturer in order to maintain this goodwill. That situation is also 

applicable to the signs, stationery, literature, brochures and manuals 

developed by the manufacturer. The dealer has the right to use them 

but it has to comply with the minimum standards established by the 

Company. 

None of the contracts mentions the area of retailer branding on the 

manufacturer's product. This practice has, for many years, been 

widespread - there is a long history of stickers/transfers in vehicles' 

rear windows - and it has been extended in recent years by larger dealer 

groups' tendency to attach retail labels, often durable 3-dimensioned 

labels, to vehicle exteriors. This may be regarded as, in a small way, a 

move by dealers to enhance customer attitudes to the outlet rather 

than just  the manufacturer brand. It has small but dear implications 

for the power of the dealer in the relationship. 

Demonstration Vehicles 

Demonstration vehicles are another means of promoting the sale of 

products in the dealership. Here also, precise requirements are stated i n  

terms of number and range of vehicles, condition, registration and 

insurance. 

Exhibitions 

Finally, very strict obligations are imposed referring to exhibitions by 

the majority of the franchise contracts studied (ie the dealer cannot 
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exhibit or permit to be exhibited at any exhibition any products or 

distribute any literature relating to the products, without the consent in 

writing of the Company). 

In conclusion, this section greatly emphasises the tight control of 

dealers' sales promotion activities by the manufacturer. This control i s  

achieved by the statement in  the franchise agreement of dear and 

precise obligations directing, in a coercive way, the behaviour of the 

dealers. In this area, the purpose of manufacturer's control is to protect 

its brand image which is at stake. By imposing restrictions o n  

advertising, the manufacturer insures that the perception of its brand 

by the customers will not be affected through the potential use of illegal 

practices. 

4.6.5 Ordering, Pricing, Del ivery and Payment 

This section will now focus on the procedures generated by the transfer 

of the goods from the manufacturer to the dealers. The following areas 

will cover the process of ordering, pricing, delivery and payment. 

Ordering 

As a part of exclusivity provisions, the manufacturers require their 

dealers to purchase their supplies of products from them, and then to 

place orders for the products in accordance with the procedure 

prescribed by the manufacturers. Almost all the contracts dearly 

emphasise �he regular basis of ordering for both vehicles and parts. For 

most of the manufacturers, these regular orders respond to the setting 

of a 'minimum purchase programme' of vehicles and parts. It is worth 

noting at this point, that the order level is part of the supplier's target

setting and is monitored as a part of the dealer assessment process, 

either formally or informally. 

The dealer is not allowed to withdraw or change any order once 

notified to the supplier, without its consent. 
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Nevertheless, it is important to mention that in a period of recession, 

for obvious reasons, the manufacturers lower the ordering targets. 

Duncan Webster - VAG Network Planning Manager stated that "most 

of the car manufacturers, in a recession period, are very flexible because 

they understand the difficulties faced by dealers. That is why the 

ordering targets can be revised, sometimes on an .informal basis." 

Also, adopting a common order processing system is greatly 

recommended by only few manufacturers .  Here again, this networked 

ordering system makes the flow of information easier between both 

parties and also insures the tight control of the manufacturer over the 

ordering operations of the dealerships. Even though some 

manufacturers do not mention this in the contract, the standardised 

order system is expected by all of them. However, in this case, no  

alternative system, even compatible, is suggested. 

Throughout the analysis of dealer agreements, the manufacturer's 

ability to dominate the dealers by using coercive methods was 

observed, and therefore the ability to alter dealer's behaviour by 

assigning penalties. One of the penalties which may be used is the 

refusal to accept orders, until changes are made to the satisfaction of the 

supplier. 9 contracts indicate the non-obligation of the manufacturer to 

accept orders. But these unaccepted orders are to some extent a 

hardship for the manufacturer. The manufacturer may be better able 

than the dealer to bear such lost sales, but nevertheless the sales are lost 

and, in the long run, a solution must be negotiated or a dealer replaced. 

Pricing 

All the contracts deal (usually in a short section) with pricing policy. In  

this area, it i s  possible to observe the use of coercive power by all the 

manufacturers, by the setting of a restriction. This restriction refers to 
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the resale price main tenance. The contracts state that the dealer is free 

to set its own retail price, provided that it does not exceed the relevant 

Recommended Retail Price (published periodically by the 

manufacturer). However, this restriction will not exist any longer as 

this practice will perhaps be replaced by the one-price selling concept. 

The concept of one-price selling is where each new vehicle at the 

dealership is marked with a specific, non-negotiable price - a price 

which has been reduced substantially from the manufacturer's 

suggested retail price. This concept is based on the findings of a survey 

(carried out by The Dohring Company which is based in California and 

claims to be North America's largest provider of custom market 

research to the retail motor industry) among potential car-buyers in the 

USA in 1992, which revealed that most customers dislike the hassle of 

negotiating prices with a sales person and they want the price at which 

they can buy each vehicle clearly displayed. 

Delivery 

Most of the time, delivery is effected by the manufacturers directly to 

the premises of the dealer. Delivery charges are invoiced to the dealer 

at the rates notified by the manufacturers. This area really highlights 

the power of the manufacturer, and more particularly, the following 

clause - present in all the contracts - reinforces this situation: "The 

Company shall not be under any obligation to deliver products ordered 

by any date and the Company shall be under no liability of any failure, 

delay or error in delivery caused." "The non-obligation to deliver the 

products ordered by any date" corresponds to another 'subjacent' 

penalty that the manufacturer may assign to the dealer, in the event 

the dealer's behaviour does not satisfy the manufacturer. 

Another penalty pointed out by 6 contracts relates to the fact that the 

supplier may suspend the delivery if the dealer is in arrears in making 
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any payment due to the company, or brings the products into disrepute. 

This term, 'disrepute', is not defined and it therefore appears to allow 

the manufacturer considerable latitude in exercising coercive power 

via discontinuation of supply. But, in practice, its definition would 

include any action detracting from the image and quality of the product 

the Company is promoting, such as, for instance, affixing inappropriate 

labels or accessories to the cars. Severe infringements in this category 

are uncommon. 

Payment 

The usual method of payment required by the car manufacturers i s  

direct debit. This procedure i s  very efficient, firstly because the 

transaction is effected quickly and easily; secondly because this method 

guarantees the manufacturer to be paid on demand. This section of the 

contracts appears routine; the question of payment is crucial mainly i n  

the event of trading losses and, in extreme cases, bankruptcy on the 

part of the dealer. Bankruptcy is one of the leading causes of contract 

termination in the 91/92/93 period. Alan Pulham estimates motor 

dealers' bankruptcy failures at around 500 in 1993 (figure relating to all 

dealer networks in the UK). For a particular network, in 1993, nine 

contract terminations have been recorded out of approximately 300 

dealer outlets. six of them were revealed to be due to financial 

problems, one due to the retirement of the Dealer Principal, and the 

last one due to brand-switching by the franchisee. 

4.6.6 Consignment Terms 

All the manufacturers examined apply a consignment policy. But  

nevertheless, the analysis i s  based on only six manufacturers as  the 

other ones do not deal with this area in their dealer agreement. For 

most of them, the details of the consignment terms are listed in a 

separate specific Consignment Agreement. 
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A consignment should not be confused with a sale. A 'consignment' 

refers to goods entrusted to another for sale. The vehicles may be 

supplied to the dealer on consignment (sale or return) which means 

that the manufacturer maintains an inventory of its merchandise o n  

the dealer's premises in which title does not pass until the vehicles are 

sold by the dealer. Payment for the consigned goods is deferred until 

the goods are sold by the dealer. There are seldom any cash discount 

terms offered for consignment buying. Sometimes, a deposit is required 

to be paid by the dealer in respect of the vehicle supplied. However, 

this (coercive) requirement is not the policy of all the manufacturers. 

The usual period of consignment is 180 days. If, at the expiry of this 

period, the vehicle has not been sold, the dealer has contractually the 

right to return it to the manufacturer. Nevertheless, according to the 

manufacturers interviewed, it is rare that the vehicles are not sold 

before the end of the 180 day-period. In the event the dealer returns the 

vehicle, it will ensure at its own cost that the vehicle is in the same 

condition. 

In this area, the control exercised by the manufacturer over the dealer 

may be also expressed in terms of: 

• safety (the goods must be stored in a protected place with adequate 

safeguards against fire and other hazards); 

• maintenance of vehicles; 

• accurate records (that may be checked from time to time by the 

manufacturer); 

• modification of vehicles (the dealer is not allowed to alter the 

specification of the vehicle). 

The coercive methods which may be applied to the dealer if it does not 

corn ply with the consignment policy are: 
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• declining to supply any vehicle; 

• limiting the number of vehicles .  

These controls are stated in four contracts. 

Finally, consignment terms are a frequently used merchandis ing 

technique which present advantages for both parties. The benefits of 

this arrangement to the supplier are: 

• free storage space; 

• an inducement to promote sales; 

• more important, an 'edge' over its competitors or - at least -

matching competitors' terms so that the competitor's edge is  

removed. 

From the dealer's standpoint there are the advantages of having n o  

money tied up; and also it has ready access to adequate supplies for the 

limited costs of: 

• providing s torage space; 

• minimal administration; 

• insurance.  

What is important to mention is that al l  the manufacturers do not  

practise exactly the same consignment policy. One of  the differences i s  

the participation, for some of  them, of  a finance company which i s  

responsible for the consignment operations with the dealers. 

Consignment terms are of particular importance in a market which has 

matured or is declining. The consignment process offers a means of 

increasing vehicles stocks for sale without the investment of dealer 

money which is in short supply during periods of low sales . The 

-
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opportunities it affords for coercive control work on the 

manufacturer's behalf, but in the long term it may decline i n  

importance due to the introduction of lean production and distribution 

systems whereby customer needs are satisfied less by stock than by rapid 

production response and fast delivery. 

4.6.7 Title. Risk and Insurance 

Title is important from the manufacturer's point of view since, if the 

dealer experiences financial difficulties and cannot pay its debts in full, 

the dealer's bank will seize all the assets available leaving the 

manufacturer as an unsecured creditor, with little or nothing i n  

payment of the debt. That is why all the dealer agreements contain a 

clause which clearly stipulates that the title in the products does not 

pass to the dealer and remains with the manufacturer until payment in 

full of the products has been received. So, the purpose of such a clause 

is to protect the manufacturer; it is relatively important in the 

economic situation prevailing in '91/'92/ '93. 

The obvious disadvantage for the dealer, faced with the above 

situation, is that the value of its assets is reduced to the extent that i t  

has goods in its possession which it does not own and for which it has 

not paid, and this could affect the willingness of a bank or other lender 

to provide overdraft or other loan facilities. The corresponding 

advantage is that cash flow is improved because the dealer does not pay 

for car/parts until the title changes. In the event the dealer is not able 

to pay the manufacturer, a clause - present in 11  contracts - indicates the 

right of the latter to enter the premises of the dealer in order to retake 

all the products in which title has not passed to the dealer. This clause 

implies a likely termination of the dealership. 

Although the property in the goods remains with the manufacturer 

until payment has been received in full, however, the risk in the goods 
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passes to the dealer upon delivery. After the risk has passed to the 

dealer, the manufacturer will be under no liability to the dealer for loss 

or damage to any product. Here again, this statement shows that the 

manufacturer takes all possible steps to protect its own prerogatives. 

From the date on which the products are delivered to the dealer's 

premises, the dealer has to insure the goods, at its own cost, against all 

risk of loss and damage. 

Therefore, the above statements relating to title and risk in, and 

insurance of the goods, are in favour of the manufacturer and enable it 

to protect itself from any situation which would make it lose money. 

The clauses examined emphasise an obvious domination of the 

supplier over its distributors in this area. An important exception from 

pro-manufacturer bias is in terms of cash flow; the larger manufacturer 

businesses surrender some financial advantage to the smaller dealer 

organisations. 

4.6.8 Aftersales Activity 

The aftersales market is an area in the motor industry of great interest 

to both manufacturer and dealer, as well as the consumer. The 

provision of efficient aftersales service by dealers benefits both the 

manufacturer and the dealer in so far as it helps to create a quality 

image, and consequently, to maintain, or even increase, customer 

loyalty. Aftersales service is generally considered to be one of the major 

benefits to accrue to consumers from the franchised dealer system. 

As a result, the car makers seek to control this area of primary 

importance of the dealerships by establishing strict procedures that the 

dealers have to comply with. The main control procedures are 

expressed in the dealer agreements . 
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Service and Warranty Procedures 

All suppliers emphasise the need for new car sales activities to be 

supported by service and repair facilities in compliance with the 

Company's instructions. Technical support in the form of manuals, 

diagnostic equipment and tools, customer service documentation, 

training, is provided by car suppliers to dealers (this support i s  

mentioned in 8 contracts). 

The main requirements stipulated in the majority of the contracts are: 

• the co-operation of dealers with suppliers in recall campaigns and 

product modification; 
• to ensure that the service employees have the required knowledge 

(implying that they have to be adequately trained); 
• to service vehicles, whether or not they were sold by the dealer. 

Suppliers provide buyers of new cars with a warranty. This usually 

promises free repair of mechanical or electrical defects arising within 12 

months of purchase (certain suppliers offer a three-year warranty) and 

many also include a warranty in respect of paintwork and body 

corrosion. Consequently, all manufacturers issue to dealers the 

warranty policies and procedures manual - the terms of which have to 

be complied with by the dealers. The dealers are required to maintain 

warranty work records, which have to be open to the inspection of the 

Company, without notice. 

One of the ways of monitoring the dealer's performance in respect of 

service and repair is the reimbursement to the dealer of expenses 

arising from a warranty claim. Suppliers closely check amounts 

charged back for warranty work and, in most cases, have pre-agreed 

labour rates or job times or both. Interestingly, warranty payment to 

dealers is not at the same rate. Most manufacturers' formulae for 
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warranty payment allow for dealers' variation in labour charges, 

within defined boundaries. 

Another way to evaluate the dealer's performance is through customer 

satisfaction surveys, conducted by questionnaire, letter and telephone, 

at the time of sale and up to two years later. 

: 'Customer care') that the 

It has been seen previously 

(cf. section 'Dealer's operating standards'"

involvement of the dealers in such programmes is emphasised by only 

4 contracts, but is subject to the policy of all the car makers. This is 

another example of contracts failing to cover the full extent of 
manufacturer's control. 

The 

followed 

dealers' 

up by the supplier's 

performance is assessed on a regular basis and any failing 

field staff. The prior exploratory 

interviews pointed out the key role of field staff in securing satisfactory 

standards of dealer performance. The ability of the manufacturers to 

assess the dealers and then to alter their behaviour indicates the tight 

by the power which 

control of the former over the service activities of the latter. Power, 

therefore, lies mainly with the manufacturers, but it should be pointed 

out (again) that the power of the manufacturer in this respect is limited 

dealers derive from successful sales;  this is 

particularly important when units from the major dealer chains a re 

assessed in terms of customer care. 

For a long time, the aftersales activity has been a quite profitable area of 

the dealership. But s ince the beginning of the 90's, it is observed that i t  
i s  becoming less and less attractive in the current market. This may be 

explained by the following factors. The decreased new car sales 

combined with the longer service intervals, improved quality and 

reliability of today's cars generate less aftermarket income and "reduce 

the servicing and parts support requirements for individual dealers. 

This has already, in some cases, resulted in excess facilities, and i t  

certainly argues reduced investment i n  property i n  the future" - Rove r  
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Group Managing Director John Towers in his speech at the Financial 

Times Motor Conference in 1993. One of the ways to tackle this 

problem, and so, to ensure customer loyalty, is the current 

establishment of longer warranty period. 

An issue which is already generating some problems, and which might 

cause a growth in dealer-manufacturer conflict, is the fact that some 

dealers sub-contract aftersales work to non-dealer garages (often staffed 

by ex-employees), with possible consequences in loss of manufacturer 

control over repair and service. 

4.6.9 Termination. its Effects. and Arbitration 

The crucial test of the manufacturer-dealer system is its ability to retain 

desirable dealers and exclude or eliminate undesirable ones. It is the 

hope of both parties that a mutually satisfactory and enduring 

relationship will be established and perpetuated. Recognising that this 

hope may upon occasion be impossible to fulfil, a large portion of most 

dealer agreements is devoted to the bases and means of termination 

and the responsibilities of each party in the event of termination. 

Termination 

Termination clauses appear in 100°/4) of all motor industry dealer 

agreements. The most common form of this clause is a brief preamble 

indicating that "either party may terminate this agreement by giving to 

the other party a prior written notice" (statement present in 10 

agreements); then, a statement pointing out that the supplier has the 

right at any time by giving notice in writing to the dealer to terminate 

the agreement; followed by an extensive list of grounds for termination 

ranging from death or physical incapacity, through conviction of any 

criminal offence, to the involvement of the dealer in any activity 

affecting the Company. It is assumed that trivial offences are not used 
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as grounds for termination. 

Whatever the form of the clause, termination causes which are cited 

the most are the following: 

Act of bankruptcy /liquidation (in twelve agreements); 

Change in the constitution of the dealer or compulsory or 

voluntary winding up (in twelve agreements); 

Change in the ownership of the dealer or in the management 

without the consent of the Company (in eleven agreements); 

Repeating or persisting breach of the agreement (in eleven 

agreements); 

Failure to pay the Company (in ten agreements); 

Death or physical incapacity of the dealer (in eight agreements); 

Disagreement between owners or managers (in eight agreements); 

Moving the premises to a different place without the consent of 

the supplier (in eight agreements). 

The previous exploratory interviews with the car makers revealed that 

currently the termination cause which occurs the most frequently is  

bankruptcy. This cause really reflects the current period of recession 

experienced by the motor industry. The second main cause of current 

termination would be repeated or persistent breach of the agreement. 

However, this cause is imprecisely defined as it encompasses a wide 

range of grounds. 

In most cases, the dealer may also terminate the dealer agreement. 

Nevertheless, the causes of dealer termination expressed in 7 

agreements out of 10 remain, sometimes, vague (ie 'repeating or 

persisting breach'; 'without cause') and are less numerous than those 

listed in case of termination by the manufacturer (only 7 reasons are 

mentioned). 
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Termination is the ultimate and most powerful penalty that the 

supplier may assign to the dealer. This punishment is the most 

obvious form of coercion reflecting the amount of power possessed by 

the manufacturer. But the researcher is aware that this is used only as a 

last resort; the costs to the manufacturer may be great, for they involve 

the time and expense of cancellation, finding and training a new dealer 

and its employees, perhaps a temporary loss of market position in that 

trading area, and the loss of local customer goodwill attached to the 

retiring dealer. Furthermore, there is not always assurance that the 

new dealer will, in the long run, perform better than the retiring 

dealer. 

However, at this stage in the research, the researcher does not know yet 

whether, sometimes, - in order to obtain complete compliance and/ or 

satisfactory behaviour of the dealers, and/ or to enhance their 

performance - manufacturers hold the threat of termination over the 

heads of dealers. It would also be interesting to know whether dealers 

may feel an implied threat of termination, because of the way most 

dealer agreements dwell on the supplier's right to terminate. This 

requires further research of the subject and more particularly of dealers' 

attitudes. 

Effects of Termination 

Termination generates a certain number of consequences, that we may 

associate with 'obligations' that the dealer still has to comply with. The 

effects of termination cited the most by the dealer agreements are the 

following: 

the immediate interruption of use of trademarks and tradenames 

by the dealer (including the removal of the corporate identity 

signs, stationery and other materials, at the dealer's expense); 
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the immediate return to the Company of all advertising and 

promotional materials, literature, technical materials, manuals 

supplied by the Company; 

the immediate payment of all sums owing to the manufacturer. 

In such a situation, the manufacturer may cancel any orders for the 

goods not delivered to the dealer. 

In this section, no right is granted to the dealer. Only the obligations of 

the dealer and the rights of the supplier are stipulated, which means 

that even during the termination period and up to the end the supplier 

tightly controls the dealership, and expects it to comply with all the 

established procedures. However, in almost all cases (eleven suppliers 

out of twelve), the manufacturers provide the dealers with some 

assistance in the form of the purchase of any unused, unsold and 

undamaged products. But the purchase of some dealer's assets is done 

at a depreciated value. This shows that, whatever the situation, the 

suppliers continuously want to protect their own prerogatives. 

Arbitration 

An arbitration clause, which is binding on both parties, appears in five 

contracts of the sample. The inclusion of such a clause aims at avoiding 

law suits and expediting the solution of disagreement that arise from 

the dealer agreement. An Arbitrator will be appointed by the President 

of either the SMMT, the RMI, The Law Society, or the Chartered 

Institute of Arbitrators (depending on the manufacturers). While it is 

thought that arbitration cannot solve every disagreement, an active 

and impartial arbitration can reduce dealer-manufacturer litigation and 

can serve as a means of rectifying some legitimate dealer complaints. 

A perusal of contract wording would indicate that the power balance in  

terms of  termination is not convincingly located on either side. 
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However, in practice it is more common to find terminations initiated 

by manufacturers. 

4.6.10 Assistance and Obligations of the Manufacturers 

Obligations assumed by the supplier in supporting or assisting the 

dealer are mentioned within ten agreements in the sample (cf 

appendix 2, section 3). But although assistance is not a contractual term 

in two agreements, the suppliers concerned, like the other ten, also 

provide their dealers with it. From the evidence of the contracts, 

suppliers provide assistance to dealers in the forms set out below: 

Field Service: the manufacturer provides systematic advice to the 

dealer by making available field service and specialist personnel 

regarding management, sales and aftersales matters. The District/Zone 

Managers and the staff specialists are the manufacturer's direct contact 

with the dealers, and what is called 'manufacturer-dealer relations' is 

often actually the personal working relationship between a dealer and 

the District/Zone Manager. 

Business Consultancy: the supplier provides assistance with the supply 

or recommendation of business systems for stock control, ordering and 

accounting. Expertise is also available to assist in the design and layout 

of the dealership premises, organisations and staffing. 

Training: the supplier runs training courses and seminars for the 

dealer's staff. 

Advertising and Other Promotional and Marketing Techniques: 

suppliers undertake national advertising campaigns, exhibitions, 

promotions, and direct marketing techniques; assistance is also given 

to regional and local promotions, as well as sales promotions 

concerning the used vehicle business. 
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Technical Literature: manufacturers provide the dealer with technical 

literature and manuals. 

However, what is important to point out is that not all the above 

obligations/ assistance are stated in each of the 10 contracts. Only one 

mentions them all . The other ones indicate few of them (see appendix 

2, Section 3). 

A careful examination of a few dealer agreements would suggest that 

the basic franchise document imposes far more obligations on the 

dealer than on the supplier. A detailed examination of a sample of 12 

agreements - representing a 87% market coverage - reinforces this 

general impression. The wide range of requirements on the dealer and 

the paucity of supplier requirements are quite impressive as indicators 

of an imbalance in obligations. 

Not only are the clauses that impose obligations on the dealer many 

and on the manufacturer few, but the difference in detail and i n  

closeness of specification is worthy of notice. The provisions applying 

to the dealer tend to say that "the dealer will do such and such at a 

given place, in a specific amount of time, and in a particular manner." 

On the other hand, supplier provisions are inclined to be more vague 

and are hedged in limiting phrases, such as " . . . at a time and place 

chosen by the Company . . .  " and " . . .  provided that the dealer shall have 

no right, claim or interest of any kind in or to . . .  " .  Consequently, the 

imbalance of obligations implies an obvious imbalance of power i n  

favour of the manufacturer. 

4.7 Conclusions and Directions for Further Research 

The analysis of the dealer agreements in the motor industry 

emphasised the major role of this document in determining the 
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relationship between the manufacturer and its dealers. It also revealed 

the nature of the dealers' business areas controlled by the 

manufacturers, and the tactics and procedures implemented by them to 

exercise that control. It additionally showed an obvious imbalance of 

power in favour of the manufacturer due to several reasons. 

Firstly, it was observed that the manufacturer has in its possession a 

large sample of coercive and non-coercive power sources enabling it to 

alter the behaviour of the dealer and to make it comply with its 

policies. The coercive methods include punishment (eg termination), 

restrictions (eg resale or customer restrictions; exclusive dealing 

restrictions), limitations, assessment, specific requirements (eg dealer's 

operating standards), and other obligations. 

The non-coercive sources, less numerous than the previous ones, 

include rewards (eg bonuses), recommendations (eg recommendations 

of business systems), assistance (eg advertising and other promotional 

and marketing techniques, training, field service, business consultancy, 

technical literature), and expertise. The agreements revealed that, i n  

order to control its network, the manufacturer relies primarily o n  

coercive rather than non coercive sources. 

Secondly, the dealer agreements are not balanced documents. A n  

examination of the contents and wording of the clauses suggested that 

the responsibilities of dealers are numerous and specified in detail, 

while the responsibilities of manufacturers are few and vaguely 

detailed. The contract is developed and designed by the manufacturer, 

such it protects its own prerogatives, and underlines its power. The 

contract is prepared by employees or representatives of the 

manufacturer, and its terms are written accordingly. 

Consequently, the present analysis verified the veracity and 

applicability of previous research in this area outlining the repressive 
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and coercive nature of the contracts, leading to an imbalance of power 

favouring the car suppliers. 

But what is important to highlight is that the dealer agreement assigns 

the manufacturer with a 'contractual power' or a 'formal power'. If we 

consider the manufacturer-dealer relationship in non-contractual 

terms, is the manufacturer as powerful as we think? Does this 'formal 

power' convert into a real and 'day-to-day power'? Further research is 

needed in this area. 

Also it was seen that the distribution of cars is governed by the 

provisions of a Block Exemption, EC regulation 123/85, which lays 

down conditions to which agreements between car suppliers and 

dealers must conform. All the restrictions set in the agreements are 

based on this regulation. But in June 1995, Block Exemption came up 

for renewal, and with it the system that has been the foundation of 

vehicle distribution for decades. The EC's decision posed an important 

test of the EU's commitment to creating a genuine single market and 

promoting competition in its largest manufacturing industry. 

Since 1985, the practices have been authorised on the grounds that cars 

are complex and sophisticated products, which must meet high safety 

standards. Consumer groups, however, are unanimous in objecting 

that the Block Exemption has protected producers at car buyers' 

expense. They say the policy has kept prices high, restricted choice and 

encouraged inefficiency (Financial Times, May 30 1995). Brussels has 

responded by proposing to renew the regime for the next seven years, 

with some modifications. The different modifications are described i n  

chapter 3 - section 3.3.3. 

However, when looking at them, none of these modifications 

constitute revolutionary change. Many car manufacturers in the UK 

already stipulate some of these clauses in  their present agreements. 
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Thus, how big a difference they would make is uncertain. In practice, 

they might do little more than legitimise in the rest of the EU practices 

already common in the UK. Nevertheless, it is generally reckoned that 

these changes are consistent with the Commission's desire to initiate 

'more open and balanced' relations between dealers and manufacturers 

or importers, by giving slightly more weight to the dealer side of the 

manufacturer-dealer balance. Therefore, it is expected that the dealers 

will possess more power and autonomy in the decision-making process 

regarding their business activities. From the end of 1995, it would be 

interesting to carry out another analysis of the dealer agreements, to 

compare them with the current ones, and see how the manufacturers 

responded to Brussels' revised regulation. 
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4.8 Summary of the findings 

Manufacturers' coercive sources 
power/Dealers' Obligations 

Territorial Allocations/Restrictions 

Exclusive Dealing Provisions 

Resale or Customer Restrictions 

Setting of Sales Targets 

Dealer Assessment 

Dealer's Operating Standards  

Right o f  Inspection of Premises 

Personnel Requirements 

Reporting and Information Systems 

Training programmes 

Care of the Products 

Pre-delivery Inspection 

Modification of Products 

Financial Requirements 

Advertising and Sales Promotions 

Trademarks and Tradenames 

Demonstration Vehicles 

Exhibitions 

Ordering 

Pricintt 

of Manufacturers non-coercive sources oJ 
power/Manufacturers' Obligations 

Territorial Allocations/Restrictions. .A 
partial increase in dealer's power is implied
because this category is associated with 
'reward'. 

Although it is substantially considered as a 
non-coercive source of power, a partial 
increase in dealer's power is implied because 
most dealers can sell non-manufacturet 
products, under certain conditions. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Allocation of Bonuses. A partial increase in 
dealer's power is implied because this category 
is associated with 'reward'. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Reporting and information systems. A partia 
increase in dealer's power is implied becauSE 
the dealer may use systems which are nol 
recommended by the manufacturer. 

Provision of Training Programmes. A pa rtial 
increase in dealer's power is implied because 
training is considered as an assistance, 
because of the use of independent salei 
trainers, and the IMI and NVQs systems. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Assistance in Advertising &: Provision oJ 
Promotional Material . A pa rtial increase m 
�ealer'� power is impli� because this category 
1s considered as an assistance. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Increase in manufacturer's power. 

Ordering. A partial increase in dealer's powe1 
is implied because in a period of recession 
manufacturers lower the ordering targets. 

Increase in manufacturer's nower. 
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Delivery by the Manufacturer to the Dealer Increase in manufacturer's power. 

Payment Increase in manufacturer's power. 

Consignment Terms Consignment Terms. Power balance in favou1 
of the manufacturer, but with the introductiot1 
of lean production/distribution, it may
decline. 

Title, Risk and Insurance Increase in manufacturer's power. 

Service and Warranty Procedures Increase in manufacturer's power. 

Termination of the franchise Increase in manufacturer's power. 

Arbitration. Increase in d�ler's power. 

Provision of Field Servke (District Managers) 
Increase in dealer's power as it is considered 
as an assistance. 

Provision of Business Consultants. Increase it1 
dealer's power as it is considered as a11 
assistance. 

Provision of Technical Literature. Increase i11 
dealer's power as it is considered as a11 
assistance. 

Recommendation of Business Systems. IncreaSE 
in dealer's power as it is considered as a11 
assistance. 

Expertise. Partial increase in dealer's power. 

The next stage in the research process is to study some other 

contractual factors, derived from the dealer agreement and previously 

identified as the main tactics of control, and explore the extent to which 

they influence power relationships between the manufacturers and 

their dealers. 
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CHAPTER 5: ANALYSIS OF THE TRAINING PROVISIONS 
IN THE CAR DISTRIBUTION CHANNEL 

5.1 Introduction 

As mentioned in chapter 2 - section 2.7, the literature review 

complemented by the manufacturers' point of view (obtained from the 

exploratory interviews) indicated the significance of manufacturers' 

general support or assistance in power relationships. Training -

recognised as being a type of assistance - appeared to be identified as a 

tactic of control employed by the manufacturers to dominate the 

channel. Consequently, this chapter will now deal with the training 

provisions by the manufacturers to their dealers. 

The training activity is an area covered in the dealer agreement. It 

therefore corresponds to a legal or contractual aspect of the dealers' 

business operations. However, surprisingly, in most of the agreements 

previously examined, training is mentioned very briefly and almost no 

detail about is  provided. But the whole chapter will reveal that i t  is not 

because this area is covered in a short section that it is unimportant. On 

the contrary, training plays an important role in the manufacturer

dealer relationship and its implications on power possessed by each 

channel member are determining. 

Consequently, the objective of this chapter is to analyse the scope of 

training in the power relationships between the car-makers and their 

dealers, and especially, how it may be used as a means of control over 

the channel by the manufacturer. 

This chapter will cover the following sections: 
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A literature review highlighting the past research and theoretical 

developments regarding training within the franchise system. 

An analysis of the current trends and implications of training 

within the motor industry in the UK. 

An analysis of the current training programmes provided by the 

major car manufacturers to their dealers in the UK. 

5.2 Literature Review 

In a relatively few years, franchising has become a major component of 

the distribution system in the United States and in the UK. It i s  

predicted that, in  the future, the franchising format will attract more 

and more people. But why choosing the franchising route? What are 

the determining elements that push entrepreneurs to operate such a 

business? 

Diaz and Burnick (1969) suggested that "it is apparent that franchisees 

were attracted to franchised businesses because the 'franchise package' 

was recognised as superior to the 'package' that the franchisee as an  

individual could create through his singular efforts." Some researchers 

such as Mendelsohn (1985) and Izreali (1972) provided lists where 

franchising advantages were ranked according to their weight of 

importance perceived by the franchisees. The studies revealed that 

amongst the main reasons that attracted people to be part of a franchise 

network, 'training provisions' had one of the highest ranks. 

Franchisees considered training provided by the franchiser as one of 

the main benefits of the franchise package. 

For many years, training has represented an important element within 

the franchise framework, and even currently, this trend seems to 

accelerate. In most of the franchisers/manufacturers business strategies, 

training emerges as a top priority. Partly because of the increasing 

competition within the channels of distribution, managers are aware 
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that properly qualified staff not only produce quality work but also 

contribute to a more efficient and better run businesses, which 

therefore, increase the competitiveness of the organisations. 

However, it cannot be denied that training has aroused interest of 

certain researchers in the study of power in the channels of 

distribution. In the study of power relationships between 

manufacturers and dealers within the franchise business, training 

seems to play an important role and appears to be a determining 

element in the assessment of power possessed by each channel 

member, and other power-related concepts. Nevertheless, it is 

important to mention that apparently no published research has been 

carried out exclusively on the implications of training in power 

relationships between manufacturers and dealers. Training has always 

been researched as part of the assistance provided by the manufacturer 

to its dealers; the assistance was studied as a whole. Training has never 

been researched as an independent variable. 

Past Research and Theoretical Developments 

Valentine Ridgway (1957) explained why training provided by the 

manufacturer is a crucial support for a dealership in the Motor 

Industry: "Managing a dealership is in itself a highly complex affair 

requiring ability in three areas - sales, service, and general 

management. Each of these is a field requiring extensive knowledge, 

skill, and experience, and it is not be expected that any one person can 

be well qualified in all three. The manufacturers believe that dealers 

are in need of assistance, guidance, training, and education in these 

areas to enable them to function efficiently and effectively, and dealers 

tend to agree." Therefore, most manufacturers offer comprehensive 

programmes covering everything from the products they manufacture 

to general sales, management and marketing. 
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The survival of a franchise organisation hinges on the ability of each of 

its independent owners to manage their business according to one 

prescribed plan, in order to obtain the consistency in quality of product 

and service. That is why almost all franchise contracts require the 

franchiser/ manufacturer to provide a certain amount of training to the 

franchisee/ dealer, and in return, the dealer is expected to attend, on a 

regular basis, these training courses. 

In most studies, training seems never to be researched as an  

independent variable. Usually, a more general attribute of which 

training may be a part is 'assistances' (Hunt and Nevin, 1974; Lusch, 

1976; Lusch, 1977; Etgar, 1976) or 'francltise support' (Stanworth, 1985; 

Anderson and Weitz, 1989) or 'role performances' (Frazier, 1983; 

Frazier and Summers, 1986; Gassenheimer, Sterling and Robicheaux, 

1989) or 'idiosyncratic investmen ts'  (Anderson and Weitz 1992). These 

researchers and some others too have studied the previously stated 

categories, relating them to the concept of power in the channels of 

distribution, and some other power-related concepts such as 

dependency, satisfaction, conflict, commitment, co-operation and 

performance. 

s.2.1 Role Performance/Assistance as a Measure of Dependency 

As already mentioned in chapter 2, several researchers suggested that 

dependency within relationships is shaped by the exchange of 

marketing services. These marketing services may be defined as 

various role performances. In this context, role performance represents 

how well a firm performs its expected role in a channel relationship. 

Gassenheimer, Sterling and Robicheaux (1989) suggested that the level 

of dealer dependency is based on the perceived quality of the 

manufacturer's role performances (marketing services) that support 
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dealer operations, the dealer's available alternatives, and the 
subsequent financial impact that these performance levels have o n  
dealer operations. Consequently, the previously stated researchers 

indicated that these dependency measures represent the foundation for 
the manufacturer's power. For example, a dealer will depend on a 

manufacturer as long as the manufacturer provides a high quality 
service the dealer requires. The need of the dealer combined with the 

unique abilities of the manufacturer provide the basis for the 
manufacturer to influence decisions. 

This concept has been tested within the office systems and furniture 

industry, where twenty-three role performances corresponding to 
twenty-three marketing services provided by manufacturers to dealers 

were assessed. These services were grouped under five dimensions : 
Logistical performance, Boundary personnel performance, 

Product/product support performance, Flexibility and innovative 

performance, and Inventory assistance performance.  

The category 'Product/product support performance' included amongst 

others 'Formal training programmes by manufacturer in the area of 
facility management' and 'Formal sales training programmes by 

manufacturer for dealer sales people' .  The study revealed that 

'Product/product support performance' - a dependency measure 

representing the foundation for manufacture's power - was 

significantly and positively related to the manufacturer's power, 

assuming that this service provided is of high quality. Therefore, based 

on this empirical finding, it may be deduced that management training 

and sales training provided by the manufacturer to the dealers w hen 

perceived as being of high quality, are dependency measures giving the 

manufacturer the ability to influence decisions within the channel . 
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5.2.2 Role Performance/Assistance 
Sources of Power 

as a Measure of Non-Coercive 

Hunt and Nevin (1974) suggested that a surrogate measure of non

coercive sources of power in a franchise channel could be the assistance 

that franchisers provide franchisees. Non-coercive sources of power 

were operationally defined as the helpfulness of the assistance 

provided by the franchiser to the franchisee. Helpfulness of a party is a 

component of Deutsch's facilitating activities (1949), and it includes in  

the same measurement both its importance and its usefulness to the 

franchisee. Other definitions of non-coercive sources have, instead, 

stressed quality of the assistance (Hunt and Nevin, 1974; Lusch, 1976; 

Gassenheimer, Sterling and Robicheaux, 1989). 

When considering first the assistance provided as a measure of non

coercive power sources, integrating the quality concept, it is noticed 

that the combination of these constructs may have a strong impact on  

power relationships. Hunt and Nevin demonstrated that when the 

assistance is of a high quality then: (1) the franchisees establish the 

franchiser as an expert since he has the expertise to provide high 

quality assistance; (2) they establish him as someone with the ability to 

reward because he has developed a high quality assistance; (3) they 

want to identify with him because he generated a high quality franchise 

programme, and finally (4) they expect the franchiser to lead the 

channel as the franchiser's efforts to control the channel are legitimised 

due to the high quality assistance provided (these statements are based 

on four out of five power sources first defined by French and Raven). 

A study carried out by Hunt and Nevin within the fast food restaurant 

area where sixteen types of assistance designed to influence franchisees 

behaviour were used, revealed that when the quality of assistance 

increases, perceived power decreases. This implies that franchisees 

would more willingly yield power when their franchiser's assistance is 
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of a high quality. This concept is a consequence of the above four 

franchisees' perceptions. 

Also, part of the sixteen types of assistance studied, the categories 

'formal training at a central location' and 'on-the-job training' were 

included. The results of the study provided empirical evidence that the 

consequences of exercising power in a channel of distribution depend 

on the sources of power exercised. Franchisers were found to be able to 

increase the franchisees' satisfaction with the channel relationship by 

relying more on non-coercive sources of power such as providing 

higher quality assistance in certain areas. 'On -the-job training' 

appeared to be the fourth main area susceptible of increasing the 

franchisee's satisfaction to the extent that it is of high quality. 

Therefore, assuming that they are satisfied by the training provisions, 

they more willingly relinquish power to the manufacturer. 

Etgar (1976) ended to similar results after having carried out a study 

whose framework was the independent agency system of distribution 

of property and casualty insurance, which included insurers and 

independent insurance agents. In this study, one of the variables used 

to reflect insurers' sources of power was 'provision of training to 

agents', which allows insurers to establish themselves as channel 

experts and to develop legitimacy feelings. The study provided 

empirical evidence that agents who receive more training are expected 

to be satisfied with this benefit. Such agents may accept insurers' 

controls more willingly because they consider them appropriate i n  

view of the insurers' expertise or legitimate position, or because they 

consider them to be a fair exchange for the benefits received. 

The satisfaction concept was also explored by Lusch (1977). Lusch 

empirically investigated the potential determinants of franchisee 

satisfaction, and more particularly within the motor industry. In a 

study on car manufacturer-dealer relationships, Lusch identified 
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sixteen types of assistance/non-coercive power sources representing the 

domain of franchisee satisfaction. Amongst these different items, three 

categories related to training: 'executive training', 'salesmen training' 

and 'mechanic training'. The results showed that amongst the types of 

assistance which appeared to be especially capable of increasing dealer 

satisfaction in the channel of distribution of cars, training programmes 

(ie mechanic and salesmen training) were strongly cited. 

Also Lusch {1976) carried out a similar study within the motor 

industry, but whose objective, this time, was to assess the impact of 

power sources on intra-channel conflict. The same sixteen categories of 

assistance were used. Empirical evidence suggested that the types of 

assistance provided- and more particularly 'mechanic training' which 

revealed to be a significant variable - are effective for reducing the 

frequency of intra-channel conflict. 

Modern research (Wilkinson, 1981; Frazier, Gill and Kale, 1989; Lewis 

and Lambert, 1990; Ong et al, 1990; Ennew, Unusan and Wright, 1993;) 

which studied different channels of distribution, ended up with similar 

results in terms of coercive and non-coercive power sources and their 

impact on satisfaction and conflict. 

5.2.3 Assistance as a Way to Maintain the Channel Relationship 

After having observed that the high quality assistance provided by the 

manufacturer to its dealers is positively related to satisfaction and the 

reduction of intra-channel conflict, it may therefore be deduced that i t  

is also a function of co-operation. 

Frazier and Summers (1986) emphasised the fact that, usually, because 

manufacturers depend on the performance of their dealers, they appear 

to be reluctant to use coercion. Instead, manufacturers often develop 

programmes (eg salesperson training, sales promotion) designed to 

strengthen their dealers and to establish and/or maintain co-operative 
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relationships. Gassenheimer, Sterling and Robicheaux (1989) supported 

this view and also added that the very powerful manufacturers may 

not need to use coercion as they may be able to achieve dealer 

compliance by providing quality marketing services that enables the 

dealer to increase its performance to its customers. 

As mentioned earlier in the section, assistance may be associated with 

the category called 'idiosyncratic investments' (for an explanation of 

idiosyncratic investments, cf. Williamson, 1985). Anderson and Wei tz 

(1992) suggested that by making idiosyncratic investments in a 

relationship, a channel member creates an incentive to maintain the 

relationship. An example of idiosyncratic investments in channel 

relationships they pointed out is training. For example, a manufacturer 

that trains the salespeople of a dealer to sell its specific products may 

have to make additional retraining investments if the relationship 

ends. Thus engaging in opportunistic behaviour and risking the 

dissolution of the relationship is contrary to the self-interest of a 

channel member that has made idiosyncratic investments. 

Consequently, these investments can convert a competitive 

relationship into a co-operative relationship. 

The concept of commitment/ co-operation related to power sources i n  

the channels of distribution has also been highlighted by Sibley and 

Michie (1982), this based on a survey whose setting was the farm 

implement industry. Empirical evidence suggested that the greater the 

franchiser's non-coercive sources of power over the franchisee, the 

greater the co-operation of the franchiser as perceived by the franchisee. 

Four variables were found to explain co-operation. One of them was 

'dealer training support'. Dealer training support appeared to be 

significant in explaining the variation in co-operation. 

Finally, it is possible to end up this sub-section by indicating that most 

of the literature which has been done on commitment and co-
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operation linked with non-coercive power sources/  assistance stressed 

the fact that providing back-up support, such as training, promotional 

materials, technical advice ... etc., is an important way for manufacturers 

to influence downstream members. Lack of such support is a common 

complaint among channel members, leading to resentment and poor 

relationships. On the other hand, manufacturers which support the 

downstream members of the channel are rewarded with better 

relationships. 

5.2.4 Conclusions 

The objective of the literature review was to explore the implications 

and perceptions of training in the power relationships between 

manufacturers and dealers in the channels of distribution, and more 

particularly with the emphasis placed on the franchise system. 

It was observed that, in the behavioural literature, training has always 

been researched as part of the 'franchise support' or 'assistance', but 

rarely exclusively as an independent variable. 

After having researched the usual types of assistance provided by the 

manufacturer/ franchiser to the dealers/ franchisees, and then 

'dissected' them in order to evaluate the scope of training in the study 

of power, the following findings were deduced: 

Empirical evidence suggested the notion that training is perceived 

to be one of the main benefits of the franchise package. And it is 

greatly appreciated by the franchisees as long as it is of high 

quality. To the extent that it is of high quality and that it  

represents a need to the dealer, training appears to be a 

dependency measure, enabling the manufacturer to influence 

decisions within the channel and confirming the dealer's 

subordinacy in terms of expertise. 
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Empirical research highlighted the fact that training may be 

considered as a measure of non-coercive sources of power 

possessed by the manufacturer (ie, ability to provide high quality 

assistance), enabling to generate the satisfaction of the dealer 

(when training is of high quality), and therefore enhancing the 

manufacturer's ability to control the channel. 

High quality training also appeared to be a significant variable for 

reducing the frequency of intra-channel conflict. 

Finally, the literature pointed out that training may be a function 

of co-operation and a determining factor for maintaining better 

relationships between the channel members. 

It is important to mention that the categories of training included i n  

the studies of the relevant researchers mainly comprised management 

training, sales training and technical training. It appears to the 

researcher that this list seems to be limited and not representative 

enough of the current coverage of the training areas of the 

manufacturers. For instance, financial training, information 

technology training, and even product training are not or rarely 

mentioned, especially in the studies carried out in the 70's (in the case 

of IT training, it is obvious, as this area was not as develop as it is 

now.). Regarding the studies relating to the motor industry, 'parts 

training' and 'service training', at no point, are researched. Therefore, a 

great deal of information is missing due to the following reasons: 

The development of new technologies and the improvement of 

certain processes in every industry since the '70's. 

The training activity has not really been explored as it did not 

seem to be as important as other factors in the business strategies 

of the organisations until the 'BO's. 
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In the case of training within the motor industry: 

The extreme vehicle/technical orientation prevalent throughout 

the motor industry; other training areas receive less time and 

fewer company employees. 

The employment of independent trainers to carry out a higher 

proportion of companies' training than before. This means that 

systematic research of training variables 1s more difficult, 

requiring a higher number of respondents. 

In the economic stringency of recent years the number of training 

employ�es, in the motor industry, has been severely cut. There are 

actually fewer people with both a strong interest in training 

research and a position from which to conduct it. 

Indeed, these findings reinforce the fact that some research needs to be 

done concerning the training activity. This 'dark' area deserves to be 

more explored and updated as, currently it is growing day after day 

within the policies of the distribution channels due to a perpetual 

desire to be the most effective, the most competitive, in brief, to be the 

best. Most managers think that training is, partly, an answer for 

achieving the success of both manufacturer and dealers. 

The car industry, whose distribution system is based on a franchised 

dealer network, turns out to be a good example to use in this area of 

research as all the car makers established in the UK have in their 

possession a full set of comprehensive training courses intended to 

develop their dealers. Exploratory interviews with the major car 

manufacturers showed that currently training emerges as a top priority 

in this industry. This is proven by the fact that most of them, recently, 

have redesigned their training programme so that it might be 

completely adapted to the needs of the dealers. 
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Thus, the objective of the next section is to analyse the training activity 

within the motor industry and its implications in the power 
relationships between the car makers and their dealers. 

5.3 Training Activity Within the Motor Industry: Current 
Trends and their Implications in Power Relationships 
Between Manufacturers and Dealers 

5.3.1 Training; An Arena for Competi tion Between Manufacturers 

In the motor industry, training is not a 'rainy day event' - it is a 

scheduled activity. The main cause which supports this irrefutable fact 
is the current business climate. Currently, the industry may be 
described as highly competitive due in part to its life cycle situation (the 

motor industry is a mature market), in part to a sales squeeze in a 

recession, and in part to the growth in the UK of manufacture by 
overseas competitors, especially Japanese companies. The smallest 

advantage in such a market can show a significant result in terms of 
market share and profitability. Therefore, improved performance v i a  

training i s  regarded a s  crucial by  all manufacturers. 

Ongoing training corresponding to a scheduled plan and development 
of dealers is undeniably the key ingredient in growing the companies 

and giving them a clear competitive edge. Thus, the manufacturers 

have been busy during the worst of the recession in launching a 

their performance. 

5.3.2 Training as a Means of Dealership Control 

Training may be regarded as a means of control of the dealership and 

number of major programmes, backed by substantial resources and 
funds, which allowed them to research, implement and then control 

the development of their dealers better than ever before . Control of 

dealers' development turns out to be necessary in order to s trengthen 
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consequently, the dealer network in several ways: 

Firstly, on one hand, because in the modern motor vehicle the 

application of new technology has risen sharply in recent years -

creating more complex and more sophisticated vehicles, more 

specialised training is needed by the dealers. On the other hand, as 

it is the manufacturer which has created the vehicles, it has partly 

in its possession all the expertise required to fulfil the need of 

training of the dealers. This implies that the dealers are highly 

dependent on the manufacturer in terms of training courses. 

Therefore, the training needs of dealers combined with the 

expertise of the manufacturer in this area provide the basis for the 

manufacturer to influence and control the dealers. Also, the 

dealers accept more willingly the manufacturer's control of their 

business operations as they see it as an expert. 

Secondly, with the introduction of National Standards for 

training at all levels wi thin the business, manufacturers have 

recently designed comprehensive training programmes that 

match more precisely the training need with performance in the 

workplace . Well-structured training programmes adapted to the 

needs of the dealers generate an increase in staff motivation, a 

greater pride in their work, and an increased understanding of 

new technology. Therefore, as the dealers are satisfied with the 

training availab le to them, they relinquish more willingly power 

to the manufacturer. 

Thirdly, the training courses provided, because of their contents, 

tend to standardise dealer behaviour into the manufacturer's 

preferred pattern. The manufacturer trains the dealer about the 

areas which are the most relevant for the smooth running of the 

business and which enable the dealer to maximise profits, and so 

to generate a bigger income for the manufacturer. As the dealers 
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learn exactly the areas the manufacturer wants, that makes the 

manufacturer's control over the dealer's operations easier. And 

because all the dealers receive the same training - implying a 

standardisation of dealers' knowledge - the manufacturer is 

therefore able to control and influence the operations of the entire 

network. 

5.3.3 Training Budget for Dealer Staff 

The major car manufacturers devote big budgets for training 

provisions to the dealer network. However, spending so much money 

represents an important sacrifice to them and sometimes, within the 

industry, it is not rare to notice a feeling of reluctance regarding the 

training activity. It is easy to understand why managers attempting to 

pull their business through a recession may be reluctant at the idea of 

training. It costs, and cash is in short supply. 

Therefore, for a company to spend its own training budget on staff of 

other companies requires a deliberate commercial decision. Financial 

sacrifice has to be justified in commercial terms. It is suggested that this 

justification lies directly in enhanced dealer control, which may be 

perceived as a fair exchange for the benefit received (training is 

considered as a type of assistance intended to help and strengthen the 

dealers), and indirectly in greater profits derived from improved 

performances influenced by that control. 

5.3.4 Training as a Reflection of Incomplete Manufacturer's Control of 
the Manufacturer's Own Marketing-Mix 

In the previous chapter, the analysis of the dealer agreements showed 

that the car manufacturers exert a tight control over most of the 

marketing decisions of the dealers. However, in the motor industry, 

because the manufacturer cannot deal directly with the customer - the 
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selling process is accomplished through an intermediary, the 

manufacturer's control over certain elements of the marketing-mix is 

restricted. The manufacturer looses control over: 

pricing: although the manufacturer communicates to the dealer a 

Recommended Retail Price, the dealer is free to set its own retail 

price (provided, of course, it does not exceed the RRP). 

advertising: the manufacturer, by providing sample 

advertisements and artwork, tends to control the form and 

content of the local advertisements; nevertheless, to a certain 

extent, the dealer remains quite free as to the quantity and 

regularity of advertising. Some dealers design their own 

advertisements. 

selling: from beginning to end, the selling process is in the dealer's 

hands. 

customer aftersales: here again, the aftersales process, namely 

servicing and parts selling, is substantially under dealer's control. 

Consequently, training is viewed as an attempt to off-set the loss of 

control which must, to some extent, occur in a distribution system 

which places such an extensive range of marketing decisions in the 

hands of the middleman. 

The training schemes offered by the manufacturer present to the dealer 

an opportunity to improve dealer performance economically. By 

accepting training assistance, however, the dealers actually constrict 

their own autonomy. Their ability to individually set marketing 

variables is continuously eroded because their staff are trained to act 

according to manufacturer's preferences, not those of the Dealer 

Principal. 
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5.3.5 Shrinkage Due to Recession 

Because of the recession, the oldest established UK manufacturers have 
been forced to reduce their own training department staff. Compared to 
ten years ago, the training departments have fewer employees. As 
mentioned previously, in recession training is seen as an overhead not 
an investment, and it is subject to a close cost scrutiny. The 
effectiveness of current training is therefore a major issue. As the 
majority of manufacturers have invested heavily in modern training 
venues, specialist equipment, and specialist trainers, they subsequently 
expect an increase in the performance of their dealers . 

5.3.6 External Trainers 

The shrinkage of manufacturers' training departments created a 
subsequent need for externally provided training services, and also i n  
the first instance, created a pool of people seeking such work. As a 
result, hundreds of privately held training organisations have emerged 
creating a largely fragmented industry. The manufacturers use these 
organisations, and also sometimes the lecturers of certain colleges, 
mainly in the areas of sales and management. As opposed to that, 
around 90% of technical training is being handled by the 
manufacturers' trainers; the remaining 10% being satisfied by the 

growth of provision from traditional expert organisations such as the 
AA, RAC, REMIT and many others. 

The emergence and establishment of such organisations in the motor 
industry, and the subsequent reliance of the manufacturers on their 
expertise consequently leads to a new pattern in the manufacturers' 
power, namely a reduction of their power in favour of the outside 
consultants. It is assumed that this loss of manufacturers' power, in a 
sense, enhances the power of the dealers, as training provided by 
people other than the manufacturer's ones may be less manufacturer-
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oriented. 

5.3.7 Dealer's Own Training 

As a result of the previously stated points, it may be deduced that the 

balance of power is mainly weighted in favour of the manufacturer 

through the training provisions. The researcher suggests that if the 

dealers wish to maximise their own power vis-a-vis the manufacturer, 

one way to promote this aim would be to conduct their own dealer

based training as an alternative to manufacturer-based training. 

However, there are at least two disadvantages to this approach: 

Costs are likely to be higher than for the manufacturer's 

subsidised training, especially because dealers would have to 

invest in specialist equipment, trainers, and training venue ( ie 

building class rooms, extending workshops). This disadvantage 

would be minimised if the dealer had a requirement based o n  

large numbers of trainees which, at least, would enable it to absorb 

its overheads. 

A lack of expertise in training is an important issue if a dealer has 

not so far designed or delivered dealer-based programmes. This 

disadvantage would be reduced if the dealer was part of an 

organisation containing experienced trainers. Such an 

organisation could be a dealership chain or  a well-resourced 

holding company. 

Both of these disadvantages point to the successful establishment o f  

dealer-based training in the major dealer chains. Sizeable dealer groups 

are most able to exploit the large and growing pool of motor vehicle 

retailer training expertise, which exists independently of the car 

makers. 
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5.3.8 Dealer Training • Competition Versus Co-operation 

It might be expected that, given the levels of competition between 

manufacturers in a mature market during a recession, the scope for co

operation would be limited. In fact, dealer trainers meet regularly as 

members of a group, Motor Manufacturers Training Group in which 

training issues are discussed in considerable detail. Most of the larger 

manufacturers' dealer trainers are therefore fully aware of the policies 

and programmes of their competitors. They are on first-name terms 

with their counterparts. On many issues (an example is the 

introduction of NVQ qualifications), they make collective decisions. 

Their training programmes' inter-compatibility is an important aspect 

of personnel management in a dealership system which features 

relocation of employees between dealers as individuals change jobs to 

seek promotions or wage/condition improvements. 

The effect of this mutual awareness on the power balance between 

dealer and manufacturer is, in part, to remove it from the calculus of 

motivations which might influence a dealer to switch suppliers. By 

tending to commonise dealer training, the Motor Manufacturers 

Training Group ensures that dealers' perception of manufacturers' 

differential desirability is focused on non-teaching variables. 

It is of value to point out that, in training more than most areas of 

activity, personal relationships are established between trainer and 

trainee and tend to bind the two in social terms. This would again tend 

to reduce supplier-switching and would heighten the effect of the 

trainers' co-operation. It is useful to reflect that two types of social 

relationship, that of trainer to trainer and that of trainer to dealer 

employee, are likely to extend the duration of the average dealer

supplier relationship. These social factors are possibly useful areas for 

future research. 
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After having reviewed the current trends of training and their 

consequences on power relationships between the car manufacturers 

and the dealers, the next section will focus on a certain number of 

training programmes offered by the major car suppliers established i n  

the UK. 

5.4 Analysis of the Current Training Programmes Offered by 
the Major Car Manufacturers 

5.4.1 Methodology 

The analysis is based on a sample of eleven 1993 training programmes 

acquired during interviews with eleven car makers established in the 

UK. Each programme fully describes the contents of the courses 

provided, their duration, fee and venue. 

An analysis of these programmes, following a quantitative approach, 

has been carried out using the following procedure: 

the examination of the training programmes uses the original 

titles of the courses as a basis. 

the numerical analysis is based on six tables corresponding to 

eight areas of training covered by most of the car manufacturers 

(see appendix 3): 

• Management and sales management; 

• Sales techniques; 

• Product knowledge; 

• Administration and systems; 

• Financial management; 

• Service management; 

• Parts management; and 

• Technical training. 
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Each table comprises the training courses provided by each 

manufacturer in a specific area of the dealership operations. The 

table gives a numerical indication. The table outlines the 

similarity existing between the courses and also indicates at the 

end, by using a dot, the courses which are unique. Every course 

title emphasises, in brackets, its duration. 

5.4.2 Analysis 

The last paragraph of the previous section emphasised the existing co

operation between the car suppliers in terms of training. Because 

training managers, within the framework of the Motor Manufacturers 

Training Group, meet on a regular basis (three/four times a year), and 

so exchange information regarding their training activities, the 

training programmes set up for the dealers are very similar (NB: this 

applies to high-turnover manufacturers but not to specialists). When 

they are examined closely, it is observed that their similarity lies in  

terms of areas covered and their contents, particularly in the case of 

management, marketing and sales courses. This may be explained by 

the fact that the prospecting and sales techniques used, as well as 

management skills are almost identical within the whole industry. 

However, some apparent discrepancies exist in so far as (1) the 

programmes are not structured in the same way (for example, a 

particular course is part of 'General management training' for one 

manufacturer, while for another one, it is part of 'Marketing training'); 

(2) they do not necessarily use the same course titles/headings; (3) 

sometimes the subjects covered are slightly different, particularly, in 

the case of technical training - this is due to the different technologies 

used by each manufacturer; and finally (4) the training fees, the 

minimum days of attendance required and the duration of the courses 

are heterogeneous. Concerning the fees, each manufacturer has its own 

policy. Either all the courses are free, or just some of them are free, or 
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the dealer has to pay for all of them. It is suggested that this diversity 

may be explained by the following pressures on the manufacturers' 

training managers: 

1 Budget pressure which differs according to the financial situation 

of each manufacturer; 

2 Pressure from the existing participation rate; 

3 Pressures caused by the Company policy in relation to outlet 

numbers. For instance, some companies are currently attempting 

to extend the number of dealers in the network. Because the new 

entrants have less experience than the established ones, more 

training is required. Furthermore, the provision of training 

services to the dealers can be viewed as a consequence of the need 

for manufacturers to provide an incentive for dealers to jo in  

them. 

4 Pressures due to competition from other manufacturers. The 

dealers are aware of the training (and financial terms) offered by 

other manufacturers. Any manufacturer offering drastically 

inferior terms is contributing to the dealers' total of negative 

feelings about the manufacturer, tending to increase dealer power 

due to the dealer's greater propensity to switch suppliers. 

5 Pressures from peer dealer trainers, due to the high level of 

liaison between the different manufacturers' dealer trainer 

employees via the Motor Manufacturers Training Group. There is 

likely to be a tendency for individual managers to 'borrow' 

perceived best practice from other successful trainers; in the long

term, this could lead to uniformity in charging. Against this, 

however, it should be said that there are several different 

successful models. 

Consequently, 1, 2, and 3 explain the diversity in the training fees 

whereas 4 and 5 are in conflict with them because they lead to 

conformity. 
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Examples of Training Fees of Five Manufacturers 

Example 1 :  an annual fee of £180 per enrolled member of dealership 

staff, which covers all training courses undertaken during the year. 

There is no limit to the amount of training an individual may 

participate in. 

Example 2: Technical training courses: £75 per day, whereas non

technical training courses are free. 

Example 3: The dealers have not been charged since 1990. 

Example 4: Each dealer is allocated a 'training allowance' in points. All 

the training courses have points values and for each course 

undertaken, the appropriate value in points is deducted from the 

training allowance. 

Technical & Product training 4 points per day 

Sales, Parts & most Management courses 12 points per day 

Financial, Marketing & General Management 15 points per day. 

Example 5: Technical training courses: £48 per day 

Systems & Management (Aftersales): £48 per day 

■ 

Management courses: £330 for 2 days 

As far as the minimum days required of attendance are concerned, 

here also, it extremely varies .  It ranges between 1 .5 and 6.5 days. There 

is no common consent as to the minimum training provision in any 

area of activity; the implication is that either there has been n o  

systematic study of dealers' objective training needs or if such a study 

has been carried out, the manufacturer's final views differ widely. The 

close relationship between dealer trainers implies that the latter is not 

the case; if a company had studied this issue, its findings would become 

widespread. Dealer training managers confirmed that the issue of 

obligatory minimum has not been an agenda item at their collective 

meetings. 
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Before scrutinising the programmes, it is important to mention that 

before sending his staff to the manufacturer's courses, the Dealer 

Principal would normally expect to carry out an evaluation of the 

dealership training needs either on his own or in collaboration with 

his District/Zone Manager, via an annual or 6 month training plan .  

This requirement, established by the majority of the manufacturers 

studied, enables them to make sure that their training courses match 

the dealers' needs, and also it increases their ability to control the 

dealers as they are aware of the dealers' weaknesses. It also allows the 

dealers to choose the courses appropriate to their needs. 

Training Areas 

Most of the manufacturers' training programmes include the following 

areas: 

- Management and sales management; 

- Sales techniques; 

- Financial management; 

- Product knowledge; 

- Administration and systems; 

- Service management; 

- Parts management; and 

- Technical training. 

Management and Sales Management 

Concerning management and sales management training, the courses 

of the majority of the manufacturers mainly cover the following 

subjects: management skills, the management and marketing of the 

sales department, sales management, general management, used car 

management, fleet sales management, and employment and consumer 

law. 
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When looking closely at the contents of the courses, it may be observed 

that they fully cover every aspect of general and sales management of 

the dealership, and they are structured in a comprehensive way. All are 

intended for the Dealer Principal and his general and departmental 

managers, and more particularly the sales managers. 

The duration of the courses is between 1 and 5 days. However, 

although these courses are quite similar in their contents, it is possible 

to notice that for a particular course, its length differs from one 

manufacturer to another one. This means that all the suppliers do not 

attach the same importance to certain subjects (ie 'Marketing the Sales 

Department' for one manufacturer: 3 days, while for another one: 2 

days), due possibly to their perception of management as being a 

secondary training area compared to some other ones, and/ or due to a 

restricted management training budget. 

These assumptions may also apply to another finding. All the 

manufacturers do not offer the same number of management and sales 

mana�ement courses. The most management-oriented ones provide 

their dealers with 23 courses (Company 2) or 19 (Company 5), while the 

least management-oriented ones offer a set of 1 or 2 or 3 courses 

(Companies 3, 7, 8). 

It is noticeable that the higher numbers of management courses occur 

more frequently in the companies with larger market shares. This  

irrefutable imbalance between the car makers examined in  terms of 

management training, in the long-term, may seriously affect the 

subsequent performance of the dealers; the dealer networks which 

received more management training may become more successful 

than the more deprived ones. Therefore, this may have implications 

for the manufacturers' market shares. A possible alternative viewpoint 

is that, where a manufacturer is already particularly successful with an  

upmarket product, the necessity for management/ sales management 

■ 
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training is somewhat less pressing than in other less successful 

organisations. This would explain the table which shows only one 

management course for manufacturer 7, which is highly successful 

with a perception of premium quality. 

Sales Techniques 

When considering sales techniques training, the table shows that the 

main subjects covered in the programmes refer to prospecting, sales 

and negotiating skills, Finance and Insurance selling, fleet and Light 

Commercial Vehicle (LCV) sales, selling to businesses, and used car 

selling. All the courses are designed for new and experienced sales staff. 

When analysed, these specific courses reflect exactly the same findings 

than the ones regarding management training: 

the duration of the courses is usually between 1 and 5 days, apart 

from manufacturer 2 whose one of its courses lasts 10 days. 

there is a high level of similarity between the manufacturers' 

courses. 

However, here again, some discrepancies are noticed in terms of 

duration for a same course offered by several suppliers (for instance, 

'prospecting skills' for Companies 3 and 7: 1 day, while for Company 5: 

two courses, 5 days + 1 day), and in terms of number of courses 

provided by each (Companies 5 and 1 have in their possession a full set 

of 19 and 14 courses, whereas Companies 4, 7 and 11 have only set up 3 

courses). 

What is interesting to note is that the manufacturers which do not 

offer many management courses (Companies 3, 7, 8 and 9) are not high 

providers of sales training as well. The ones which are management

oriented, consequently, have the same attitude towards sales training. 

Therefore, the consequences and assumptions previously considered 
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regarding management training can also apply in the case of sales 

training. 

Financial Management 

The financial management courses, mainly addressed to general 

managers and accountants of the dealership, emphasise the ways to 

improve profit and performance, how to use management 

information (eg the composite) and how to plan for growth. 

In terms of duration, these courses only last between 1 and 3 days. 

However, unlike the previously examined ones, here a balance in the 

duration between each similar course may be noticed. When looking at 

this particular table, it is noticeable that the car manufacturers' training 

programmes are quite poor quantitatively in the area of 

Financial/Business Management. Each manufacturer has in its 

possession only few courses, the maximum being nine. Even some of 

them do not provide any (Companies 3, 7, and 9). 

An explanation of this attitude would be a simple and clear lack of 

interest of the majority of the car manufacturers in Finance. 

Nevertheless, this assumption seems to be unlikely in so far as it is 

from growth planning, cashflow forecasting and budget planning that 

strategies and tactics are developed. A more plausible alternative 

explanation would be that manufacturers prefer dealing with this issue 

on a 'case-by-case' basis, namely, discussing and/or solving profitability 

matters with each dealer individually, face-to-face with the 

manufacturers '  Business Managers, as opposed to the provisions of 

training courses. 

As the financial situation varies from one dealership to another, it is 

difficult to set up a full standardised financial training programme 

which suits the needs of the entire network. Only a basic knowledge is 
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necessary. The importance of this case-by-case approach is substantiated 

by the existence in all companies' dealer liaison organisations of 

Business Management specialists with a brief to advise Dealer 

Principals. 

Product Knowledge Training 

Product knowledge courses deal mainly with an induction to the 

product range in terms of new cars and LCVs to non-technical staff (ie 

salespeople). Competitor product knowledge is covered as well. 

The relevant table emphasises two major facts: 

the duration of manufacturers' courses is relatively short -

between 1 and 2.5 days; 

just few courses are provided by each manufacturer - the largest 

set being 5. 

It is suggested that the car suppliers do not consider Product knowledge 

training as a top priority as it is intended for non-technical staff. 

Because the fundamental task of the salesforce, by definition, is selling, 

only a basic knowledge is sufficient. This basic knowledge is necessary 

because in a business climate where everyone is competing harder for 

market share, one of the ways to stay ahead is to have dealers which 

fully know manufacturers' products and understand how they work. 

By learning how these products work conceptually, it is easier to 

negotiate with customers, and so achieve the selling process. 

Administration and Systems Training 

These one or two day-courses comprise the learning of Sales 

Administration procedures (including new vehicle distribution and 

ordering) via dealer communication systems. 

Here again, only few courses, and even sometimes none, intended for 
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sales administrators and clerical staff, are provided by manufacturers. 

This may be explained by the following reasons: 

• The company which has most of this training is the most 

successful in gaining recent market share growth, indication of 

professionalism. 

• Administration systems changing rapidly due to Information 

Technology. Training has not yet caught up with rapidly changing 

practice. 

• Professional competencies of dealer manufacturer staff. They are 

not specialised computer experts; the latter tend to be external. 

Therefore, more difficult and costly to arrange training. 

• Administration is not 'front line' nor is it a funds generator. 

Managers' perceptions may be that technical training is absolutely 

necessary for customer satisfaction; sales training is vital for cash 

flow. Administration, however, is less obviously rewarding in a 

financial sense. 

• There is another issue which is not figured specifically for 

discussion in the Motor Manufacturers Training Group and 

which has not been separately tackled by other organisations such 

as REMIF /REMIT. 

Service and Parts Management 

This section deals again with management courses, although this area 

has already been considered. But this time, it is the management of a 

particular aspect, namely, the technical side. Due to its particularity, the 

relevant table highlights a new pattern of manufacturers' behaviour. 

Before describing and explaining this different attitude, the next 

statements give a brief description of these courses. 

The aftersales market may be divided into two broad categories: Service 

191 



and Parts. Therefore, the manufacturers' training curriculum are 

structured according to this dichotomy. Concerning Service 

Management, the courses deal mainly with the following areas: 

warranty administration, the marketing and management of Service 

Department, service reception skills, and managing the bodyshop. As 

far as Parts Management is concerned, most of the manufacturers 

provide their dealers with courses relating to parts interpretation, 

customer care, parts sales techniques, marketing and managing the 

Parts Department, financial management for parts managers, and 

product knowledge for non-technical staff. Both course categories 

together are intended for Service and Parts managers, Service and Parts 

personnel, and receptionists. The courses' durations are between one 

and four days. 

When closely looking at the table, it is possible to observe that for the 

majority of the suppliers studied, the provision of Parts Management 

training is higher than the one of Service Management training. A 

likely explanation could be that, currently, because of the increasing 

reliability of the cars, people keep the same car longer than ever before 

(eight years in average). Therefore, this trend has caused an apparent 

decline in the new car market, and alternatively has boosted the parts 

market. Because the Parts Department is recognised to be a profit 

centre, manufacturers attach more and more importance to it. This 

attitude is reflected by the high number of parts courses included i n  

manufacturers' training programmes. 

Additionally, in a general way, compared to General Management and 

Sales Management training, manufacturers provide more Service and 

Parts Management courses. They seem to place more emphasis i n  

favour of Aftersales Management. One of the reasons explaining this 

behaviour is that, since the beginning of the 1990's, the aftersales 

activity is becoming less and less attractive due to the decreased new car 

sales combined with the increasing quality and reliability of today's cars 

■ 
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generating less aftermarket income. In addition, the dealers' servicing 

operations are threatened by High Street specialists and non-franchised 

garages, and the dealers' parts business by cash and carry outlets and 

new retailers such as B & Q. Thus, in order to improve dealers' 

performance, to strengthen their competitiveness, and to find 

solutions to tackle the above problems, the major car manufacturers 

have set up full training courses covering in-depth every aspect of the 

dealership's aftersales management activity. 

Technical Training 

In terms of technical courses, the majority of the manufacturers mainly 

trains the dealerships' technicians with the following subjects: Petrol 

and Diesel engines, ABS systems, Transmission systems, the Theory of 

electricity, Engine Management, Ignition and carburation, and Steering 

and suspension. 

The analysis of the appropriate table shows a new trend. The similarity 

of the courses between the manufacturers is more homogeneous i n  

this area than in the other training subjects previously examined. This 

finding particularly applies to the courses regarding the b..a.sk 

technology employed {eg Engine Management, Theory of electricity, 

Transmission systems, and Engine systems), which is identical w ithin 

the whole industry. However, some disparities in certain subjects 

covered may be observed as all the manufacturers do not use the same 

engineering techniques concerning certain aspects of the car's 

designing, and also their sources of supply may differ {eg Lucas versus 

Bosch for fuel injection). The duration of the courses is between one 

and five days. 

What is important to highlight is that, for one specific subject, certain 

manufacturers have a larger set of courses than the other car makers. 

193 



For example, in the case of Petrol and Diesel engines, Manufacturer 9 

offers six courses, while Manufacturer 3 has only one. The same 

situation applies to Transmissions Systems. Manufacturer 5 has five 

courses, whereas manufacturer 2 has just one course. It is suggested 

that the higher numbers of technical courses occur more frequently i n  

the companies with larger market shares and, in addition, whose 

reputation is established on the high quality and reliability of their 

products. The companies which, apparently, are less technical training

oriented are the Japanese manufacturers. 

In addition, in broad terms, the discrepancies between manufacturers 

previously found in terms of numbers of courses proposed by each are 

not as obvious in this area. It is noticeable that the quantity of technical 

courses offered by all the participants is more homogeneous, and also 

the manufacturers which did not really emphasised the other training 

areas, have a higher number of technical courses. 

Finally, when adding the number of Management & Sales 

Management courses with Sales Techniques courses provided by each 

manufacturer (main areas of Commercial training which are the most 

emphasised by the car makers), and the same is done for Service & 

Parts Management courses and Technical courses, it is possible to note 

that almost all tlte manufacturers studied provide tlteir dealers w i tJi 

more Aftersales and Tecltn ical courses titan Commercial cou rses (apart 

from Company 1 where both sides are balanced and Company 10 

where the researcher is unable to check that finding as she has not i n  

her possession its technical training programme). 

Consequently, based on observation and quantitative results, it is 

suggested that car manufacturers attach more importance to Aftersales 

and Technical training than Commercial training. Commercial 

training seems to be considered as a secondary training area. The causes 

of this imbalance lie in the following facts: 
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In the modern motor vehicle, the application of new technology 

has risen sharply in recent years. Maintaining and repairing such 

a product requires better and more specialised trained technicians. 

New technology plays a central role in this industry because, i n  

order to obtain a clear competitive edge, manufacturers have to 

improve more and more their engineering techniques. 

The importance of safety obliges a rigid adherence to standards i n  

technical matters. Therefore, technicians need to be adequately 

trained to follow these rules. 

The increasing threat from the non-franchised/ independent 

garages and High Street specialists urges the manufacturers to 

establish a network comprising adequately trained technicians, 

and Service & Parts managers and other staff. 

Because the Parts Department is currently recognised as a profit 

centre, in order to maintain and even improve its performance, 

more Parts Management courses need to be run. 

Technical training quality carries instant rewards in terms of 

greater customer satisfaction. 

The motor industry as a whole is technically oriented as a matter 

of culture, even in non-technical departments. 

The idea of formal qualification/ certification is more deeply 

rooted in technical training than in commercial; all levels of 

service employee readily accept, and aspire to, better personal 

certification. This tendency might be strengthened by the more 

rapid acceptance of nationally-based NVQs in technical 

disciplines. 

Therefore, as in the manufacturers' eyes technical training 

predominates, this leads to assume that they want to tightly control 

this area. One of the means of control is the use of their own trainers, 

which ensures that the dealers will act according to their preferences, 

not these of the Dealer Principal, and thus enhances manufacturers '  

power. Another means for control is  making technical training 
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compulsory. Most of the manufacturers insist significantly on that 

requirement, whereas more freedom is given to the dealers in terms of 

Management and Sales courses attendance. This compulsory aspect 

increases manufacturers' power. 

An incentive aspect of heightened control, rather than the a bove 

coercive control, is the manufacturer's subsidy which, again, tends to 

reduce the number of service employees free from their influence. 

Indirectly, manufacturers seek to influence the training enviro nment 

by participation in the development of new training schemes 

(especially prominent in the technical NVQs) .  

The Motor Manufacturers Training Group can be regarded as a mea ns 

of enhancing the manufacturers' training influence by presenting a 

combined view to all other interested parties. Their collective control, 

as well as individual control,  is important in the development of the 

training environment. 

External Training Providers 

As a result of the manufacturers' high interest in technical training, 

around 90% of it (estimated by manufacturers dealer training 

managers ) is being handled by manufacturers' own trainers. However, 

as mentioned earlier in the second section, due to the shrinkage of 

manufacturers' training departments, a subsequent need for externally 

provided training services has been generated. Hence, the remaining 

10% is being satisfied by traditional expert organisations such as the 

AA, REMIT, RAC and many others. 

The Automobile Association (the AA) 

The AA supplies technical training to the major car manufacturers 
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(Peugeot, Vauxhall, Mazda and others) .  Their involvement in theses 

companies is quite high. For instance, for certain companies, the AA 

instructors are primarily manufacturer-based (eg Vauxhall). 

The technical courses mainly cover Electrics, Fuel injection, Vehicle 

emissions, Braking and ABS systems and Wheel alignment. Apart 

from the technical courses, training can also be provided on  

management such a s  Customer care, People skills, Leadership skills, 

Effective decision-making and Personal computer familiarisation. Over 

3500 staff undergo training at their National Training Centre at 

Widmerpool Hall each year. The courses are endorsed and accredited 

by the IMI and BTEC. 

REMIT 

Retail Motor Industry Training, a division of the Retail Motor Institute 

(RMI) is an active provider of training. REMIT offers a range of courses 

in both technical and managerial areas, with however an emphasis 

placed on the technical side. It makes instructors available to several 

manufacturers, and more particularly to Ford. Its courses are designed 

to appeal to a broad base, and are provided at several venues around 

England. 

All of the technical courses last two days, and consist of Vehicle 

electrics, Introduction to fuel injection, Engine management, 

Programmed ignition, Braking and ABS systems. The management 

courses usually last one day and cover mainly the following areas: 

Supervisory management, Customer care workshop, Make that sale, 

Health and Safety for garages, and Motor trade law. 

REMIT has joined forces with a number of other organisations in the 

field of retail motor industry training to form Motortrain Ltd, which 

can provide 500 training staff in sixteen regional centres in England 
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and Scotland. 

Further organisations involved in providing training include the 

VBRA, RAC, Thatcham, and many smaller ones. 

In addition, as a result of the shrinkage of manufacturers' training 

departments coupled with a lesser interest, most of the management 

and sales courses are handled by outside consultants, such as, for 

instance, MITAC (Nissan and Honda), PE International (Ford) and 

many others which offer a wide range of General management, Sales, 

and Business management courses. 

Consequently, the establishment and recognised expertise of such 

organisations in the motor industry combined with the subsequent 

reliance of the manufacturers on this expertise, leads to suggest that 

this pattern generates a decrease in manufacturers' power in favour of 

the external training providers. This loss of manufacturers' power 

consequently increases the power of the dealers, as training provided by 

people other than the manufacturers' ones may be less manufacturer

oriented. However, manufacturers are aware that by using outside 

training consultants, the dealers act less according to their preferences. 

So, in order to match this loss of power, they collaborate regularly with 

the same consultants so that the latter may fully know and understand 

the products, and acquire the 'manufacturer's culture' which will be 

transmitted to the dealers. 

The 'NVO Phenomenon' 

The institutional context for training in the UK automotive sector is 

undergoing considerable change at present. The framework for 

training; the nature and role of the organisations involved, and the 

nature of the qualification system are all changing. One of the factors 

contributing to that current change is what could be called the 'N VQ 
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phenomenon ' .  

The UK has established a system of National Vocational Qualifications 

(NVQs) which are a range of qualifications designed in close co

operation with an industry. They are not just for the motor trade, but 

affect all industries. They have certain key features: 

a format shared with other industries; 

an emphasis on the real needs of the industry and the 

competencies at the workplace; 

devolved assessment systems which are biased towards the 

assessment of competence expected in the workplace; 

certification systems which are independent of formal and fixed 

periods of learning; recognise previously acquired learning; 

accreditation which is within a cross-industry national 

framework. 

Strictly speaking, NVQs are not about training, they are concerned with 

the achievement of accepted standards by assessment. However, it is a 

training issue because NVQs emphasise the practical competence of 

employees, and thus represent a very definite move away from 

theoretical work and written exams. NVQs are work-related 

qualifications which have been developed to meet national standards 

set by leading industry organisations. In the motor industry, the 

standards have been set by the Motor Industry Training Standard 

Council (MITSC); leadership previously undertaken by the RTITB). 

NVQs are awarded by five main bodies: City & Guilds, The Institute of 

the Motor Industry (IMI), RTITB Services Ltd., BTEC, and SCOTVEC. 

The NVQ approach is seen as giving five levels of qualification, from 

level 1 (apprentice) to levels 4 and 5 (qualifications for supervisors and 

management). The ,ultimate intention is that qualifications will be 

compatible or comparable. That is, a person trained to NVQ level 2 o n  
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Bosch electronic ignition systems will be equivalent to one trained to 

level 2 on GM parts and sales. However, it is important to mention 

that the car manufacturers' training programmes do not fully meet yet 

the national standards. They are still working on them. 

In the study of power relationships, NVQs have a strong influence. 

Because NVQs provide compatibility of qualifications from disparate 

sources, organisations and subjects, this implies that supplier-switching 

will be made easier from the dealers' side, and consequently dealers' 

power will increase significantly, giving them stronger bargaining and 

negotiating abilities vis-a-vis their manufacturer. 

However, it cannot be denied that NVQs do not arouse the interest of 

every car manufacturer. Some of them, and only few, believe that the 

standards set by MITSC are not the right ones (Ford has openly 

expressed grave concerns about the standards of NVQ), and thus, this 

inadequacy of standards would lead to a lowering of training quality. 

As a result, certain companies have not designed their training 

programmes with only NVQ in mind, preferring accrediting the 

dealers with their own qualifications. Besides the quality matters, this 

attitude may respond to a desire to reduce dealers' ability to switch to 

another franchise, and hence to keep a tight control on them. 

Joint Certification Agreement 

Another factor which seems to play an important role within the 

motor industry, and subsequently in the manufacturer-dealer 

relationship is the Joint Certification agreement established by certain 

organisations with the Institute of the Motor Industry (IMI). 

The IMI 

The IMI seeks to represent all vocations and all levels of status in the 
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motor industry. Individuals may apply fore· membership on the basis of 

qualifications and/or experience at one of several levels, and pay an 

annual fee for such membership. There are no corporate members. The 

levels of membership are Student, Affiliate, Associate, Member and 

Fellow. 

The IMI also provide two specialist vocational qualifications: 

Certificated Automotive Engineer; 

Licentiate Automotive Engineer. 

The IMI does not provide training, it validates courses as being of a 

standard to meet their entry requirements. 

Joint Certification Agreement 

Over seventy organisations, groups and colleges have established joint 

certification of their courses with the IMI. When an employee 

completes all the courses in their programme they are considered to be 

eligible for Affiliate or Associate membership of the institute. For 

example, all the courses of Ford Marketing Institute are recognised t,y 

the IMI as part of the Joint Certification agreement. This means that a 

delegate following a specified programme of FMI training and 

completing some additional project and exam work will qualify for IMI 

membership. The emphasis in IMI is on portable qualifications. IMI 

members are encouraged to think in terms of a career path linked t,y 

IMI qualification level. Some of the manufacturers' training 

programmes have been designed in line with the IMI (eg Ford, 

Vauxhall, Peugeot, Citroen, - Nissan will be IMI approved soon). 

It is suggested that, on one hand, the IMI qualification system enables 

the dealers to increase their power, as they may obtain a higher status 

within the industry, and therefore, they are better considered by their 

manufacturers. On the other hand, the IMI qualifications may be 
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considered as a coercive source of manufacturer's power because 

certain companies using this system require the dealers to reach a 

certain level. H they do not achieve it they may be excluded from the 

network. 

5.4.3. Conclusions 

The above analysis of the training programmes currently provided by 

the car manufacturers to the dealers mainly reflected the following 

findings: 

The whole training programmes examined highlighted a high 

level of similarity in terms of areas covered and their contents. 

However, all the manufacturers do not attach the same 

importance to certain subjects; the disparities lie in terms of 

number of courses provided and their duration. 

It is important to recognise the divide between the larger market 

manufacturers which offer a large number of courses in almost all 

the training areas, and the lesser volume and 'upmarket' 

manufacturers whose course sets are less Management and Sales 

techniques-oriented. 

The car manufacturers place more emphasis on Aftersales and 

Technical training than Management and Sales techniques 

training. This attitude is significantly explained by certain 

environmental and technological factors which currently 

characterise the motor industry. Consequently, the technical side, 

as opposed to the commercial side, is tightly controlled by the 

manufacturers, via the use of the manufacturers' own trainers 

and the compulsory aspect of the attendance to these particular 

courses, and so enhancing manufacturers' power. 

Four external factors which directly affect the power of each party 

were found: 
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•routside training consultants; 

• the NVQs system; 

• the IMI qualification system; 

• the Motor Manufacturers Training Group. 

These four factors tend generally to decrease manufacturers' individual 

power over their dealers by standardising the training offered and by 

providing alternative foci of power. 

However, the whole chapter confirmed the dominant position of the 

manufacturer in the channel as training is regarded as a means of 

control over the dealership, and subsequently, over the entire network. 

Although it appears to be very positive at first sight, it is actually an 

area where the manufacturers can really exercise control over the 

dealers. It is a real means of control as the dealers learn what the 

manufacturers really want them to learn, via the use of the 

manufacturers' own trainers. Also, it is an area where manufacturers' 

management culture, their way of thinking, are transmitted directly to 

the dealers, and subsequently influencing dealers' behaviour. _r

Finally, the researcher concludes by indicating that, due to the current 

business climate, dealers have reservations about the cost and 

efficiency of training. Dealers perceive training as a cost and not 

sufficiently as an investment. Training in the 1990's generally requires 

dealer's staff to leave the dealership's premises for one day a week, or 

perhaps a few days every three months or so, and thus they are 

seemingly unproductive whilst still on the payroll. Their absence costs 

money. In the short-term, training only makes sense if it is of high 

quality. However, dealers should consider training as a long-term issue 

because investing in training is one of the means to increase 

productivity and profits. 

■ 
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Also, because most of the manufacturers have cut margins to 10%, they 

give the dealers an opportunity to earn more money by establishing an 

extra 2 or 3% based on reaching targets mainly in  the areas of  volume, 

operating standards, customer satisfaction and training. Because 

manufacturers are aware of the dealers' lack of motivation towards 

training, they try to establish it as an incentive. 

These last statements emphasise a subjacent notion, namely, the 

monitoring of dealers' performance, leading to the allocation or non

allocation of bonuses. As a result, the next chapter will deal with the 

last separate analysis of the main tactics of control by investigating the 

formal dealer assessment procedures and the extent to which they may 

influence the power balance between both channel members. 
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5.4.4 Summary of the findinp 

Training Areas 

Management & 
Sales Management 

N
0
01 

Sales Techniques 

Subjects Covered 

Management skills, 
management and 
marketing of Sales Dpt., 
sales management, general 
management, used car 
management ,  fleet sales 
management, employment 
& consumer law. 

Prospecting, sales and 
negotiating skills , finance 
and insurance selling, fleet 
and LCV sales, selling to 
businesses, and used car 
selling . 

Characteristics of 
Tra ining Areas 

• High level of similarity 
between manufacturers' 
courses.  
• Disparities in the number 
of courses and their 
duration. 
• Large market share 
manufacturers offer a larger 
number of courses than the 
lesser volume & up-market 
manufacturers . 
• Frequent use of external 
trainers .  
• Courses, usually, not 
compulsory. 

• High level of similarity 
between manufacturers' 
courses. 
• Disparities in the number 
of courses and their duration .  
• Large market share 
manufacturers off er a larger 
number of courses than the 
lesser volume & up-market 

Implications on 
Power Relationships 

• Training area where 
manufacturers attach a 
minimal importance to it. 
• Thus, no strict control is 
ach ieved. 
• Consequently, increase in 
dealers' power, which is 
reinforced by the use of 
external trainers, and the 
' non-compulsory' asspect of 
most courses . 

• Training area where 
manufacturers attach a 
minimal importance to it. 
• Thus, no strict control is 
ach ieved. 
• Consequently, increase 
in dealers' power, which is 
reinforced by the use of 
external trainers, and the 

External Factors 
Increasing Dealers '  
Power  

• The use of outside 
training consultants. 

• The NVQs system. 

• The IMI qualification 
system. 

• The Motor Manufactu
rers Training Group. 



Financial Management 

N
0°' Product knowledge 

Admin istration & 
Syste ms 

Enhancing profit and 
performance, how to use 
management information 
and how toplan for growth. 

Induction to product 
range (new cars & LCV) 
to non-technical staff, and 

competitor product 

knowledge. 

Sales administration 
procedures via dealer 
communication systems. 

manufacturers. 
• Frequent use of external 
trainers. 
• Courses, usually , not 
compulsory. 

• Similarity between 
manufacturers' courses in 
terms of number and 
duration. 
• Only few courses are 
provided in this area. 
• Courses, usually , not 
compulsory. 

• Short duration of courses. 
• Only few courses are 
provided in this area. 

• Short duration of courses. 
• Only few courses are 
provided in this area. 

'non-compulsory' aspect of 
most courses. 

• Possible manufacturers' 
lack of interest in this 
particular training area. 
• Alternatively, manufacturers 
pref er dealing with financial 
issues on a case-by-case basis. 
• Thus,  increase in manufacturers' 
power when considering the above 
statement. 
• However, the 'non-compulsory' 
aspect of courses reinforces dealer's 
dominant position. 

• Training area where 
manufacturers attach a 
minimal importance to it because 

it is intended to non-technical staff. 

• Thus, no strict control is 
achieved . 
• Consequently , increase 
in dealers' power. 

• Training area where 
manufacturers attach a 
minimal importance to it because 



Service & Parts 
Ma nagement 

Technical Training 

• Courses, usually, not 
compulsory. 

Management courses • Service management 
regarding the technical courses are more numerous 
side of the business. than Parts management 

courses. 
• Manufacturers provide 
more Service and Parts 
management courses than 
General management and 
Sales management courses. 
• Thus, more emphasis is 
placed on Aftersales mana• 
gement. 
• Courses are usualy 
compulsory, and taught by 
internal trainers. 

Petrol & diesel engines, ABS• High level of similarity 
systems, transmission between manufacturers' 
systems, the theory of courses. 
electricity, engine mana• • Disparities in certain 
gement ,  ignition and subjects covered. 
carburation, and steering • Large market share 
and suspension. manufacturers offer a larger 

number of courses than the 
lesser volume manufacturers. 

it.is. intended to non-tec)'lnical staff. 
• Thus, no strict control is 
achieved. 
• Consequentty, increase 
in dealers' power. 

• Training area where 
manufacturers attach a 
great irTl)Ortance to it. 
• Thus, a tight control is 
achieved by the manufacturers, 
via the use of internal trainers 
and the compulsory aspect of 
courses' attendance. 
• Consequently, manufacturers' 
power is enhanced. 

• Training area where 
manufacturers attach a 
great irTl)Ortance to it. 
• Thus, a tight control is 
achieved by the manufacturers, 
via the use of internal trainers 
and the compulsory aspect of 
courses' attendance. 
• Consequently, manufacturers' 
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• Japanese manufacturers are power is enhanced. 
less technical training-oriented. 
• Thus, a great emphasis is 
placed on technical courses. 
• Courses are usually 
compulsory, and taught by 
internal trainers .  
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CHAPTER 6: ANALYSIS OF THE DEALER ASSESSMENT 
PROCEDURES OPERATED IN THE CAR DISTRIBUTION 
CHANNEL IN THE UK 

6.1 Introduction 

The evaluation of the whole marketing channel is crucial to both 
organisation growth and survival, since the success of the channel is 
largely dependent upon the performance and success of its channel 

members. In the channels of distribution, the monitoring of the 

different business activities of the channel members is usually 
performed by the manufacturer/ supplier on a regular basis. This is 

required to guide the manufacturer in a llocating its resources to those 

business areas that offer most opportunity or are in most need. It 

identifies strengths and weaknesses in the distribution network and 

gives them proper perspective. From that process, the manufacturer 
can therefore correct weaknesses and help the distributors improve 

their performance . 

These statements reflect exactly what con t rol is all about. In  

management theory, Schermerhorn (1993) defines con t rol l ing as  "a 

process of monitoring performance and taking action to ensure desired 

results." Therefore, the dealer/ distributor assessment procedure may 

well be assimilated to a tactic of control employed by the manufacturer 
over its distribution network, which helps maintain compliance wi th 
essential organisational rules and policies, and therefore reinforces the 

dominant position of the manufacturer in the channel . 

This chapter, representing the third separate analysis of the main tactics 

of control adopted in the car industry, comprises two main sections. 

The first one establishes the foundations of the study by reviewing the 
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theories and concepts shaping this research domain. The second one 

investigates how these theoretical foundations are applied, in practice, 

in the car distribution channel. 

6.2 Background to the Study 

In structuring and managing marketing channels, it is imperative that 

some means be established for assessing the performance of the 

channel counterparts with which the manufacturer is linked. 

Unfortunately, as Kumar, Stern, and Achrol (1992) indicated, "little 

scholarly research has addressed performance measurement or 

relevant criteria to use in determining whether the efforts of the 

channel counterparts are productive." Among the studies that have 

been conducted, sales, co-operation, interfirm assistance, asset 

turnover, return on assets and investment, service to customers, profit, 

and market share have all been offered separately or in ad hoe 

combinations as appropriate criteria to assess the performance of the 

channel partners (eg Frazier, 1983; Frazier, Gill and Kale, 1989; Gaski 

and Nevin, 1989; Heide and John, 1988 Noordewier, John, and Nevin, 

1990). "However, the theoretical rationale for the selection of the 

criteria is commonly absent or underdeveloped. Clearly, the use of 

inappropriate measures of performance can lead to inaccurate 

normative conclusions" (Kumar, Stern, and Achrol). 

Consequently, the objectives of this first section is to review 

theoretically the conceptual domain of distributor performance from 

the supplier's perspective; in parallel, to explore the performance 

measures used by the supplier; and then to theoretically derive, i n  

broad terms, the performance incentives offered by the organisations to 

motivate their members. These theoretical perspectives, however, will 

not be paralleled directly with the power relationships issues, as, to the 

researcher's knowledge, no specific study has ever combined and 

examined the areas of assessment and power altogether. Nevertheless, 
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due to the very nature of the rationale itself behind the assessment of 

distributor's performance, the procedures employed may be associated 

to real means of power. Additionally, the literature, indirectly and in a 

subjacent way, implies the notion of 'control' derived from the 

theoretical evaluation of distributor's performance. 

6.2.1 Assessing Marketing Channel Performance 

For marketing channels, performance is usually discussed in two 

different ways: the first adopts a macro or societal perspect ive, and 

relates to how well distribution is performing, from a cost-benefit 

viewpoint, in terms of delivering the kinds of service outputs that the 

population or population sub-segments require. The second adopts a 

purely micro or managerial perspective, where interest here pertains to 

the areas of profitability and costs achieved by each business unit. 

Macro or Societal Perspective 

Regarding this particular perspective, Stern and El-Ansary (1992) 

indicated that performance should be assessed according to three 

dimensions, including effectiveness, equ ity, and efficiency. 

According to the researchers, effectiveness can be defined, as "the 

ability of channels, world-wide, to deliver the service output required 

by end users as cost effectively as possible." While there have been n o 

recent studies conducted, it is safe to say that, in the industrialised parts 

of the world, considerable progress has been made in meeting the 

needs of various segments. They give, however, the example of Japan 

as a notable exception, where the cost of distribution is out of line with 

the service outputs generated, largely because of the persistence of a 

highly fragmented wholesale and retail structure. For the rest of the 

world, including countries of Eastern Europe, Third World countries, 

and even many parts of Latin and South America, "the distribution 
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systems could be labelled as 'ineffective', at best, and as 'outrageously 

antiquated' at worst", due to uncertainty, bribery, non-existent 

information and, to a large extent, the failure of the markets. 

As far as equity is concerned, Stern and El-Ansary defines it as "a 

condition where every member of a country has the same opportunity 

to use and ability to access the marketing channels existing in that 

country." They illustrate this concept by using the United States as an  

example, where the poor suffer severe discrimination, although this 

country has a long history of democracy and a high standard of living. 

A detailed reporte, issued by New York City's Department of Consumer 

Affairs in 1992, showed that prices are highest in impoverished inner

city neighbourhoods, where shoppers pay significantly more but get 

inferior food and poor service. 

The efficiency concept refers to "how cost effectively a society's 

resources are being used to accomplish specific outcomes." The 

question of efficiency is closely tied to the discussion of effectiveness, 

because the outcomes of distribution are the service outputs desired by 

end users. In the industrialised countries, real progress has been made 

at increasing efficiency, mainly as the result of improvements in  

information technology which have generated a large number of  

benefits. With regard to the application of  IT, Japan has made the 

greatest relative strides (given the fragmented nature of its distribution 

system), followed closely by the US and Canada. Western Europe is 

improving rapidly, too, in this respect, but lags the US and Canada. 

Even with this progress, however, "distribution remains a heavily 

labour-intensive activity, and while gains have been made, the 

distributive trades are far behind manufacturing in terms of output per 

work hour, the traditional measure of efficiency." It is arguable that the 

relative inefficiency of the distribution sector is a prime factor in the 

motor industry's decision to sell via separately-owned retail outlets, 
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preferring to concentrate on the more efficient manufacturing sector. 

The ownership decision is the fact which underlies the whole of this 

research programme. 

The conclusion that can be drawn from the definition of the three 

concepts, when applied to the distribution system existing in the 

United Kingdom, is that it is an effective system, which is relatively 

equitable, and whose efficiency is regularly increasing. 

Micro or Managerial Perspective 

From the point of view of an individual company, it is extremely 

important that a periodic assessment be made of the contributions (or 

lack of them) that each of the company's channel members is making 

to the achievement of the company's goals. While this statement 

seems trite because it is so obvious, it may come as a surprise to know 

that there have been very few rigorous efforts to develop performance 

measures for channel members. Most firms seem to rely on the most 

visible financial statistics, such as sales revenues, in determining 

whether a channel member's performance is strong or weak. 

Although research in this area is quite poor, it is possible to find few 

interesting studies relating to models of distributor's performance 

assessment. The one recently developed in 1991 by Nirmalya Kumar, 

who proposes a mechanism for assessing channel member 

performance from a supplier's perspective, seems to be the most 

comprehensive. Therefore, this part will primarily rely on this 

particular model. 

Basically, Kumar suggests that suppliers engage in relationships with 

resellers because such relationships are instrumental in achieving the 

supplier's objectives. The criteria used to evaluate resellers should 

highlight the ways in which resellers help suppliers to fulfil their 
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ambitions . Therefore, any attempt to develop a model of reseller 

performance from a supplier's perspective must begin with a n  

examination of what the supplier desires for itself - that is, its criteria of 

organisational effec t iveness .  Quinn and Rohrbaugh (1983) identified 

four different models of organisational effectiveness which, with 

minor modifications, provided the theoretical framework for Kumar' s 

study: 

-

Rational goal model : this model views the organisation as being 

in the hands of a rational set of decision makers who have i n  

mind a specific set of goals. Organisations, according to this view, 

are logical both in their selection of goals and in their choice of 

actions, to reach those predetermined goals with max imum 

efficiency. This view implies a mechanical model of organisations 

in which the organisation is a structure of manipulable parts, each 

of which is separately modifiable to increase the efficiency of the 

whole. Because of the adoption of such a model, the m a i n  

objectives are productivity and efficiency or, s tated a lternatively, 

maximising outputs relative to pertinent conditions such as 

obstacles and costs. On this basis, a reseller's performance should 

be assessed through its contribution to the supplier's objectives of 

efficiency and productivity. These objectives can be evaluated by 

examining the reseller' s  contribution to tlte supplier 's profits a n d  

sales, respectively. Contribu tion to profits is conceptualised as the 

profits and cash the reseller generates for the focal supplier i n  

comparison with the supplier's effort and investment in that 

reseller. Contribu t ion to sa les is conceptualised as the sales the 

reseller is generating for the supplier. Kumar indicates that a

■ comprehensive assessment of the reseller's sales performance 

includes not only the actual sales generated for the supplier i n  

comparison with the potential of the reseller 's  territory and the 

extent of competition, but also tlte coverage by the reseller of its 

assigned territory. 
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Human relations model: this model views organisations as more 
than merely instruments to achieve the specific output goals 
recognised by the rational goal model. It recognises that 
organisational participants behave as members of social groups 
that have commitments and loyalties stronger than their 
individualistic self-interests. Cummings (1977) argues that a n  

organisation is effective to the extent that it satisfies the goals of its 

participants. A high degree of satisfaction, cohesion, trust, and 
morale, leads to a supportive atmosphere conducive to the 

development of organisational participants. Adapting this 
perspective to marketing channels, the supplier must be 

concerned with the social aspects of its relationship with the 
reseller. Building up the reseller's trust of, and satisfaction with, 

the supplier will lead to a relationship climate conducive to 

helping the reseller organisation become quality partners. 

Kumar suggests that, according to this model, the supplier should 

be concerned with reseller competence .  From the supplier's 

perspective, reseller competence includes the experience and 

product knowledge the reseller's salespersons have in the 
supplier's product category, as well as the admin is tra t ive, 

superz.,isory, and strategic ability of the reseller's executives. 

In ternal process m odel : it stresses the fact that an organisation, 

when 

parts. As one moves from mechanical to organic and sociocultural 

systems, the interrelations between the parts of the system change 

model is having adequate con t rol to evoke co-ordinated action 
from highly interdependent parts of the organisation. In Quinn 

and Rorbaugh's (1983) depiction of this 

viewed as a system, is a combination of interdependent 

from being simple and deterministic to complex and probabilistic 

(Buckley, 1967; Scott, 1987). Organisational effectiveness in this 

model, stability and 
control are viewed as organisational ends. It is often difficult for 
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suppliers to achieve stability and control in their relationships 

with their resellers because resellers have disparate goals and 

hence may engage in behaviour which does not fulfil supplier's 

objectives. A supplier, therefore, would have to develop policies 

and programmes to evoke co-ordinated action from the resellers 

toward its desired ends. 

Kumar suggests that to achieve stability and control, the supplier 

must strive to gain reseller loyalty and reseller compliance with 

its marketing strategies. Reseller loyalty is conceptualised as the 

reseller's commitment to, and motivation for, the supplier. 

Reseller compliance is conceptualised as the reception the reseller 

gives to the supplier's channel policies and programmes. This 

model appears to be very 'coercive' because of the very nature of 

its rationale and the nature of its components. 

Open system model :  this model views the organisation as 

engaging in processes that expand the system, such as growth, 

learning, and differentiation (Buckley, 1967). In this perspective, 

the organisation is not content to survive in its environment but 

actively attempts to manage it (Pfeffer and Salancik, 1978). In his 

modified conceptualisation, Kumar associates organisational 

effectiveness with growth, external legitimacy, and adaptation. 

The importance placed on organisational growth implies that a 

supplier will evaluate its resellers on their ability to generate a n  

increasing stream of resources. Furthermore, Peffer and Salancik 

(1978) observed that organisations typically legitimate their 

operations by associating themselves with other, more generally 

accepted objectives, institutions, and individuals. Therefore, a 

supplier can increase its own legitimacy by being associated with 

reputable resellers who do an excellent job of satisfying the 

supplier's customers. 
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Finally, the supplier will evaluate more favourably those resellers 

that help facilitate adaptation to the environment. Hence in the 

open system model, reseller performance can be assessed through 

three facets: contribution to growth (ie the increase in sales 

generated by the reseller for the focal supplier}, cus tomer 

satisfaction (ie the level and quality of services the reseller 

provides to the supplier's customers}, and reseller adaptation (ie 

the reseller's initiative in marketing the supplier's products i n  

innovative ways in response to changes in its territory}. 

Because "each model is seen as centering primarily on a particular 

functional imperative faced by the supplier's organisation, and 

therefore, the criteria of effectiveness that each recommends are only a 

portion of the concept of effectiveness", Kumar proposes to combine 

the four models in order to obtain an overall measure of reseller 

performance. Thus his conclusion is that, if a supplier wants to 

evaluate the performance of a channel member, it must include 

measures which address the member's financial performance, sales 

performance, competence in selling the supplier's products, 

compliance with the supplier's programmes and policies, growth i n  

selling the supplier's product, adaptability in adopting new products 

and in meeting new challenges in its markets, and performance i n  

satisfying the needs of its customers. 

Kumar suggests that, in order to avoid numerous kinds of bias, data 

about these dimensions should be collected from at least two members 

of the supplier's marketing organisation who are pre-qualified as being 

very familiar with the channel member being evaluated. 

Two other models/approaches to evaluate a channel's member 

contribution to the channel have been suggested. However, although 

they appear to be consistent and effective in measuring distributor's 

performance, their lack of a strong conceptual framework relating to 
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the conceptual domain of the distributor's performance may be 

observed, and therefore, it has not led to great attention from social and 

behavioural researchers. 

The first, called Channel Member Return on Assets, is an accounting 

method that focuses on the direct costs a supplier incurs in working 

with a channel member. Randy Myer (1989), who proposed that 

method, observed that "most suppliers simply have no idea who their 

most profitable customers are - knowledge essential to effective supply

chain management." He suggests that a practical way to measure 

channel member performance is to deduct from gross margin direct 

costs for sales, marketing, post-sale service, and distribution. The 

calculation includes the suppliers' direct assets for accounts receivable 

and inventory which are traceable to a channel member. It excludes 

costs and assets like research and development, legal expenses, and 

plant and equipment investments which are not attributable to a 

channel member's performance. 

The second is called Direct Product Profit, which is also an accounting 

method developed in the early 1960s by McKinsey and Company for 

General Foods Corporation. It focuses on subtracting out from the gross 

margin (adjusted for allowances and discounts) the direct costs 

associated with inventorying, handling, transporting, displaying, and 

promoting individual stock keeping units. 

Consequently, the performance measures presented in this section 

enable the supplier to tightly control and dominate the whole channel 

of distribution by being able to identify both the strengths and 

weaknesses highlighted by each channel participant. 

After having reviewed theoretically the conceptual domain of 

distributor performance from the supplier's perspective, and then, the 

main performance measures used by the supplier, the next part now 
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examines, in broad terms, a notion, directly derived from the concept 

of performance, namely the performance incentives offered by the 

organisations and their relation with people's motivation. 

6.2.2 The 1Motivation' Concept and the Derived Performance 
Incentives

This part, unfortunately, does not provide much reference to the 

marketing channels, and rather focuses broadly on a management 

context, as, to the researcher's knowledge, no major studies examining 

theoretically these issues within the Vertical Marketing Systems have 

recently been completed. 

Distributors must be continuously motivated to do their best job. The 

terms that lead them to join the channel provide some motivation, but 

these must be supplemented by other means to constantly stimulate 

channel members to top performance. In order to stimulate channel 

members to highly perform, McVey (1960) suggests that "the producer 

must start with understanding of the middlemen's needs and wants." 

The needs and wants are, therefore, some of the basic elements of the 

motivation concept. Motivation is a very difficult concept to describe. 

This term is used in management theory to describe "forces within the 

individual that account for the level, direction, and persistence of effort 

expended at work" (Schermerhorn, 1993). Motivation has therefore 

two separate but interrelated parts: the drives (that state of tension that 

can be satisfied via some object or some activity), and the rewards that 

satisfy or terminate those drives. Another way of thinking about drives 

is to consider them as initiating or sustaining forces of behaviour. All 

individuals are driven by either positive or negative forces as a result 

of learning which factors satisfy their own particular needs, and which 

threaten their comfort and security. Drives tend to work hand-in-glove 

with rewards. If the rewards that are offered do not match up with the 
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drives of an individual, then those particular rewards will fail to 

produce an 'urge to succeed'. Since the reward is not perceived to be a 

reward, then it fails to motivate. If drive states exist without 

opportunities for a person to achieve satisfaction (or reward), then that 

condition will simply lead to frustration or anger and not motivation. 

In management theory, a reward is formally defined as "a work 

outcome of positive value to the individual" (Schermerhorn, 1993). 

There are two basic types of rewards available to people at work: 

extrinsic and intrinsic rewards. Extrinsic rewards are externally 

administered. They are valued outcomes given to someone by another 

person - typically, a supervisor or higher-level manager. 

In the context of channels of distribution, common examples of 

extrinsic rewards available are higher margins, bonuses, co-operative 

advertising allowances, and special deals. In all cases, the motivational 

stimulus of extrinsic rewards originates outside the individual. 

Intrinsic rewards, or natural rewards, are self-administered. They occur 

'naturally' as a person performs a task. They are, in this sense, built 

directly into the job itself. The major sources of intrinsic rewards are 

the feelings of competency, personal development, and self-control 

people experience in their work. 

Both extrinsic and intrinsic rewards, if used well, can assist managers to 

lead effectively through motivation. The manager's goal must be to 

achieve a good match between performance objectives, available 

extrinsic and intrinsic rewards, and workers' personal needs. At a 

minimum, this means getting to know people as individuals, accepting 

their individual differences, and involving them in creating 

motivational work environments. In the context of the channels of 

distribution, and more particularly the vertical marketing systems, the 

manufacturer establishes a department within the company called 

distributor-relations planning/manufacturer-dealer relations, and its 
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job is to identify the distributor's needs and build up merchandising 

programmes to help each distributor operate as optimally as possible. 

Schermerhorn indicates that, to use reward successfully - that is, to 

maximise the motivational impact of reward, and subsequently to 

increase people's effort to achieve high performance - managers must: 

(1) understand clearly what people want from work, and, (2) create and 

distribute rewards to satisfy these needs at the same time that the 

organisation's interests are well served. A number of motivation 

theories offer insights to both these objectives. Traditionally, i n  

management theory, the scope of the concept of motivation is 

considered according to two approaches: the scientific and behavioural 

approaches. 

The Scientific Approach 

Often associated with the man regarded as the founding father, F W 

Taylor, scientific management developed at the turn of the century as 

the first 'theory of management practice', and the first rationalised and 

organised thinking about the functions of management which had 

previously been at best muddled and at worst chaotic. Scientific 

management theory contained a high order of intellectual inputs and a 

genuine belief in industrial efficiency. But these wider qualitative 

dimensions have been missing from the debate and practice of 

management since the beginning of this century when they were 

developed. 

Taylor believed in money or rather tlte bonus  as a motivator, and out 

of his work grew the piecework bonus, an element of remuneration 

which has survived for decades in British industry and highlights the 

very limited interpretation of scientific management held by British 

managers. H R Pollard (1974) has summed up the issue as follows: 
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"It would appear that the 'body' of his ideas has grown and 

developed without the 'spirit'. The perfectionist attitude, the 

philosophy, the mental revolution died with Taylor. The 

techniques ... survived and grew." 

This statement suggests the very fabric of remuneration management 

in Britain. The problems are known in every concern with outdated 

remuneration structures, and those concerns are many. Smith (1983) 

suggests that bonus and associated techniques represent the limit of 

thought and practice in too many firms. Pollard additionally indicates 

that: 

"Taylor himself put the main emphasis on the bonus, the pay 

packet as the motivating factor .. . the combination of the economic 

theories of the nineteenth century on 'economic man' and the 

emphasis of scientific management on 'task and bonus' have 

other the past 70 years produced in most managers the firm belief 

that the worker is interested only in the pay packet." 

This seeming · insensitivity to the individual's need for self

actualisation, and the socio-psychological needs at the work place, has 

leaded to the criticism from behavioural scientists, who believe that 

such an instrumental model for management theory and practice has 

been at the root of industrial troubles and managerial failures. 

The Behavioural Approach 

Remuneration is not seen as the only means to motivation i n  

behavioural theory. Therefore, the behavioural approach considers a 

wide variety of influences on employee behaviour and places 

remuneration in context as one part of a wider strategy. Much of 

behavioural researchers' work concentrates on issues of motivation 

related to job satisfaction and group structures (cf need theories, 
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achievement theories, social exchange theory, two factor theory.) 

At times, motivation theory in particular has been one arm of the 

behavioural approach which has been offered as some kind of 

alternative to scientific management. For example, Herzberg's (1966) 

motivation and hygiene theory presents such a dichotomy. Motivators 

were defined as job factors which can increase satisfaction and 

employee performance and are intrinsic to the job and the work 

situation. These factors include achievement, recognition, work itself, 

degree of responsibility and career prospects and progress. When the 

motivators are absent they do not depress performance, but on the 

other hand, they are not present to stimulate a higher order of effort. 

Hygiene factors can prevent dissatisfaction but when present do 

nothing to improve motivation. Such factors include remuneration 

and working conditions. 

In theory X and theory Y, Douglas McGregor (1960) has provided what 

might be taken as an even more explicit presentation of a scientific 

versus a behavioural approach to motivation. McGregor's theory X is  

based on the 'traditional' assumptions and views of management 

practice, where the human resource is considered to need some degree 

of 'modification' to meet the organisation's requirements. Thus 

persuasion, control, punishment and reward are used by management 

to overcome the resistance to and dislike of work. Such action is 

necessary because people are insensitive to the organisation's needs, 

strive for security and are basically self-centred. 

If theory X can be claimed to have its roots in the motivation theory 

deriving from scientific management, theory Y can be seen to have 

roots in the motivation theory arm of behavioural theory. Its 

assumptions revolve around the worker's untapped willingness to 

accept change and his need to work for organisational objectives. Thus, 

managers do not have to intervene through persuasion because 
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motivation to succeed already exists within people, and will realise if 

management provide objectives to which people can feel committed 

and in the achievement of which employees can recognised and 

develop their potential. 

Currently, the debate on the relation between reward and the 

subsequent incentive plans, and motivation and consequently 

performance, still arouses the interest of several researchers. Alfie 

Kohn (1993), by answering to the question "Do rewards work? ", 

suggests that, by and large, rewards succeed at securing one thing only: 

temporary compliance .  When it comes to producing lasting change i n  

attitudes and behaviour, however, rewards, like punishment, are 

strikingly ineffective. Once the rewards run out, people revert to their 

old behaviours: 

"Incentives, a version of what psychologists call extrinsic 

motivators, do not alter the attitudes that underlie our behaviors. 

They do not create an enduring commitment to any value or 

action. Rather, incentives merely - and temporarily - change what 

we do." 

Guzzo (1985), when reviewing how incentive programmes affect 

worker productivity, empirically evidenced that financial incentives 

have no significant effect on productivity. By contrast, training and 

goal-setting programmes have a far greater impact on productivity 

than do pay-for-performance plans. 

Kohn explains why rewards fail by giving the following reasons: 

there is no firm basis for the assumption that paying people more 

will encourage them to do better work or even, in the long run, 

more work; 
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punishment and rewards are two sides of the same coin. 

Managers are creating a workplace in which people feel 

controlled, not an environment conducive to exploration, 

learning, and progress; 

incentive programmes and the performance appraisal systems 

that accompany them, reduce the possibilities for co-operation. 

rewards discourage risk-taking; they are the enemies of 

exploration. 

When examining distribution networks, Paul Hague (1986) indicates 

that, by offering the distributors some sales incentives, the supplier 

may wish to manipulate the distributors. By accepting the incentives, 

the distributors concede a loss of control. 

Consequently, after having examined theoretically the nature of the 

performance measures usually applied by the supplier to its 

distributors, and explored, in a management perspective, the 

motivation process and the role of rewards in the achievement of 

motivation, the next section now investigates, in practical terms, the 

procedures employed by the car manufacturers to assess the 

performance of their dealers. 

6.3 Analysis of the Dealer Assessment Procedures Operated 
in the Car Distribution Channel in the UK 

The main objective of this study pertains to the identification of the 

performance criteria/ domains considered in the regular dealer 

assessment process - namely, the nature of the dealer's business areas 

monitored - operated by the car manufacturers in the UK, and see how 

these procedures, assimilated to a tactic of control due to their very 

nature, contribute to reinforce the dominant position of the 

manufacturer in the marketing channel. Derived from the preceding 

statements, the next objective refers to the investigation of the nature 
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of the incentive schemes currently offered when manufacturers' 

requirements are met by the dealers. 

The analysis is based on a sample of six 1993 dealer assessment 

procedures acquired during interviews with the manufacturers. In the 

analysis, the manufacturers are refereed as Manufacturer 1, 2, 3, 4, 5, 

and 6, in order to maintain confidentiality. It is, however, important to 

justify the small size of the sample of the study. This is explained by the 

fact that just few manufacturers agreed to transmit this particular 

document to the researcher, due to its highly confidential nature. 

Despite its small size, the sample still covers 30% of the new car sales. 

An analysis of these procedures, following a quantitative approach, has 

been carried out using the following process :  

the numerical analysis is based on a table which summarises the 

different business operations of the dealers, ie the main 

departments, regularly assessed by the manufacturers under study, 

and the operating standards required, which the evaluation is 

usually based on (see appendix 4). 

the analysis itself is structured according nine headings, 

corresponding to the main departmental requirements, and a ll 

along refers to each department, as well as the theoretical 

conceptualisation of some of the performance measures identified 

in the first section of this chapter. 

Additionally, the analysis follows a qualitative approach as some of the 

information provided in the chapter is derived from discussions with 

manufacturers. 

6.3.1 Cri teria Used to Evaluate Car Dealers' Performance 

The assessment of dealers' performance may be divided into two broad 
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categories. The first refers to the evaluation of their financial 

performance, mainly including their new car sales and registration 

effectiveness, and their parts sales effectiveness. The second 

corresponds to the monitoring of their operational performance, ie the 

dealers' operating standards set up by the manufacturers. 

Financial Performance 

This first part pertains to the evaluation of dealers' contribution to 

manufacturers' objectives of efficiency and productivity. The 

information presented below is, however, not derived from the table, 
.. as it only summarises the dealers operating standards required by the 

manufacturers. The data was actually collected during exploratory 

interviews with manufacturers. 

A parallel can be drawn with Kumar's work (1991 )  on the 

conceptualisation of dealers' performance measures, as it is possible to 

observe that these objectives are monitored by examining the dealers ' 

contribution to sales and dealers ' contribution to growth . 

a) New Vehicle Sales 

Dealers' contribution to new car sales is regularly examined by all the 

car manufacturers. In the achievement of this task, two parameters are 

considered: their sales and registration effectiveness. 

Sales effect iveness: annually, the manufacturers set sales targets 

reflecting the number of new cars that the dealer should be expected to 

sell to customers (including the sales or transfers to any rental or 

leasing operations conducted or controlled by the dealer) during the 

calendar year. 

Sales effectiveness is therefore determined by expressing the dealer's 
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registered sales of new cars as a percentage of the sales targets for the 

calendar year divided by the corresponding percentage achieved 

collectively by all the dealers in the region in which the dealer i s  

located, and nationally. 

Registration effectiveness: the registration effectiveness within the 

Area of responsibility /territory is usually determined in the following 

manner: 

i The new car registration effectiveness is established by expressing 

the reported registrations of new cars in the dealer's territory as a 

percentage of reported industry registrations therein, divided by 

the corresponding percentage of new car registrations achieved 

collectively by all network dealers in the region in which the 

dealer is located, and nationally. 

1 1  The dealer's registration effectiveness is calculated by expressing 

the reported registrations of new cars sold by the dealer to 

purchasers located in its territory as a percentage of reported 

industry registrations therein, divided by the corresponding 

percentage achieved collectively by all network dealers in the 

region in which the dealer is located, and nationally. 

The evaluation of the dealer's registration effectiveness considers the 

standard of participation of each network dealer having a similar 

responsibility in the territory, which has been establish by the 

manufacturer. 

The monitoring of dealer's new car sales performance, however, also 

considers other relevant factors, including: 

the trend over a period of at least two years of the dealer's sales 

performance (this statement is present in 3 assessment procedures 
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under study). This procedure indicates manufacturers' 

examination of the dealer's contribu tion to growth, a criterion 

recommended by Kumar to the suppliers, in order to achieve a 

consistent and efficient evaluation of the distributors; 

the manner in which the dealer has conducted the sales 

operations, including advertising, sales promotion and the 

treatment of the purchasers (these areas are considered later in the 

chapter); 

sales to fleet customers if they have affected registrations or retail 

sales; 

the manner in which the dealer has submitted orders for new cars 

to the manufacturer (this area is covered later in the chapter); 

the availability of new cars to the dealer; 

and, significant local conditions that may have directly affected 

the dealer's performance. 

b) Parts sales 

Dealers' contribution to Parts and Accessories sales is regularly 

monitored by all the car manufacturers. In this case, one main  

parameter i s  considered: the sales effectiveness. 

Annually, the manufacturers set sales targets reflecting the volume of 

Parts and Accessories that the dealer should be expected to sell to 

customers during the calendar year. The dealer's sales effectiveness i s  

determined by expressing the dealer's sales of  Parts and Accessories as a 

percentage of the sales targets for that calendar year divided by the 

corresponding percentage established collectively by all the dealers i n  

the region in which the dealer is located, and nationally. However, 

here again, the evaluation considers other relevant factors, including: 

the trend over a period of at least two years of the dealer's sales 

performance; 
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the manner in which the dealers has conducted the sales 

operations, including advertising, sales promotion and the 

treatment of the purchasers (areas covered later in the chapter); 

the manner in which the dealer has submitted orders for Parts 

and Accessories to the manufacturer (this will be reviewed later in 

the chapter); 

the availability of Parts and Accessories to the dealer; 

and, significant local conditions that may have directly affected 

the dealer's performance. 

Dealer's contributions to used car sales, in terms of volume, as well as 

dealer's contributions to service, with respect to the hours sold vs .  

attended are also monitored, with however less strict guidelines. 

As a result, it is possible to point out that these first areas of a ssessment 

represent an efficient indicator of control for the manufacturers to 

detect weaknesses in their distribution network, in terms of cars, parts 

and accessories sales. They have the advantage of being able to compare 

the sales of each of their distributors and plot their performance 

overtime (ie dealers' geographical mapping system currently in use by 

most of the car manufacturers). A weak distributor can be spotted as 

one whose sales performance, even where not static or declining, is 

nevertheless being out-performed by others. 

Of 

Dealers live 

exceptional 

course, relative sales performance may not tell the true 

in a competitive environment and some may suffer 

competition from other firms in their area of 

story. 

responsibility. Additionally, some other 'significant local conditions' 

may have created some difficulties to the dealers to highly perform. 

the warning bells will be sounded, and the 

Business Manager or Zone Manager will have to 

discuss 

Nevertheless, 

manufacturer's 

the problem with the Dealer Principal in order to find remedies 

to improve the situation. For the obvious reasons stated above, this 

230 



indicator of control highly contributes to reinforce manufacturer's 

dominant position in the channel. 

Operational Performance 

This second part regards the evaluation of the instruments enabling 

the manufacturers to achieve the specific output goals recognised by 

manufacturers' objectives of efficiency and productivity. In other 

words, the car manufacturers formally and regularly assess the 

dealerships at the operational level, namely, what is usually known i n  

this industry as the dealers' operating standards. Here too, the 

identification of the performance criteria/domains considered by the 

manufacturers in the car distribution channel will be paralleled with 

Kumar's views on organisational effectiveness . 

The assessment process of this area is performed either annually, or 

twice a year, or on a quarterly basis, this, depending on the policy of 

each manufacturer. 

a) Customer Satisfaction 

In his model of organisational effectiveness, Kumar suggests that the 

suppliers, when assessing their distributors' performance, should 

establish measures addressing customer satisfaction. The application of 

this recommendation is actually followed by all the car manufacturers 

studied. 

Customer satisfaction represents currently a central issue in the car 

industry. Because of the fragility of the current economic climate, the 

confidence of the customers has regularly regressed over the last four 

years. Buying a car is not anymore a spontaneous purchasing action, 

but instead, it involves a longer thinking time from the customers. 

Thus, in order to reinstitute customer confidence, the car 

manufacturers recognise that the promotion, improvement and 
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maintenance of maximum customer satisfaction is crucial, and 

subsequently, it is a critical factor in the manufacturer's and dealer's 

current and future business success. 

Each procedure studied contains a clause stipulating that "the dealer 

and the company agree to co-operate with each other to achieve 

common customer satisfaction obj ectives." Customer satisfaction 

objectives must be met at all times by the dealer's own business 

procedures and practices, which should continuously promote and 

support customer satisfaction. The procedures and practices usually 

recommended incorporate quality delivery, customer follow-up, 

seasonal service letters, dealership newsletters etc. Two procedures out 

of six indicate that the customer care responsibility must be assigned to 

a senior executive. 

The measure usually adopted to evaluate dealers' performance in  

satisfying the needs of the customers, pertains to the conducting by the 

manufacturer of Customer Satisfaction Index (CSI ) or Customer 

Satisfaction Programme (CSP)  surveys, either once or twice a year. The 

results are discussed afterwards with the Business or District Manager, 

and where deficiencies have been identified, both parties agree on a 

plan of action to remedy such deficiencies. 

It is important to outline that some dealers, particularly the ones being 

part of dealer groups, take the initiati�e to conduct their own CSI/CSP 

surveys so that they may be aware of any deficiency and remedy it, 

before it can be spotted by the manufacturer. A second measure relies 

on the setting-up of a 'complaint procedure' by the dealers (procedure 

present in the six documents, regarding the service department), which 

must be available for inspection by the Business Manager. The 

complaints are therefore logged and become an important discussion 

point for resolving with the dealer. Finally, a third measure of 

assessing the strengths and weaknesses of the dealers, in terms of 
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customer satisfaction, is the use of 'mystery shoppers', whereby the 

manufacturers rid themselves of any scruples as to the morality of 
masquerading as a customer. The depth of investigation which can be 

undertaken as a supposed buyer can vary from the odd simple 
telephone call to a nation•wide programme of organised visits. 

This section shows that all the car manufacturers pay a great a ttention 

to that crucial business area, and the control of it  is very tight. Hence, 
the meticulous assessment of customer satisfaction represents a factor 

which highly reinforces manufacturers' dominant position in the 
distribution channel. 

b) Management, Personnel, and Training 

Kumar reckons that an efficient distributor assessment should include 

measures addressing distributor competence which includes experience 

and product knowledge of the salesforce, as well as the administrative, 

supervisory and strategic ability of the distributors' executives. When 

analysing the six dealer assessment procedures currently operated i n  

the car industry, it  is possible to notice that such requirements are part 
of them, and correspond to specific clauses. 

Each manufacturer establishes and maintains guidelines for 

management and personnel levels, training courses and programmes, 

which cover personnel requirements relevant to the dealership 

operations. In terms of management, the executives are assigned 
certain supervisory and strategic responsibilities, which are part of 

manufacturer's assessment. All the procedures studied indicate that 

each departmental manager must prepare an annual budget agreed 

with the Dealer Principal. Performance has to be monitored against 

budget by the managers. In the case of the Sales Department, individual 

volume and profit targets, as well as CSI, accessories and F&I objectives 

must be set for the sales staff by the Sales Manager. The Sales Manager 
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is also responsible for the implementation of a salesman incentive 

scheme. Although the departmental managers are advised by the 

manufacturer's representatives on the setting of the objectives, the 

business plans are substantially designed by the managers. 

Therefore, it now becomes clearer in understanding why the dealers 

claim for more independence and autonomy, and less control from the 

manufacturers. The strategic decisions and practices made by the 

dealers evidence that the dealerships are able to act as real independent 

business units, and they also demonstrate their managerial abilities. 

In terms of staffing levels, although they are agreed with the Zone 

managers, the dealerships must ensure that sufficient departmental 

staff is employed. They must also make sure that a ll staff are smartly 

dressed, this obviously according to the job function. 

All the assessment procedures stipulate that the dealer must develop 

and maintain an adequate force of qualified management and 

personnel trained to the levels required by the supplier. The training 

needs must therefore be assessed by each departmental manager, who 

is responsible for the construction and completion of a departmental 

training plan. Traditionally, and as seen earlier in chapter 5, the golden 

rule for helping a distributor improve its operations is 'explain and 

train'. A manufacturer's representative during an interview suggested 

that "a common weakness among dealers' salesmen is their failure to 

discover a customer's needs and relate the benefits of product to them. 

The salesman may fail to probe to find what the customer wants; h e  

may concentrate only on selling what he has got. It may be thought 

easier to sell on price rather than push the benefits. The manufacturer  

should therefore assume the responsibility for both the salesmen's 

product training and showing how to approach and convert prospects ." 

As a result, although these strategic and managerial decisions made by 

the dealers are controlled by the supplier, it is possible to suggest that 
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this particular business area tends to place the power balance in favour 

of the dealers as they dispose of relative latitude in the decision

making process. 

c) facilities and Equipment 

Part of the regular dealer assessment, both facilities and equipment are 

important elements of it. Most of the procedures state approximately 

the following general requirement: 

"The dealership premises need to be of a sufficient size and 

appropriately equipped to fulfil the sales and service expectations of 

owners and users of products, meet the expectations of potential 

customers and to provide for appropriate communications with the 

Company." 

More specifically, regarding the overall dealership, the manufacturers 

monitor the existence and the high level of quality of the following 

eleme"nts :  

the entry s ignage (requirement only present in three procedures); 

the customer parking signage (requirement only present in four 

procedures); 

internal and external directional signage; 

housekeeping and decor of the interior and exterior; 

washroom facilities available for customers; 

fax, telephone and photocopier for customer use; 

a customer waiting lounge; 

staff room including washing facilities; 

display of the opening hours for all departments (only in three 

procedures); 

a minimum of 60 hours per week (only in two procedures) .  
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Most of these requirements may be associated to elements contributing 

to the promotion of the image, identification and appearance of the 

dealership premises which are important to the image of the dealer 

and the manufacturer, and generally affect customers' perception of 

both dealer and the car maker. However, at this level, it may be 

highlighted that the manufacturers do not appear to be too demanding 

or even strict, as these elements are very basic requirements to be 

achieved for the sake of both customers and dealership staff. 

As far as the Sales Department is concerned, manufacturers insist that 

new cars must not be displayed with used vehicles. When visiting a 

dealership, it is possible to observe that the new car display is usually 

more attractive than the used car one. Obviously, the difference in the 

way both types of cars are marketed responds to manufacturers' and 

dealers' desire to promote and sell, above all, new vehicles. 

However, more and more, manufacturers realise how important, these 

days, the used car business is as a profit centre, and therefore the 

marketing techniques adopted for the selling of used cars are more and 

more sophisticated and highly imaginative. Nowadays, for instance, a 

used car may effectively be a used 'Lex' rather than a Peugeot or a 

Vauxhall, and the attachment of manufacturer-brand names (such as 

Network Q for Vauxhall) to used vehicles regardless of brand or origin 

is an indicator of the manufacturers' desire to 'professionalise' used 

vehicle sales. 

With regard to the Service Department, the requirements frequently 

cited in the assessment procedures pertain to the implementation of a 

customer waiting area, a workshop with not less than the number of 

workbays recommended, the use of general tools and equipment 

meeting the required standards, and a layout permitting service work 

to be performed efficiently and safely. Some manufacturers also check 

service area housekeeping standards (2 separately) and one makes a 
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separate note of service engineers' qualifications under this heading, 

further than the 'training' section of the assessment document. The use 

of standard overalls and standardised service area decoration is 

sometimes assessed here, sometimes under a 'facilities' section of the 

document (2 the former, 3 the latter). All in all, there is a clear attempt 

to monitor the quality level, and the degree of standardisation, of the 

workshop activity. 

Finally, the evaluation of the Parts Department is mainly based on the 

presence of a goods inwards area suitably racked to store parts waiting 

for fitment/supply, its safety, a separate workshop, retail and trade 

counters, and the operation of a parts delivery service. Recent trends in  

the organisation of both manufacturers and dealers have tended to 

merge the workshop and parts functions under the 'aftersales' heading, 

and this is now reflected as a grouping in the dealer assessment 

documents. 

d) Advertising and Promotion 

In his model of organisational effectiveness, Kumar suggests that the 

suppliers, in order to achieve stability and control in the relationship 

with the distributors, must strive to gain distributor compliance with 

its marketing strategies. Hence, they must develop policies and 

programmes. Part of these programmes, advertising and promotion 

schemes are developed by the car manufacturers, and then reception 

given by the dealers to the manufacturers' schemes is assessed. 

The manufacturers pay considerable attention to the way advertising 

and promotion schemes are conducted, as they highly affect the 

business performance of both the dealer and the manufacturer, as well 

as customers' perceptions of the two parties. Therefore, the 

manufacturers establish and maintain precise guidelines and advise 

the dealer on the nature of the appropriate actions to conduct and their 
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level of intensity. 

Regarding the Sales Department, part of the annual new vehicle 

marketing plan required, the majority of the procedures indicate that 

the new vehicle advertising and promotional activity must be 

commensurate with the volume of sales and, at least, equal to 1% of 

the retail value of new vehicle sales turnover. Manufacturers have 

therefore adopted by means of a de facto commonisation of budget, an 

industry-wide requirement which generates a minimum dealer 

presence in the market place. An other important element of the 

assessment, present in each procedure studied, include the presence of 

sufficient point-of-sale promotional literature being held in stock and 

displayed prominently at all times. Additionally, a number of 

demonstrator and courtesy vehicles, based upon the dealers' new 

vehicle territory planning volume objective, must be available, clean, 

serviced and fuelled ready for use. 

With regard to the Service Department, the most cited requirements 

on which the assessment is based comprise the presence of a menu 

pricing board prominently displayed and updated; and a seasonal 

service promotion and advertising schedule must be carried when 

required by the manufacturer. 

In terms of spare parts activities, a menu pricing board is also required, 

as well as dealer's participation in all marketing programmes, 

including national and local initiatives, together with product 

launches. 

In all cases, regarding both national and local advertising, the 

manufacturers insist on control of the form and content of all 

advertisements and promotional material, since it is its name which is 

being advertised. Subsequently, "a high standard of ethical advertising 

and promotional activities is to be maintained in promoting dealership 
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operations and -products." Consequently, the strict evaluation of such 

requirements does not give the dealers much latitude in promoting 

their products. Dealers' compliance in this area is relatively high as 

they are aware that manufacturers will not tolerate any mistakes or 

deficiencies, due to the heavy consequences they might have on 

customers' perceptions of the make and the dealer itself. 

e) Business Management Systems and Computing Systems 

Here again, following Kumar's model for suppliers to gain distribu tor 

complia nce with specific policies and programmes, business 

management systems currently in place in the car industry may be 

associated to that framework. Manufacturers' policies and 

requirements which govern business management and computing 

systems enable them to achieve control of the entire dealer network, as 

they facilitate the flow of information between both parties, and also 

make manufacturer's control over the financial and operating 

characteristics of each dealer easier. 

The assessment is mainly based on the provision by the dealers of 

business management data to the manufacturer which allows the latter 

to prepare composite business management data, then to consider and 

evaluate the level of business management assistance the 

manufacturer may provide the dealers, and finally to monitor the 

effects of the manufacturer's policies and practices on the dealers. All 

the procedures under study stipulate that an accurate monthly input of 

composite information, regarding each department, must be provided 

in the scheduled dates published. However, only one document 

indicates that a written consent should be supplied to the 

manufacturer's Business Development Department to gain access to 

the composite. In order to achieve these requirements, the whole 

dealer networks must therefore operate an accounting and 

management system capable of providing accurate management 
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accounts by department (cf chapter 4, section 4.6.3). 

Manufacturers' assessment additionally relies on the installation and 

maintenance of communication systems, ie Dealer Communication 

Systems {OCS), either recommended or, at least, compatible with those 

currently used by the manufacturer, capable of communicating with all 

divisions of the manufacturer. This requirement is also applicable to 

prospecting and customer follow-up systems present in the Sales, 

Service and Parts Departments, which must be approved by the 

manufacturer, and operational with evidence of continuous use. The 

systems used are usually very sophisticated and efficient. They 

automatically update the customer files. 

Other computing systems, such as a showroom activity control system 

(for the Sales Department), a stock control system (for the Sales and 

Parts Department), a booking system (for the Service Department) are 

prerequisites of the regular manufacturer's assessment. 

f) Inventories/Ordering: Policies 

This section refers to the assessment by the manufacturer of physical

distribution operations conducted by the dealer. Inventory levels 

represent a major physical-distribution decision highly affecting 

customer satisfaction. Therefore, the manufacturer verifies that, to 

actively and effectively sell new and used cars, parts and accessories, an  

adequate inventory and variety of these products i s  required, as the 

customers expect the dealer to have a reasonable quantity and variety 

of them in stock. 

The checking of this requirement may be carried out by the setting-up 

and operation by the dealer of a manufacturer-compatible stock control 

system, which identifies and monitors vehicle ageing by model for 

both new and used cars, as well as monitors the stock levels and stock 
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agemg of spare parts. Then, daily, weekly, monthly sales reports 

detailing the stock levels, profit and loss, and margins by type of sale 

must be provided to the manufacturer. 

As mentioned previously, the manufacturer also assesses the number 

and variety of demonstrator and courtesy vehicles, whose age usually 

must not exceed 180 days. 

Inventory requirements subsequently involve the ordering process. 

Three dealer assessment procedures stipulate that, regarding the Sales 

Department, "the dealers must enter orders for production by the due 

date in line with the required schedule." Although this requirement is 

precisely stated in only half of the procedures, it is also applicable to the 

others, as so far neither the other car manufacturers have introduced 

any lean production/ distribution methods yet. Although the car 

manufacturers currently pay great attention to the lean 

production/ distribution concepts, no visible efforts and developments 

of 'true lean' can be observed yet. This established fact still obliges the 

dealers to order mixes of models which do not necessarily match 

customer demands. 

g) Service 

This final area of assessment included in the whole procedures under 

study takes its roots from manufacturer's beliefs that the provision of a 

prompt, efficient and quality service, and appropriate and effective 

Service activities is a key-factor 1) to the success of the two parties, and 

2) to fulfil the service needs of the actual and potential customers i n  

the dealer's territory. The dealer's performance of its responsibilities for 

service is evaluated, and more particularly in areas such as consumer 

satisfaction, premises, service management and operating procedures 

(eg warranty procedures, daily operating controls, recall and service 

campaign work. .. }, personnel, training, new cars pre-delivery service, 

parts operations, and tools and equipment. Tight controls are operated 
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by the manufacturer as it is well-known that the Service activities still 

represent a major profit centre for the dealerships. Although the 

service intervals are nowadays longer due to the increased reliability of 

the vehicles, manufacturers are implementing new schemes in order 

to maintain the profitability of the service activities, ie extended 

warranties (up to three years), customer loyalty cards, special MOT 

deals, and so on. 

After having investigated the performance standards traditionally 

monitored by the car manufacturers, the next section now reviews the 

nature of the incentive programmes offered in order to motivate the 

dealers to perform satisfactorily. 

6.3.2 Incentive Schemes Operated in the CarDistribution Channel 

First of all, it is important to stress that, in the car distribution channel 

or in any other channel, the design and implementation of effective 

incentive programmes help the manufacturer: 

1 attract talented distributors and retain them; 

2 motivate them to exert maximum effort in the running of their 

business operations; 

3 and recognise the value of their performance contributions. 

Each of these purposes is associated with an element of control, which 

is evidence of a manufacturer's desire to lead the channel by 

manipulating dealers' behaviour. Although, on the one hand, the 

incentive schemes/rewards are welcomed by the dealers as they usually 

provide a boost to the dealership income, and subsequently, allow 

them to invest in better equipment and to recruit a higher class of 

personnel, on the other the dealer which allows the manufacturer to 

make a payment must concede a loss of control. Based on French and 

Raven's theory (1959), 'reward' is considered as a source of 
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manufacturer's power, which allows it to dominate the channel. 

In the car distribution channel, money remains the primary 

incentive/reward that the manufacturer is able to offer to a dealer. 

Performance-related pay schemes, particularly in the form of bonus pay 

plans which provide bonuses to the dealers based on the 

accomplishment of both financial and operational performance targets, 

are extensively used in this particular channel. The way in which they 

operate can certainly, affect the control process. They are widely viewed 

as powerful means of influencing external control over the dealerships 

performance. 

Different schemes amongst the car manufacturers, with, however, the 

same raison d'etre, may be observed. Derived from the information 

collected during interviews with some car suppliers, two examples of 

bonus schemes may be briefly presented: 

The first one is currently operated by Manufacturer 5. The 

calculation of the bonus payment is based on two main 

parameters: the vehicle contributions and the aftersales 

contributions. Regarding the vehicle contributions, £65 per unit 

registered are paid to the dealer. With respect to the aftersales 

contributions, the attainment of the competitive parts and Total 

Parts targets generates a contribution of 1 .5% of the net invoice 

value of parts purchased. Then, to each parameter, some 'profit' 

and 'quality' multipliers, reflecting both dealer's financial 

performance and achievement of the operating standards, are 

applied. The bonus payment is calculated by taking the total 

contribution, and applying first the 'profit' multiplier and then 

the "quality" multiplier. 
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Example: 

25 vehicles * £65 = £1625.00 

£12,000 (Net Invoice Value) *  1.5% = £180.00 

= £1805.00 

Total contribution 

* Profit multiplier 1.75 = £3158.75 

* Quality multiplier 1.78 = £5622.58 

Total payment = £5622.58 

The maximum value of both 'profit and quality multipliers' i s  

two. This means that the vehicle per unit figure of £65 could 

increase to as much as £260. The 1.5% NIV could increase to 6% 

NIV. The bonus payments are effected three times a year, every 

four months. 

The second one is currently operated by Manufacturer 2. The 

bonus scheme comprises two parts. Firstly, the achievement of 

specific targets in Sales, Service, and Parts. Secondly, the 

achievement of improved standards operated or achieved within 

the dealership. The matrix below shows how the two parts then 

come together to determine the bonus payment. Depending on 

the achievement of the targets for the three departments, a 

maximum of 15 points may be allocated. These all relate to 

performance over the January to December period. The dealers 

have the opportunity to earn up to £200 per vehicle registered to 

be paid at the end of the calendar year. They must achieve a 
°minimum of 75r/4) to be entitled to payment. 
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Overall Percentage Overall Points From 

From Assessment Sales/ Service/Parts 

3-6 7-11 12-15 

75+ £50 £75 £100 

90+ £75 £100 £150 

100+ £100 £150 £200 

Additionally, a parts bonus of 5% is paid on net purchases, subject 

to the following conditions (parts bonus paid quarterly): 

- achievement of quarterly purchase objectives. 

- parts sales analysis reports are fully completed and submitted to 

the manufacturer by the 5th of the following month. 

- parts sales/purchase ratios are equal on a cumulative basis, in 

order to avoid overstocking. 

- provision of a marketing budget to be a minimum of 1 % of retail 

purchases. 

Although money is not the sole incentive that may be used, it seems 

however, that it is a powerful means to maintain or even increase 

dealers' performance. Especially since the reduction in dealer margins 

from 17% to 10% bonuses now play a significant role in dealers' 

income. 

Other incentives may be provided by some manufacturers, which 

nevertheless play only a secondary role. For example, most of the 

manufacturers have set up 'Dealer of the Year Awards' and awards for 

the top twenty or fifty dealer principals, whereby the performance 

criteria previously described are considered. Usually the winners and 

their partners are invited to a celebration banquet in recognition of 

their achievement. Additionally, 'sales challenges' for the salesforce are 

also implemented and the winners rewarded. 

245 



A recent Dealer Attitude Survey (Summer '95) produced by the 

National Franchised Dealer Association, which monitors the views of 

the franchised dealers on their relationship with their supplier, 

actually showed that relatively few positive views have been expressed 

in favour of the effectiveness of the manufacturers' incentive 

programmes. 

The All Dealer Index at 2.9 out of 5 (scale ranging from 1 to 5) reflected 

a slight improvement on the previous survey. So, does this result 

partly confirm recent research in this area supporting the notion that 

financial rewards are unlikely to increase enthusiasm (cf. section 

6.2.2.)? Would it be because the dealers are increasingly aware that the 

other facet of reward is, unfortunately, punishment, involving a series 

of penalties going from the non-allocation of bonuses to the fatal 

franchise termination? Would it be an alarm indicating dealers' 

weariness with manufacturers' coercive methods of influence, and 

subsequently dealers' desire to be treated more as real partners? Maybe 

the incentive schemes should be rethought, whereby the promotion of 

the non-material aspect, and especially the development of 

programmes emphasising manufacturer-dealer partnership, should be 

more substantial. 

6.4 Conclusions 

As a result of this chapter, the investigation of the performance 

standards traditionally monitored by the car manufacturers showed 

that an effective control over the dealerships is operated. The 

performance appraisal systems adopted enable the manufacturers to 

spot exactly which dealerships are weak, average, or strong businesses, 

and then to correct the deficiencies, whatever method it involves, i n  

order to establish or maintain a strong distribution network. Therefore, 

the assessment procedures highly reinforce manufacturers' leadership 

in the channel. Seen in a more positive perspective, it is from the 
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evaluation process, that dealer development is derived. It is an  

opportunity for both manufacturers and dealers to discover any 

performance obstacles and identify training and personal development 

needs. When done properly, this can enhance a dealer's ability and 

willingness to exercise 'self-control' in the future. 
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6.4.1 Summary of the findings 

Dealers'  Business Areas 
Assessed by the Manufacturer 

Financial Performance 

New vehicle sales 

Parts sales 

Used car sales 

N""" 
00 

Serv ice 

Characteristics of Assessment 

• Annual assessment of s,iles & 
registraton effectiveness 

• Annual assessment of sa les 
effec tiveness 

• Assessment in terms of volume 

• Assessment in terms of hours sold vs .  
at tended 

Influence on Power Relationships 

•Tight manufacturer's 
control. Thus, increase in 
manufacturer's power 

• Tight manufacturer's control .  
Thus, increase in manufacturer's power 

• Tight manufacturer's control .  
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 



Operational Performance 

Customer satisfaction 

Management, personnel & training 

Facil ities & equipment 

Advertis ing & promotion 

• In terms of quality de l ivery, 
customer follow-up, service le tters,  
news letters . 
• CSI/CSP surveys conducted by 
manufacturer. 
• Setting-up of a complaint procedure 
by dealer. 
• Use of mystery shoppers. 
• Assessment of supervisory & 
strategic respons ibil i ties . 
• Su fficient, qualified & regular ly 
tra ined staff has to be employed. 

• High level of qual i ty of premises & 
equipment. 
• New cars must not be d i sp layed 
with used cars . 
• Service & Parts areas t i gh t ly  
control led . 
• In terms of budget allocated, point of 
sale promotional l i terature, number of 
demonstrator and courtesy vehic les, 
frequency of campaigns, and rrenu 
pricing boards .  
• Control of the form & contents of a 1 1 
ads & and promotional ma terial .  

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 



Business management systems & 
computing systems 

Inventories/ordering policies 

Serv ice 

N
Ul
0 

• Provision by the dealers of business 
management data regarding each 
department. 
• Dealers must operate an accounting 
& management system. 
Implementation of communication 
systems (ie DCS), prospecting & 
customer follow-up systems, and other 
IT systemst. 
• An adequa te inventory and variety 
of products are required. 
• Dealers must place orders by the due 
date in line with the required 
schedule . 
• Dealers' provision of a prompt, 
efficient, and quality service, and 
effective Sevice activ i ties. 
• Assessment of customer sa ti s faction, 
premises, service management, 
operating procedures, personnel, 
training, tools and equipment. 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 

• Tight manufacturer's control. 
Thus, increase in manufacturer's power 
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agreement, 

CHAPTER 7: RESEARCH HYPOTHESES AND 

JUSTIFICATION FOR THEIR DEVELOPMENT 

7.1 Introduction 

having identified the main factors of control, and more 

main tactics of channel control adopted by the 

manufacturers and their implications on the amount of power 

possessed by each party, this section deals with the development of a 

certain number of hypotheses exploring these control issues and the 

dealers' perceptions with the control and assistance variables 

manipulated by the manufacturers. 

literature and analysis of the three chapters - relating to the dealer 

the training provisions and the dealer a ssessment 

procedures - and the researcher's own observation of the pattern of 

management control of this channel. However, although they are 

crucial issues, most of the topics raised in Chapter 3 had to be excluded 

from this section and, therefore, did not lead to the development of 
any hypotheses, for the following reason. The researcher believed that 

issues, such as 'open-door policy', 'recession versus new car sales', 

'consolidation of manufacturers' ,  'EEC legislation', 'dealer's margin' 

and 'lean retailing', were variables which would have been very 

difficult to quantify, and establishing measures of them in order to  

■ relate them to the concept of  power would have been almost 

impossible. However, the researcher admits that some issues, namely 

'fleet sales' and 'August sales' ,  could have been included in the study, 

but their role as a power influencer was not as significant as the 

variables chosen to be examined in the present section. 
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The hypotheses highlight the concept of power and its relation, either 

causal or consequential, with a certain number of other constructs, 

such as 'satisfaction', 'conflict', 'continuity of relationship', 'control', 

and 'role performance' - all originating from the literature and the 

subsequent chapters. The hypotheses include two general hypotheses -

reviewed in section 7.2., and a series of specific hypotheses - presented 

in section 7.3. 

It is important to outline that most authors referred to in this chapter 

have already been mentioned in the previous sections. As a 

consequences, a full reference is provided only for those who have not 

been cited before. 

7.2 General Hypotheses 

HGl: In the relationship between car manufacturer and car dealer, the 
power of the manufacturer exceeds that of the dealer 

This first hypothesis postulates that the power balance is weighted 

towards manufacturers, as indicated in a wide range of current 

literature reviewed in the previous chapters. This hypothesis does not 

detail the areas of activity to which the power is applied. 

HG2: Car manufacturers influence car dealers by controlling business 
variables which are partly surrendered by dealers to 
manufacturers 

HG2 deals with the business variables which, in another category of 

industry, might be conducted by the retailer but which, in the motor 

industry, experiences inputs from manufacturers, thereby enhancing 

manufacturer's control over dealer activities. 

The following specific hypotheses are directly deduced from the general 
hypotheses. 
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7.3 Specific Hypotheses 

7.3.1 Training provisions 

As it has been previously seen in chapters 4 and 5, an important 

element in the manufacturer-dealer relationship is the training 

programmes designed by the manufacturers to their dealers. Basically, 

the training programmes are perceived as an assistance, designed to 

strengthen dealers and to maintain co-operative relationships (Frazier 

and Summers, 1986). In most studies training seems to have never 

been researched as an independent variable. Usually, a more general 

attribute of which training may be part of is 'assistances' (Hunt and 

Nevin, 1974; Lusch, 1976 and 1977; Etgar 1976) or 'franchise support' 

(Stanworth, 1985; Anderson and Weitz, 1989) or 'role performance' 

(Frazier, 1983; Frazier and Summer, 1986; Gassenheimer, Sterling and 

Robicheaux, 1989), or finally, 'idiosyncratic investments' (Anderson 

and Weitz, 1992). 

Derived from the past research on assistances, the literature carried out 

on the scope of training in the study of power in channels of 

distribution unveiled the following findings: 

Empirical evidence suggested the notion that training is perceived 

to be one of the main benefits of the franchise package (Izreali, 

1972; Mendelshon, 1985). And it is greatly appreciated by the 

franchisees as long as it is of high quality. To the extent that it is of 

high quality and that it represents a need to the dealer, training 

appears to be a dependency measure, enabling the manufacturer 

to influence decisions within the channel and confirming the 

dealer's subordinacy in terms of expertise (Gassenheimer, Sterling 

and Robicheaux, 1989). 

Empirical research highlighted the fact that training may be 
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considered as a measure of non coercive sources of power 

possessed by the manufacturer (ie ability to provide high quality 

assistance), enabling to generate the satisfaction of the dealer 

(when training is of high quality), and therefore enhancing the 

manufacturer's ability to control the channel (Hunt and Nevin; 

Lusch). 

High quality training also appeared to be a significant variable for 

reducing the frequency of intra-channel conflict (Lusch). 

Finally, the literature pointed out that training may be a function 

of co-operation and a determining factor for maintaining better 

relationships between the channel members (Frazier and 

Summers; Gassenheimer, Sterling and Robicheaux; Anderson 

and Weitz; Sibley and Mitchie ). 

Additionally, previous exploratory interviews with car manufacturers 

revealed two interesting points. Firstly, most of them have established 

a minimum training provisione, namely, an annual number of days of 

dealers' attendance is required. The minimum days of attendance 

required vary extremely from manufacturer to manufacturer. They 

range between 1 .5 and 6.5 days per year per member of staff, depending 

on the policy of each manufacturer. Secondly, concerning the training 

fees, here again, each manufacturer has its own policy. Either all the 

courses are free, or just some of them are free, or the dealers have to 

pay for all of them. In the two latter cases the price range varies from 

one manufacturer to another, this depending on the training budget 

allocated. 

These two important points lead the researcher to assume that they 

have a strong impact on dealer's satisfaction. To the extent that dealers 

perceive training as being of a high quality and/ or an important area 

for the smooth running of their business, it is suggested that the higher 

the minimum days of attendance and/or the lesser the course fees, the 
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greater the dealer's satisfaction. 

The preceding discussion leads to the following research hypothesis: 

Hsla: Dealers overall satisfaction with training is positively correlated 
with the specified min imum amount of train ing and with the 
manufacturer's financial support of training, as evidenced i n  
dealers ' perceptions of quality and importance of training 

Finally, the analysis of the training programmes currently provided by 

the car manufacturers to their dealers reflected interesting findings: 

the whole training programmes examined highlighted a high 

level of similarity in terms of areas covered and their contents. 

However, all the manufacturers do not attach the same 

importance to certain subjects; the disparities lie in terms of 

number of courses provided and their duration. 

it is important to recognise the divide between the larger market 

manufacturers which offer a large number of courses in almost all  

the training areas, and the lesser volume and 'upmarket' 

manufacturers whose course sets are less Management and Sales 

techniques-oriented. Also the companies which, apparently, are 

less technical training-oriented are the Japanese manufacturers. 

However, no in-depth analysis has been done in terms of 

manufacturers' origins. 

the car manufacturers place more emphasis on Aftersales and 

■ 
Technical training than Management and Sales techniques 

training. This attitude is significantly explained by certain 

environmental and technological factors which currently 

characterise the motor industry (eg increase in new technology, 

compulsory aspect of rigid adherence to safety standards, 
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increasing competition of new entrants in the market, higher 

customer expectations in terms of servicing, well established 

technical training qualifications as opposed to commercial 

qualifications). 

Consequently, the technical side, as opposed to the non-technical side is 

tightly controlled by the manufacturers via the use of the 

manufacturers' own trainers and the compulsory aspect of the 

attendance to these particular courses, and so enhancing 

manufacturers' power. 

Therefore, the foregoing points suggest the following hypothesis: 

Hslb: The proportion of manufacturer's effort foto technical training 
as opposed to non-technical train i11.g varies according to 
manufacturers ' origin , but is generally in excess of 1: 1 

7.3.2 Assessment of Dealers' Performance 

The evaluation of the whole marketing channel is crucial to both 

organisation growth and survival, since the success of the channel is 

largely dependent upon the performance and success of its channel 

members. In the channels of distribution, the monitoring of the 

different business activities of the channel members is usually 

performed by the manufacturer on a regular basis. From that process, 

the manufacturer can therefore correct weaknesses and help the 

distributors improve their performance. This process may be 

assimilated to a means of control as, by definition, control is "a process 

of monitoring performance and taking action to ensure desired 

results." (Schermerhorn, 1993). This reinforces manufacturer's 

leadership in the channel of distribution. 

Although research on dealer's performance assessment is quite poor, 

the recent study developed by Nirmalaya Kumar (1991) is interesting to 
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consider. His conclusion is that, if a manufacturer/ supplier wants to 

evaluate the performance of a channel member, it must include 

measures which address the member's financial performance, sales 

performance, competence in selling the supplier's product, compliance 

with the supplier's programmes and policies, growth in selling the 

supplier's product, adaptability in adopting new products and i n  

meeting new challenges in its markets, and performance in satisfying 

the needs of its customers. 

Chapter 6 showed that most of these performance criteria are used by 

the car manufacturers and applied to a certain number of financial and 

operating areas in order to evaluate their dealers' performance. 

Additionally the whole chapter showed that this evaluation process is 

common to all manufacturers studied. However, the sample size used 

for this particular analysis was limited, due to the highly confidential 

nature of this specific document. Therefore, in order to generalise the 

findings, they should be verified by the use of a wider sample of 

networks. Additionally, knowing dealers' perceptions of these formal 

control procedures is crucial, especially regarding manufacturers' 

methods used to influence them to achieve the minimum 

requirements. 

Subsequently, the following hypothesis is proposed: 

Hs2: Manufacturers set standards of perfonnance for dealers which 
are subject to regular formal assessment and which correspond 
closely to the requirements of other manufacturers 

7.3.3 Conflict 

Definition and Scope of Conflict in the Marketing Channel 

Marketing scholars acknowledged through extensive research in this 

area that marketing channels are not only economic entities but also 
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social systems characterised by the dual elements of co-operation and 

conflict. All channels are based upon the recognition by individual 

channel members that they can benefit from joining channel systems 

and operating in a team; at the same time, the possibility of intra

channel rivalry in a marketing channel is all prevalent. 

Conflict is traditionally defined as existing in a channel when "a  

component (channel member) perceives the behaviour of another to 

be impeding the attainment of its goals or the effective performance of 

its instrumental behaviour pattern." (Stern and Gorman, 1969- El

Ansary and Stern, 1992). Marketing channels are particularly prone to 

experience conflicts because of the constant interaction among their 

members, and their interdependence. Channel members can, therefore, 

identify and estimate the impact of the behaviour of their trade 

partners on their own marketing strategies and associate successes or 

failures with the activities of particular channel members. Thus rivalry 

is more explicit and direct than co-operation (Etgar, 1979). 

Marketing researchers differentiated between two hierarchical conflict 

states. Firat (1975) proposes that channel members first move into a 

cognitive/affective stage of intra-channel conflict which is then 

followed by a behavioural/manifest stage. The former stage defines a 

state where conflict is primarily attitudinal and is reflected in feelings 

of intra-channel frustration and animosity. When the conflict reaches 

the manifest stage, it takes on behavioural dimensions. At this stage, 

channel members are not satisfied with forming and expressing 

attitudes, they also engage in activities designed to harm opponents. 

Lack of co-operation, use of legal and political vehicles, and at the 

extreme, leaving or forcing others to leave the channel are possible 

forms of manifest conflict. 

However, although Firat's models suggest that the affective conflict 

stage precedes the manifest conflict stage, it should be noted that i n  
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many situations the conflict process may be terminated at the earlier 

stage because the parties involved cannot or are not willing to commit 

themselves to an open intra-channel struggle, or because the conflict is 

resolved before hostilities break out (Etgar 1979) .  

The causes of conflict in a channel are numerous. Among the most 

often recognised are: 

1 Disagreements about channel roles: performance acts expected of 

each channel member (obligations) as well as the performances 

that it can expect of others (rights). 

2 Expectations: differences in information availability, in  

information processing capacities, and in experience may often 

generate different expectations among channel members 

regarding potential states of nature, their probabilities of 

occurrence, and the accompanying payoffs of specific strategies. 

3 Perceptions: differences in their perceptions of the channel and its 

environment. 

4 Communications: ineffective communication leads to 

misunderstandings and mutual feelings of frustration. 

5 Divergence of goals pursued by the different channel members. 

6 Drives for autonomy and control: "autonomy needs form the 

basis of conflict when one party either seeks to exercise control 

over some activity that another party regards as his own province 

or seeks to insulate itself from such control." (Pondy, 1967) 

7 Finally, fights over scarce resources: this develops when the 

demand for resources in the channel exceeds the available supply 

of resources. Thus, different channel members, such as dealers 

and wholesalers, may compete for exclusive rights to special 

markets 

According to Etgar, causes of conflict may be divided into two broad 

sets: attitudinal differences (causes 1, 2, 3, and 4) and structural 

■ 
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differences (5, 6, and 7). He empirically analysed in a mult i-channel 

context which types of causes of conflict are associated with the 

different types of intra-channel conflict. His findings showed that 

attitudinal causes of conflict are slightly more correlated with affective 

conflict than with manifest conflict outcomes, while structural causes 

of conflict are slightly more correlated with manifest conflict than with 

affective conflict outcomes. 

Stern and El-Ansary views (1992) about channels' conflict present 

similarities to Etgar's general opinions. By stipulating that there is a 

significant amount of operational interdependence among channel 

members due to the specialisation of each participant in certain 

marketing functions, they demonstrated that "the greater the 

interdependence, the greater the opportunity for interference with goal 

attainment, and hence the greater the potential conflict a mong 

organisations." Furthermore, as channel member interdependence 

increases, it is likely that even relatively minor incompatibilities i n  

goal, perceptions, expectations, can create intense conflicts. 

Stern and El-Ansary stated that in franchising there are serious 

conflicts because of goal incompatibility, mainly because franchisers 

make their money from the top line, while franchisees get theirs from 

the bottom line. They provide examples of goal incompatibility, as 

follows: 

handling of large accounts; 

required inventory stocking levels; 

quality of distributor management; 

overlapping distributor territories; 

size of distributor margins . 
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Channel Power and Conflict Theory 

The empirical origin of channel power and conflict theory was the 1972 

El-Ansary and Stern attempt to specify the determinants of power. This 

study failed to establish a relationship between a channel member's 

power and its presumed antecedents, dependence and sources of 

power. Attributing the inconclusive findings to the lack of clear power 

structure in the particular channel sampled (heating and cooling 

equipment distributors), El-Ansary and Stern provided some guidance 

and measures from which further research could proceed. 

Noting El-Ansary and Stern's complaint about the peculiarities of their 

sample, Hunt and Nevin (1974) investigated a channel with a more 

explicitly defined power structure - the fast-food franchise system. They 

found franchiser's power to be a function of the sources of power 

available, and also reported that franchisee's satisfaction is increasing 

when non-coercive sources of power, in contrast to coercive sources, 

are used. The latter result was replicated by Lusch (1977) in the 

automobile channel. 

Lusch (1976) was the first to incorporate conflict explicitly into the 

analysis of channel power. In the distributive system for cars, Lusch 

found a significant positive association between intra-channel conflict 

as perceived by dealers and coercive sources of franchiser's power, with 

conflict negatively related to non- coercive sources of power. Lusch 

interpreted these results to mean that coercive sources of power 

increase conflict in the channel whereas non-coercive sources reduce 

conflict. 

Ian Wilkinson (1981), who partly based his work on Lusch's findings, 

found also that the frequency of disagreements that one firm has with 

another channel member is direct! y related to the coercive power of 

this channel member and inversely related to the non-coercive power 
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of this other channel member. 

Brown and Frazier (1978) also observed that the use of particular power 

sources by manufacturers ('influence strategies' in their terms) was 

correlated positively with channel conflict and related inversely to 

dealer's satisfaction. 

Gasky and Nevin (1985) integrated a new parameter in this area of 

research by investigating the possibility of differential effects of 

exercised, in contrast to unexercised, power sources in the context of 

marketing channels. Their result supported the proposition that 

exercise of the coercive power source by a supplier has a stronger effect 

on dealer's satisfaction and channel conflict than the mere presence of 

that power source. 

More recent research in the area linked closely the 'conflict' construct to 

the 'satisfaction' construct. According to the model of channel 

relationships developed by Frazier and Kale (1989), channel conflict is 

the only construct that is considered to have a direct effect on dealer's 

satisfaction (in this context, satisfaction refers to a channel member's 

overall approval of the channel relationship). The other constructs 

such as 'dealer dependence', 'manufacturer role performance', 

'manufacturer use of coercion',  'dealer use of coercion' are postulated to 

influence dealer's satisfaction indirectly through the conflict construct. 

Through the study of the tungsten carbide tool industry, empirical 

evidence suggests that channel conflict is related inversely to dealer's 

satisfaction. "The greater the incompatibility and tension between a 

manufacturer and a dealer, the lower is the dealer's overall approval of 

the channel arrangement (satisfaction)." 

As Smith and Koenig (1985) indicate, empirical evidence supports the 

contention that channel conflict adversely affects dealer's satisfaction. 

This view has been substantially supported by Anderson and N arus 
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(1990) who developed a model of manufacturer and distributor 

'working partnership'. The model also suggested that satisfaction is the 

focal consequence of working partnerships. It contends that satisfaction, 

by its nature, is not only a close proxy for concepts such as perceived 

effectiveness, but also may be more predictive of future action by 

partner firm managers. Further, satisfaction has been found to lead to 

the long-term continuation of relationships. 

Robicheaux and El-Ansary (1976-77), Dwyer (1980), Sibley and Michie 

(1982) posited that the level and nature of member co-operation in the 

channel are positively related to member satisfaction. Alternatively, 

Skinner, Gassenheimer and Kelley (1992), by studying the farm and 

power equipment channel, found that higher levels of conflict will 

lead to lower levels of co-operation. 

Consequently, the foregoing theoretical background led to the 

following research hypothesis: 

Hs3: Existing conflict between ,nanuf acturers and dealers has an 
impact on the conti,mity in mamif acturer-dealer relationships, 
which subsequently effects on dealer's satisfaction with the 
franchise 

7.3.4 The Dealer Contract 

Chapter 4 is used as a basis for the development of the hypothesis. Both 

the inherent literature emphasising theoretical developments in this 

area and the analysis of the dealer agreements used in the motor 

industry indicated that the dealer contract is a key-element in the 

power relationships. The previous findings were, as follows: 

The contract, drafted by manufacturers or their representatives 

with little or no dealer input, deals with the sale of vehicles,e· parts 

and associated services; it specifies aspects of the dealers' conduct 
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of their business and covers termination and duration of 

agreements. It is the starting point for the relationship. 

The agreement is regarded by some (Rosenfield 1970 and 

Anderson and Weitz 1992) as influential in the channel 

relationship: "it is from this instrument and the relationship that 

it creates that all responsibilities and benefits flow." Wilemon 

(1972) described power factors in franchised businesses, 

highlighting legal agreements between channel members and 

showing that these agreements often allow the franchiser to exert 

influence over franchisees. Wright (1988) adopted this view and 

additionally stipulated that a contract between the two parties 

provides a mechanism giving the manufacturer a basis for 

controlling and co-ordinating the activities of a specific channel. 

Brown (1969) labels franchise agreements as repressive and 

emphasises franchisee's lack of legal recourse. Brown points out 

that the greater economic power, information base and 

contractual/negotiation experience of the franchiser weigh against 

the franchisee. Hunt and Nevin (1974) support his view by 

discussing franchisees' bargaining disadvantages and stressing the 

'pro-franchiser' nature of contracts. 

Lusch (1976), studying vehicle distribution channels, stated that 

the contract was partly responsible for the predominance of 

manufacturers' power in the channel; we should be aware, 

though, of the difference in economic climate between 1976 and 

1993. Frazier and Summers (1986) also supported the view points 

of Lusch, Hunt and Nevin, and also clearly emphasised that 

franchised distribution systems, such as those for new cars, 

typically are characterised by asymmetric power relationships 

favouring the manufacturers. Ennew, Unusan and Wright (1993), 

studying the car distribution system in Turkey, indicated that a 
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formal contractual relationship gives the manufacturer a basis for 

controlling the activities of dealers to ensure that those dealers 

behave in the manufacturers' interest, therefore enhancing 

manufacturers' power. Additionally, manufacturer's power also 

derived from the provision of a variety of support activities 

provides an additional control mechanism. 

An imbalance in responsibilities was identified by Rosenfield 

(1968) who claimed that franchisees' responsibilities were many 

and detailed whilst franchisers' were few and unclear. 

John and Reeve (1982) take a different view. They refer to a 'high 

perceptual convergence between the two parties', implying broad 

agreement of the contract as a guide to operation. Williamson 

(1985) views contracts as less important in long, complex 

relationships due to the impossibility of writing 'complex 

contingent claims contracts' .  

The analysis of  dealer agreements, controlling the car distribution 

channel relationships, revealed an obvious imbalance of power i n  

favour of the manufacturer due to the fact that it possesses a large 

sample of coercive and non coercive power sources enabling it to alter 

the behaviour, and therefore the freedom, of the dealer. The 

agreements showed that, in order to control its network, the 

manufacturer relies primarily on coercive, rather than non-coercive, 

power sources. Additionally, the dealer agreements are not balanced 

documents in terms of the contents and the wording of the clauses. 

The responsibilities of dealers are numerous and specified in detail, 

while the responsibilities of manufacturers are few and vaguely 

described. However, this discussion does not indicate dealers' 

perceptions of such a document. 
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Subsequently, the following hypothesis is proposed: 

Hs4: When the dealer contract is perceived by dealers to be biased 
towards the manufacturer, manufacturer's power tends to be 
heightened 

7.3.5 Provision of Assistance 

Through chapters 4 and 5, it was noticed that assistance provided by 

manufacturers to dealers represents an important role within the car 

distribution channel. Because managing a dealership is a highly 

complex activity requiring ability in many business areas, 

manufacturers believe that dealers are in need of assistance and 

guidance to enable them to function efficiently and effectively. This 

belief is largely shared by the dealers too. 

As previously seen, the theoretical developments emphasised by the 

past research dealt with the following relevant points: 

Assistance may be considered as a Measure of Dependency: 

Gassenheimer, Sterling, and Robicheaux (1989 ) suggested that the level 

of dealer dependency is based on the perceived quality of the 

manufacturer's role performance/assistances that support(s )  dealer's 

operations, the dealer's available alternatives, and the subsequent 

financial impact that these performance levels have on dealers' 

operations. Consequently, it has been found that these dependency 

measures represent the foundation for manufacturer's power. The 

need of the dealer combined with the unique abilities of the 

manufacturer provide the basis for the manufacturer to influence 

decisions. 

Assistance and its Relation with Power. Satisfaction. and Conflict: 

The theoretical relationships at issue are based on those first developed 

by Hunt and Nevin (1974 ) and Lusch (1976 and 1977) on the impact of 
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sources of power on conflict and satisfaction. Hunt and Nevin 

suggested that a surrogate measure of non-coercive sources of power i n  

a franchise channel could be the assistance that franchisers provide to 

the franchisees. They demonstrated that when the assistance is of a 

high quality, then: {l) the franchisees establish the franchiser as a n  

expert; (2) they establish him as someone with the ability to reward; (3) 

they want to identify with him; and finally (4) they expect him to lead 

the channel as the franchiser's efforts to control the channel are 

legitimised (these statements are based on four out of five power 

sources first defined by French and Raven, 1959). 

Their study, carried out within the fast food restaurant area where 

sixteen types of assistance designed to influence franchisees behaviour 

were used, revealed that when the quality of assistance increases, 

perceived retailer power decreases. This implies that franchisees would 

more willingly yield power when their franchiser's assistance is of a 

high quality. This theory is a consequence of the above four 

franchisee's perceptions. Additionally, the results of the study provided 

empirical evidence that the consequences of exercising power in a 

channel of distribution depend on the sources of power exercised. 

Franchisers were found to be able to increase the franchisees' 

satisfaction with the channel relationship by relying more on non

coercive sources of power such as providing higher quality assistance 

in certain areas. Therefore, assuming that they are satisfied, they more 

willing I y relinquish power to the manufacturer. 

The satisfaction construct was also explored by Lusch (1977). Lusch, by 

empirically investigating the potential determinants of franchisee 

satisfaction within the motor industry, found that high quality 

assistance provided by car manufacturers to their dealers appeared to be 

capable of increasing dealer satisfaction and furthermore, improving 

channel relations. Lusch, who actually initiated the above study i n  

1976, first assessed the impact of power sources on intra-channel 

267 



conflict. Empirical evidence suggested that the types of assistance 

provided are effective for reducing the frequency of intra-channel 

conflict. Modern research (Wilkinson, 1981; Frazier, Gill and Kale, 1989; 

Lewis and Lambert, 1990; Ong et al, 1990; Ennew, Unusan and Wright, 

1993) ended up with similar results in terms of coercive and non

coercive power sources and their impact on satisfaction. The 

previously stated researchers suggested that a relationship appears to 

exist between power and satisfaction with coercive power decreasing 

the retailer's satisfaction within a given channel structure, and non

coercive power tending to heighten/increase satisfaction. 

Assistance as a Way to Maintain Channel Relationship: 

Assistance may also be considered as a function of continuity of the 

relationship and co-operation. Past research emphasised the fact that 

usually, because manufacturers depend on the performance of their 

dealers, they appear to be reluctant to use coercion. Instead, they often 

develop programmes (eg training programmes, sales promotions) 

designed to strengthen their dealers and to establish and/or maintain 

co-operative relationships (Frazier and Summers, 1986; Gassenheimer, 

Sterling and Robicheaux, 1989; Anderson and Weitz, 1992). Empirical 

evidence suggested that the greater the franchiser's non coercive 

sources of power over the franchisee, the greater the co-operation of 

the franchiser as perceived by the franchisee (Sibley and Michie, 1982). 

Additionally, Gassenheimer, Sterling and Robicheaux (1989) found that 

a dealer's future intentions to maintain the relationship with the 

manufacturer were positively related to the dealer's satisfaction with 

the relationship. 

Finally, this sub-section could be ended up by indicating that most of 

the literature which has been done regarding this area stressed the fact 

that providing assistance is a powerful means for manufacturers to 

influence downstream members. Lack of such support leads to 
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resentment and poor relationships. On the other side, manufacturers 

which support the downstream members of the channel are rewarded 

with better relationships. 

Instrumentality of Assistance: 

It is important to mention that most of the research done about this 

area mainly concentrated on the quality of the assistance provided by 

the franchiser to the franchisees. Just few studies emphasised the 

helpfulness or instrumentality of the assistance. 

Lusch (1976) stressed that the quality of the assistance only explains i n  

part the strength of the non coercive sources. The assistance may be of 

high quality; however, it is not necessarily the types of assistance that 

are very instrumental to the success of the franchisee's business. 

Therefore, "the strength of the non- coercive sources is a function of 

both the quality and instrumentality of the assistances." So, Lusch 

generated the following hypothesis, part of his study within the motor 

industry: "Combining the instrumentalities of the assistances with the 

quality of the assistances will increase the strength of the non-coercive 

sources and therefore explain more franchise satisfaction than only the 

quality of the assistances." His model relied heavily on instrumentality 

theory. Instrumentality theory basically looks at how individuals 

perceive objects (sources of power) as blocking or helping to attain goals 

that the individual has. Unfortunately, after having been tested, the 

hypothesis was not supported and had to be rejected. The plausible 

reasons for obtaining a negative test were mainly a misunderstanding 

of the instrumentality concept by the dealers and also the general 

weakness of instrumentality theory. 

Sibley and Michie (1982) also pointed out the concept of helpfulness of 

the assistance in a survey relating to the franchisees of a farm 

implement franchiser. twenty-six types of assistance were identified 
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and measured on a 5-point scale, with the points described as 'No help', 

'Little help', 'Some help', 'Much help' and 'Total help'. The survey did 

not take into account the quality concept because both researchers 

thought that the quality of assistance might be immaterial to the firm 

that does not rely on i t  in  its business operations. 

Consequently, it is decided that both 'quality' and 'instrumentality' 

concepts should be used in the research hypothesis because of their 

assumed relevance in the motor industry: 

High quality assistance is crucial for dealers to operate effectively 

because of the very nature of their business. Because their 

customers expect to buy high quality products and receive high 

quality service, dealers can only respond to these needs if they 

receive themselves high quality support. 

Instrumentality of assistance is also relevant to the study because 

certain types of assistance provided by the car manufacturers are 

not necessarily considered as important by the dealers, especially, 

if they have to finance them. However, in order to avoid any 

misunderstanding of the 'instrumentality' concept, it is decided to 

redefine it by assimilating it into the 'importance' of assistance 

perceived by the dealers (ie how important the support provided 

by the manufacturers for the dealers' operations is.) . 

Given the previous theoretical background, the following research 

hypothesis is presented for testing: 

HsS: When the assistance provided by manufacturers to dealers is 
perceived as valuable (of h igh quality and importance) by the 
dealers, dealers ' satisfaction increases 

7.3.6 Communication 

Communication in one form or another provides the means by which 
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the work of channels is co-ordinated. Communication between 

manufacturer and distributor is widely recognised to be important to 

building and maintaining a relationship. Poor or ineffective 

communications can prove to be a major roadblock to co-ordinative 

efforts. Anderson and Weitz (1989) indicated that an "intensive two

way communication concerning plans, programs, expectations, goal 

setting, and performance evaluation is critical for resolving disputes 

and co-ordinating actions." They emphasised the need for explicit 

communication for achieving and monitoring integrative agreements 

and for preventing misunderstandings from arising . Consequently, 

"intensive communication should lead to better informed parties, 

which in turn should make each party more confident in the 

relationship and more willing to keep it alive."  Therefore, these few 

statements show that communication represents a central component 

and a determinant of the relationship between channel members. 

In this section, the development of the research hypotheses includes 

both aspects of communication, namely the human resources (ie 

boundary personnel informing the distributors) and the information 

technology systems. The combination of both aspects provides tools for 

channel management and then, influence the power relationship of 

channel members. 

Communication via Boundary Personnel 

In distribution channels, "there are boundary personnel whose 

responsibilities lie primarily in the areas of customer service and 

territorial management as opposed to sales personnel. Their influence 

objectives centre on co-ordinating marketing strategy and tactics in an  

existing business relationship rather than on attempting to initiate new 

business relationships or creative selling." (Frazier and Summers 1984) 

. They focused on the use of influence strategies (eg threat, legalistic 

plea, promise, request, recommendation, information exchange) by 
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boundary personnel within the. car distribution channel. They selected 

this channel since interfirm interactions are frequent, and influence 

attempts by the manufacturer are likely to be highly salient because of 

the importance of the decisions issues involved. Interviews with 

dealers identified that manufacturers interact with their dealers 

primarily through three boundary people: 

1 the sales representative or district ma�ger; 

2 the service representative; 

3 the parts representative. 

This study only considered the attitude of the sales representative, as 

the preliminary interviews revealed that tlie sales representative has 

the most frequent and important contact with tlte dealers, and is 

responsible for influencing a wide range of dealer decisions (eg 

inventory levels and mix, participation in manufacturer-sponsored 

programmes of various types, dealer promotions, . . .  etc.). The results of 

the field study empirically evidenced that the sales representative 

appears to use coercion with great reluctance, only when other types of 

influence strategies have failed to produce a satisfactory response on a n  

important issue. Because like most franchise systems, the automobile 

channel is characterised by high interfirm dependencies, it is extremely 

important to both the manufacturer and its dealers to develop and 

maintain a co-operative atmosphere in order to facilitate the co

ordination of their marketing activities. Therefore, the sales 

representative tends to use more frequently information exchange and 

recommendations strategies as opposed to coercive influence strategies. 

Early research in this area has been initiated by Valentine Ridgway 

(1957), who closely studied manufacturer-dealer systems, and more 

particularly the car distribution system. According to her, the operation 

of a channel of distribution "is continuously tested by the ability of the 

manufacturer's field staff to provide the dealers with the satisfaction 
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they seek while simultaneously encouraging the dealers to contribute 

to the goal of the system." She identified that the manufacturer's 

representatives include a group of district managers, each of whom is 

responsible for the sales performance of a small group of dealers in his 

district. In addition, tltere are several specialists in the areas of sales, 

service, and business management. The district managers and the staff 

specialists are the manufacturer's direct contact with the dealers, and 

what is called 'manufacturer-dealer relations' is often actually the 

personal working relationship between a dealer and the district 

manager. The researcher indicated that the centralisation of 

information via the district managers facilitate the control of the 

manufacturer over the dealers' operations. 

Chapter 4 revealed an imbalance of power in favour of the 

manufacturer mainly due to the fact that the manufacturer has in its 

possession a large sample of coercive and non-coercive power sources 

enabling it to alter the behaviour of the dealer. The non-coercive 

sources mainly included the assistance provided by the manufacturer 

to its dealers, and it was seen that 'field service' is a type of assistance. 

Thus, the provision of manufacturer's representatives represents a 

means to increase manufacturer's control. 

Consequently, based on the above statements, the following hypothesis 

is proposed for testing: 

Hs6a:The non-coercive power of the tnanuf acturer over the dealer, as 
evidenced in the perceived quality and importance of assistances, 
is correlated positively with the frequency of dealer-manufacturer 
communication 

Additionally, as stipulated previously, Anderson and Weitz (1989), i n  

their article which studies the determinants of continuity i n  

conventional channel dyads, pointed out that "intensive two-way 

communication concerning plans, programs, expectations, goal setting, 
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and performance evaluation is critical for resolving disputes and co

ordinating actions. Intensive communication should lead to better 

informed parties, which in turn should make each party more 

confident in the relationship and more willing to keep it alive ." 

However, by including in their study the 'age of relationship' variable, 

the researchers indicated that older relationships can get by with lower 

levels of communication than do younger ones. 

This is explained by the fact that, over time, parties become well 

acquainted with each other, which allows them to predict each other's 

reactions and to co-ordinate activities, even with less communication. 

Williamson (1985) adopts the same view by stipulating that the 

understandings that develop over time permit efficiencies i n  

communicating, which constitutes a significant experience-based asset. 

Overall, he suggested that with a greater number of years as members 

of a franchise, franchisees can be expected to have acquired reasonable 

proficiency and self-confidence in operating that franchise. 

The above statements, therefore, lead to suggest that younger 

relationships need higher levels of communications (ie higher 

frequency of communication flows), which in turn, should increase 

manufacturer's control over their business operations; as opposed to 

older relationships which can get by with lower communication levels, 

due to their reasonable experience in the business. The latter case 

should imply a decrease in manufacturer's power. 

Consequently, the following hypothesis derived from the above 

discussion is proposed for testing: 

Hs6b: The younger (the o lder) the relationship in the motor industry, 
the higher (the lower) the communication levels. 

Finally, the next hypothesis deals in questions not covered by past 

research. Its origin lies in the meetings held between the researcher, the 
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manufacturers and a sample of dealers prior to the design of the 

research programme. It became clear that, in some cases, there is a 

degree of mutual understanding and communication which 

transcends that necessary for management and which exceeds the 

designed purpose of formal communications channels. 

Representatives of both sides were pleased to comment on personal 

relationships which, whilst originating in the formally designed 

communications systems between the two, had gathered social 

momentum and had led to communication in areas of activity 

unspecified by either business. 

Whether this was a significant phenomenon, or a small minority, one 

should be tested. It is suggested that the nature of these social/personal 

relationships may impact on power relationships, underlining two 

patterns of behaviour: 

either this type of situation bids the dealer to maintain the 

'business relationship' (for instance, the dealer is more reluctant 

to switch to another franchise), which implies an increase in  

manufacturer's power; 

or it improves the dealer's bargaining power within the 

organisation, probably by a mechanism of secondary friendship (ie 

the friends of their contacts in the company became their friends 

too). 

Subsequently, the following hypothesis will be tested: 

Hs6c: The communication between dealer and manufacturer 
personnel overspills from formal to informal situations, 
influencing the power relationsh ip between both parties. 

Communication via Information Technology (IT) systems 

In a section of chapter 4, it was clearly noted that information systems 
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and telecommunications provide the technological means by which 

communication linkages are established throughout the channel of 

distribution. In the motor industry, in any dealer network, each dealer 

is required to adopt a common processing system which links it to the 

manufacturer's organisation. The processing and reporting capabilities 

of computerised information systems help provide the control needed 

for efficient ordering, handling, receiving, distributing, and reporting 

of sales and material. Communication networks can also be used to 

transmit bulletins, tips, helpful hints and other general information to 

all dealers. 

The chapter emphasised that the majority of the car manufacturers 

require their dealers to install and maintain systems as are 

recommended by them. The purpose of this procedure is to facilitate 

the flow of information between both channel members, and also to 

make manufacturer's control over the financial and operating 

characteristics of the dealer easier. But this obligation is however 

limited in certain contracts, which point out that the dealer may use IT 

systems not recommended by the manufacturer but, at least, 

compatible with those currently used by the manufacturer. This 

limitation therefore gives some freedom to the dealer. 

This situation has been studied by Stern and El-Ansary ( 1992) within 

the framework of research regarding channel communication relating 

to information systems. They found that "when power is severely 

imbalanced between a vendor and a distributor, the more powerful 

party will often dictate the type of system and standards to be used. 

When power is more equally divided among the major vendors and 

distributors in a given industry, the industry as a whole is likely to 

become involved and develop standards which will satisfy all 

members." 
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Consequently, it will be necessary to verify the intensity of the use of IT 

systems in the car distribution channel, and see how powerful they are, 

in terms of dealers' control, compared to the influence of the boundary 

personnel. 

7.3.7 Characteristics of the Car Manufacturers and Their Dealer 
Networks 

Types of Dealership Versus Channel Relationships 

Chapter 3, regarding the characteristics of the car distribution channel, 

emphasised the current growth of the dealer groups and their 

increasing dominant role within the industry (currently they control 

almost 40% of the franchised outlets) because of their strong bargaining 

power generated by their large structures. Derived from this present 

situation, it is expected to find differences in the power balance between 

the manufacturers and the dealers belonging to the groups/chains, i n  

certain situations which would tend to favour the latter. Therefore, it is 

proposed to operate a divide between the dealers, namely the dealer 

groups as opposed to the independent dealers, and see how the nature 

of the dealerships may influence power relationships with the 

suppliers. 

The areas which appear to create a significant gap in the distributors' 

attitudes seem to include the level of disputes with the manufacturer, 

the sources of the training provisions and their perceptions of 

manufacturers' support. However, no academic literature may support 

or contradict these developments, as, to the researcher's knowledge, no  

empirical research has ever considered such issues. 

Consequently, the following hypothesis is proposed for testing: 
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Hs7: Differences in the power balance between manufacturer and 
dealer (independent) and between manufacturer and dealer 
groups are apparent in dispute level differences, in variances 
between the origins of training provision and the value attached 
to other assistance. 

Market Share Versus Channel Relationships 

The researcher found no academic literature references to channel 

relationship differences according to supplier sales performance in the 

market place. However, the trade press contains several recent 

references (eg Dealer Attitude Survey 1994 - produced by the RMI, 

Automotive Management, January 1994 ) which indicate that certain 

manufacturers, performing at a lower market share were experiencing 

a higher level of dealer dissatisfaction than were their competitors. 

The trade press information was supported by dialogue with 

manufacturer and dealer personnel in the earliest stage of the research. 

The former were prepared to state which manufacturers' dealers were 

disillusioned to some extent by relatively low new car sales levels, and 

some of the latter indicated direct dissatisfaction with tight dealer 

controls in a falling market. There would appear to be a clear logical 

link between manufacturer power and manufacturer market share, 

and the following hypothesis is a consequence of this and the above 

factors: 

Hs8: The relatio11sl1 ip between manufacturer and dealer is better for 
those manufacturers whose recent market place record has been 
more successful. 
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7.4 Summary of Hypotheses 

General hypotheses 

HGl: In the relationship between car manufacturer and car dealer, the 
power of the manufacturer exceeds that of the dealer. 

HG2: Car manufacturers influence car dealers by controlling business 
variables which are partly surrendered by dealers to manufacturers . 

Specific Hypotheses 

Hsla: Dealers overall satisfaction with training is positively correlated 
with the specified minimum amount of training and with the 
manufacturer' s financial support of training, as evidenced in dealers' 
perceptions of quality and importance of training. 

Hslb: The proportion of manufacturer's effort into technical training 
as opposed to non-technical training varies according to 
manufacturers' origin, but is generally in excess of 1: 1 .  

Hs2: Manufacturers set standards of performance for dealers which 
are subject to regular formal assessment and which correspond closely 
to the requirements of other manufacturers . 

Hs3: Existing conflict between manufacturers and dealers has a n  
impact on the continuity in manufacturer-dealer relationships, which 
subsequently effects on dealer's satisfaction with the franchise. 

Hs4: When the dealer contract is perceived by dealers to be biased 
towards the manufacturer, manufacturer's power tends to be 
heightened . 

HsS: When the assistance provided by manufacturers to dealers is  
perceived as valuable (of high quality and importance) by the dealers, 
dealers' satisfaction increases. 

Hs6a: The non-coercive power of the manufacturer over the dealer, as 
evidenced in the perceived quality and importance of assistances, is 
correlated positively with the frequency of dealer-manufacturer 
communica tion.  

Hs6b: The younger (the older) the relationship in the motor industry, 
the higher (the lower) the communication levels. 
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Hs6c: The communication between dealer and manufacturer personnel 
overspills from formal to informal situations, influencing the power 
relationship between both parties. 

Hs7: Differences in the power balance between manufacturer and 
dealer (independent) and between manufacturer and dealer groups are 
apparent in dispute level differences, in variances between the origins 
of training provision and the value attached to other assistance. 

Hs8: The relationship between manufacturer and dealer is better for 
those manufacturers whose recent market place record has been more 
successful. 

In order to statistically test the above hypotheses, a mail questionnaire 

appeared to be the most appropriate instrument in the research process, 

as it would allow a large number of dealers to be approached in a cost

effective manner and provide the opportunity to maximise the 

reliability and population validity of the findings. The next chapter 

now presents the objectives of the questionnaire, then the 

methodology adopted for conducting the field survey, and finally 

reports the findings based on the dealers' perceptions . 
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CHAPTER 8: FIELD SURVEY - THE PRACTICES AND 
PERCEPTIONS OF THE CAR DEALERS EXPERIENCING 
MANUFACTURER'S CONTROL 

8.1 Objectives of the Field Survey 

The overall objectives of the field survey were to establish, with a high 

degree of reliability, the practices and perceptions of the dealers i n  

issues subject to manufacturer's control or influence; to establish also 

the areas of activity in which manufacturers applied control measures 

and to determine the nature of these controls; subsequently to confirm 

or contradict the dominant position of the manufacturer within this  

particular distribution channel. 

The hypotheses previously indicated needed to be tested and in doing 

so the range of the areas and techniques of control under study were 

investigated in various depth. 

8.2 Objectives of the Questionnaire 

In terms of training, it  was necessary to establish whether the training 

provided by the manufacturer was compulsory or not. In the case it was 

compulsory, it was possible to determine the minimum number of 

days of a ttendance required and the number of people to attend the 

training courses annually. In the event it was not compulsory, it was 

necessary to identify the actual training courses attended by the dealers 

and the motives underlying this decision. 

Furthermore, the questionnaire sought to establish the dealers' use of 

outside training consultants, which represent a major threat to the 

manufacturers in terms of channel control, and the extent to which 
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these agencies are used as opposed to the training provided by the 

supplier. In a similar perspective, the questionnaire sought to indicate 

the existence of dealers' 'in-Company' training. Additionally, it was 

necessary to discover the source of funding of the courses which is a 

determinant of the dealer's satisfaction. Finally, the questionnaire 

looked for the identification of the value that dealers attach to these 

training provisions, as well as the consequences for non-attendance to 

the manufacturers' programmes. 

With respect to the dealer assessment procedures, the questionnaire 

needed to verify the areas of the dealership which are assessed by the 

manufacturer, and how often these are monitored, as well as the 

determination of the assessor. Additionally, the identification of the 

penalties inflicted on the dealers in the event the dealership does not 

achieve the minimum standards required was a good indicator of the 

scope of manufacturers' power. 

In examining disputes issues it was necessary to evaluate the number 

of dealers which experienced in the last year some serious dispute with 

their manufacturer and subsequently the reasons and outcomes of the 

conflict. Regarding this matter, the questionnaire sought to determine 

whether certain associations, such as the RMI and the dealer councils, 

whose substantial purpose is to protect the prerogatives of the dealers 

and thus to contribute strongly to an increase in dealers' power, played 

an active role in the solving of the disputes. 

As far as the dealer contract is concerned, the questionnaire needed to 

evaluate the perception of the dealers towards this particular document 

regarding the balance of the terms between each party. Furthermore, 

the dealers were asked to comment on the potential disputes they had 

with the manufacturer about any of the terms of the dealer agreement. 

However, in order to check any potential bias, the dealers had to 

indicate the number of times they annually looked at it. 

282 



With respect to the assistance provided by the manufacturers to their 

dealers, the questionnaire sought to determine the types of assistance 

currently provided and the value, in terms of both the quality and 

importance, that dealers attach to these different areas of support. By 

measuring the perceptions of dealers regarding this issue it was then 

possible to evaluate their satisfaction and its direct link with power 

relationships. 

Looking at the relationship of the dealer with the manufacturer's 

representatives, the balance of face-to-face and telephone contact was 

examined, as well as the frequency of the communications. The 

questionnaire also sought to identify the routine communications via 

computer, fax, forms . . .  etc. with the manufacturer and their frequency. 

Consequently, it was necessary to discover how the choice of 

information technology equipment was made. Was it the dealer's 

choice or the one of the manufacturer? This last section was 

determining since it showed the extent to which one of the dealer 

business decisions might be influenced by the manufacturer. 

Finally, it was necessary to identify the nature of the dealerships 

examined, the origins of their supplier, and the length of service in this 

particular network, since it was expected that such variables had 

potential effects on the power relationships. 

8.3 Methodology of Field Survey 

8.3.1 Sample and Data Collection 

The field survey involved a mail questionnaire (see appendix 5) sent to 

1,128 dealers who were selected at random from eight lists provided by 

eight volume manufacturers (which highly co-operate in the research 

programme) covering 2,952 car dealers located in England, Scotland, 
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Ireland, Wales, and the Channel Islands. The sample size was chosen 

in order to support triangulation and to enable a certain number of 

non-trivial cross-tabulations to be undertaken. The total number of 

dealers within the eight networks considered was approximately 3,000 

as a full census was unrealistic both in terms of resource availability 

and response rate probability. A 10% sample (300 dealers) enabled a 

non-trivial quota sample by manufacturer to be devised. The sample 

distribution was based on the proportion of dealers for each network 

compared to the total dealers examined (as the networks are not equal 

in terms of number of dealers), and the expected number of responses 

based on the results of the pilot survey previously carried out (the pilot 

survey resulted in a 40 per cent response rate). The following table 

shows the distribution of the sample: 

Table 8.1: Sample Distribution 

Manfr. Number 
Deal

of 
ers 

As Proportion 
of Total Dealers 
Examined 

Prop
Exp
Que

ortion• 
ected 
stion. (300) 

Number of Question. 
to Send Based on 
40% Response Rate 

A 
B 

1,002 
601 

0.339 
0.203 

102 
61 

255 
153 

C 320 
D 

0.108 82 
270 0.091 27 68 

E 
F 
G 
H 

249 
204 
155 
151 

0.084 
0.069 
0.052 
0.05 

25 62 
21 53 
16  40 
15 37 

Total U52. loo. Z5il 

However, in order to counterbalance the risk of obtaining a lower 
response rate, the number of questionnaires to send was increased for 
all the networks, as follows: 
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Table 8.2: Revised Sample Distribution 

Networks Universe 

A 270 
B 229 
C 120 
D 1 15 
E 112 
F 102 
G 100 
H 70 

Total 1.128 

The sample included respondents from dealerships of different sizes 

(small, medium, and large in terms of turnover), type (independent 

outlets and outlets being part of groups/ chains), residential areas 

(England, Scotland, Ireland, Wales, and the Channel Islands), and 

origins (A and B have American origins; C, D and E, European origins; 

and F, G, and H, Japanese origins). 

The sample was selected as follows: 

a A selection of alphabetically listed dealers from each sales 

region/county. 

b From each of the above dealers, independent vs. chain outlets 

were listed. 

c Selection b was also divided into large versus small outlets. 

Therefore, four lists per region were obtained; one (independent/large), 

second (independent/small), third (chain/large), fourth (chain/small) .  

From that, approximately every second dealer in each list was selected. 

Preliminary field interviews with car manufacturers and dealers 

indicated that in most dealerships, the Dealer Principal assumes 
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responsibility for representing the dealership in its contact with other 

organisations (eg manufacturers and dealer associations) as well as for 

making decisions regarding virtually every issue of major importance. 

Because of the dominant role the Dealer Principal plays in a car 

dealership, affecting the actions of the dealership (eg its participation i n  

manufacturer-sponsored programmes) is largely a matter of 

influencing the decisions of the Dealer Principal. Consequently, the 

key-informant data collection method was used, whereby "the social 

scientist obtains information about the group under study through a 

member who occupies such a role as to be well-informed. "  (Campbell 

1955). Some justification for the technique is given by Campbell and 

also Seidler (1974). Therefore, after consultation with several 

manufacturers and dealers, the Dealer Principal was found to be the 

best person to provide information about manufacturer-dealer 

relationships. 

While Phillips (1981) emphasises the desirability of using multiple 

respondents within an organisation when using the key-informant 

method, he also notes the necessity of verifying that all such 

respondents are qualified to provide the requested information. In this 

study, it appeared that only the Dealer Principal is so qualified, since 

others in the organisation are only likely to have limited knowledge of 

all the manufacturer-dealer interactions of primary interest. As a 

result, the questionnaires were directed to the Dealer Principal in each 

dealership. The lists provided by the manufacturers indicated the 

respondent's position within the dealership and sometimes his name. 

All respondents were either owners/managers (and as such, likely to be 

the Dealer Principal) or dealer principals. 

The following procedures were used to conduct the survey: 

1 Preliminary field interviews were conducted with thirteen car 

manufacturers, five dealers, and three trade associations (the RMI, 
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Networks 

A 
B 
C 
D 
F 
G 
H 

Total 

Universe  

5 
5 
4 
4 
4 
4 
4 

3.!l 

the IMI, and the AA). The objective was to obtain relevant and 

current information concerning this particular channel of 
distribution, so that meaningful and useful questions could be 
developed for the survey. The initial literature search combined 

with preliminary field investigation provided the basis for the 

development of the questionnaire. Also, the generation of 
research hypotheses during the preliminary research activities 
greatly simplified questionnaire development. 

2 Pilot survey: After having designed the questionnaire, a pilot 

survey was carried out. The population of the pilot survey was 

comprised of thirty car dealers. The sample frame was chosen 
from the dealer lists provided by seven car 

manufacturers/importers established in the UK The sample -
selected at random- was exclusively stratified by county 

(Bedfordshire, Hertfordshire, and Buckinghamshire) and dealer 

networks: 

Table 8.3: Sample of the Pilot Survey

The results of the pilot survey, whose response rate was 40%, 
allowed the researcher to check the design of the questionnaire, 

namely the validity and significance of the questions. They 

revealed that certain improvement and amendments were 
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required so that the questionnaire might be suitable for the main 

survey. 

Data collection of the field survey: As mentioned earlier, the 

sample consisted of 1,128 car dealers selected at random from 

dealer lists provided by eight volume manufacturers/ importers 

covering 2,952 car dealerships located in England, Scotland, 

Ireland, Wales, and the Channel Islands. The drawing of the 

sample emerged as one of the more time consuming tasks as i t  

took a long time to obtain the lists from the manufacturers. The 

sample distribution was designed as previously explained. 

The data collection procedure proceeded as follows. The questionnaire 

was mailed to 1 ,128 dealer principals (key-informants). Enclosed with 

the questionnaire was a cover letter (see appendix 6) which explained 

the research project and enlisted the co-operation of the manufacturer's 

management (ie either the Dealer Development Manager or the 

Training Manager or the Strategic Manager). Each letter was personally 

signed to reinforce the importance of the survey. An incentive was 

proposed to the respondents. In return for their co-operation, dealers 

would receive the results of the survey. The questionnaire was 

additionally accompanied by a pre-paid return post envelope for the 

completed questionnaire. 

Three weeks after the mailing of the questionnaire a follow-up letter 

was sent to the dealers who did not reply to encourage them to 

complete the questionnaire and remind them of the importance of 

their participation in the success of the research (see appendix 7). The 

follow-up contained a complete package including the questionnaire, 

the initial cover letter, and the follow-up letter. 

Overall, the mailing and follow-up produced 295 usable 

questionnaires. This resulted in a 26.15% response rate. This response 

rate was lower than the one the researcher expected, namely the one of 
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1,128 

the pilot survey {40%). This rate of response was, however, high for a 

mail survey employing a detailed and extensive questionnaire, and 

sent to a group of busy managers in an industry that is currently the 

target of regular research efforts. 305 questionnaires were actually 

received. However, ten of them were not completed either because 

dealers were out-of-business (five were no longer car dealers) or 

because their time was very pressured with work of higher priority 

(two dealers). Also, three dealers refused to complete the questionnaire 

due to the bad relations they currently have with their manufacturer. 

Of those 295 dealers who did return the questionnaire, the quality of 

the response was sometimes disappointing with some dealers failing to 

complete few questions. Pressures of work must again account for this 

with some dealers choosing to be selective in the questions they 

responded to in order to save time. 

A question arises as to the 'goodness' of the analysis sample (ie those 

295 dealerships that completed questionnaires). One indication of the 

quality of the analysis sample is how closely it parallels the universe i n  

size distribution by number of dealers. The below table presents this 

comparison for each network. 

Table 8.4: Sample of the Analysis 

Network Universe Completed Response 
Questionnaires Rate 

A 270 41 15.18 
B 229 61 26.63 
C 120 21 17.50 
D 1 15 38 33.04 
E 112 29 28.89 
F 102 27.45 
G 100 38 38.00 
H 80 39 48.75 

Totals lli 26.15 
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The table suggests that the B, E, and F networks portions of the analysis 

sample are the most adequate approximation of their universe as far as 

numbers of dealers are concerned. However, it is important to mention 

that, overall, the analysis sample is quite well-distributed and also, no  

network presents a low response rate. 

8.3.2 Ouestionnaire Design 

The research instrument, namely the questionnaire, took several 

weeks to be developed and moved through several drafts. It was a long 

process because of the significance and accuracy of the questions 

required to achieve the objectives set. The questionnaire had to include 

questions on the most important issues generated by the literature 

search, the preliminary field investigation, and the analyses referring 

to the dealer agreements, the training provisions and the dealer 

assessment procedures. The generation of research hypotheses during 

the preliminary research activities helped simplify questionnaire 

development. 

The wording of questionnaire items stands as a major problem in any 

survey research project. This problem emerged as a particularly 

difficult one in the construction of the questions. The wording 

difficulties were explained by the expected heterogeneity among 

dealers, as well as the specific vocabulary and set of terms used in the 

motor industry. Moreover, no good examples of previously employed 

research instruments regarding these particular subjects under scrutiny 

existed to provide guidance. 

Both the wording and the content of the questionnaire gained i n  

quality through meetings with manufacturers, dealers, and trade 

associations. Some of the more sensitive questions were submitted to 

them for reaction and advice during the later stages of the preliminary 
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field investigation. The pre-testing stage involved two phases. Phase 

one implied applying the questionnaire in personal sessions with five 

dealers who were willing to give their impression of the quality and 

understandability of the instrument. Phase two consisted of a mail pre

test to a sample of thirty dealers. Twelve out of the thirty dealers 

returned completed questionnaires. The two phases of the pre-testing 

process provided a more adequate reading of the dealer's ability to 

respond to the items on the instrument. 

Although the questionnaire was quite extensive and detailed (forty

five questions), it had been necessary to restrict its length in order to 

encourage dealers to complete it entirely. With constant pressures on  

dealer principals' time, an overlong and complex questionnaire would 

more likely have been discarded resulting in a poor overall return. 

Similarly, in order to encourage a high quality response it was 

necessary to give it a clear structure and the appearance that it was 

straightforward to complete (the questionnaire was structured 

according to the different subjects under study with clear headings). 

In order to facilitate rapid completion of the questionnaire many of the 

questions were pre-coded requiring dealers simply to either tick or fill 

boxes and circle key words. This allowed more questions to be asked in  

total and provided frames of reference within which an answer was 

required. Open-ended questions were kept to a minimum because it 

was expected that dealers would be reluctant to provide such time

consuming answers, and also because responses to such questions vary 

greatly in length, form and detail which present problems for analysis. 

Many of the questions were multi-choice questions or closed questions 

which provided straightforward answers. Some questions asked dealers 

to evaluate their perceived value (in terms of quality and importance) 

of some assistance provided by their manufacturer. They indicated 

their opinion by scoring from O to 10 each assistance (regarding quality) 

and by ticking the following scale (regarding importance): 
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Not very Moderately Important Crucial 

important important 

Finally, it was necessary to identify the characteristics of the dealers 

examined. Therefore, the last section of the questionnaire included 

identification questions in terms of type of dealership operated, 

location, source of supply, and length of service in this particular 

franchise. 

8.3.3 Statistical Analysis 

In order to analyse statistically the data collected, and subsequently test 

the hypotheses, a specific computer package was used, that is, SPSS 

PC+. SPSS (Statistical Package for the Social Sciences) appeared to be the 

most appropriate and useful package. 

As far as the statistical instruments are concerned, the statistical 

methods chosen to analyse the collected data were both the parametric 

and non-parametric statistics, as the methodology of the research 

programme corresponds to a methodological pluralist paradigm. 

Regarding the statistical tests employed, two basic parametric tests were 

used: the One-Way ANOVA (Analysis of Variance) and the t-test, 

which intentionally displayed uncomplex designs. The objective of 

these experimental designs was to manipulate independent variables 

and predict their effects on dependent variables. The choice of these 

tests was based on the nature of the variables, conditions, and subjects 

which had to be manipulated. In parallel, some parametric and non

parametric correlations were used in certain cases. However, in some 

occasions, the correlation coefficients were provided, but they had to be 

treated with caution, because bivariate normal distributions were not 

present in the data. Nevertheless, they were considered and analysed as 

no other test was significant. Furthermore, when the nature of the data 
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did not permit the use of any parametric test, contingency tables were 

employed. 

Finally, because the methodology adopted corresponds to a 

methodological pluralist paradigm, it was coherent and relevant to 

consider the quantitative analysis as only one form of investigation. 

Qualitative techniques, namely structured interviews, were used to 

complement the quantitative testing of hypotheses. 

A panel of seven manufacturers' representatives (including the two 

market leaders of American origins, three European and two Japanese 

manufacturers) and one trade association representative was 

interviewed. The interviewees were Dealer Development managers, 

Dealer Network Planning directors, Marketing and Sales directors, and 

the Director of a well-known trade association which represents car 

dealers. The interviews, of a structured nature, were based on a precise 

guideline (see appendix 8) intended to expand and illustrate a certain 

number of issues from the analysis which emphasised surprising, 

unexpected and even unexplainable results. 

The analysis, explanation and discussion of the results now follow. 

8.4 Analysis, Results and Discussion 

8.4.1 Dealers' Perceived Satisfaction with Training (Hsla) 

Dealers' perceived satisfaction with training was measured by using 

two variables: the perceived quality and perceived importance of 

training provided by manufacturers to dealers. Perceived quality was 

established by the use of the mean of scores, given by the dealers, 

ranging from O to 10. Perceived importance was measured using the 

mean of a four point scale, with respondents being asked to evaluate 

the importance attached to training contributing to the success of their 
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business. The scale including the following items: 'Not very 

important', 'moderately important', 'Important', and 'Crucial'. 

The researcher suggested that the dealers' satisfaction with training is 

positively correlated with the specified minimum days of training and 

with the manufacturer's financial support of training, as evidenced in  

dealers' perceptions of quality and importance. 

Relationship Between Dealers' Perceived Satisfaction with Training 
and the Specified Amount of Training 

As revealed during the exploratory interviews, the data as well 

indicated that the training provided by most manufacturers is 

compulsory. 73.2% of the respondents pointed out that training is 

obligatory, while 15.9% said that it is not compulsory but there are 

some incentives for attending it. The incentive the most cited appeared 

to be the payment of bon uses . 47.2 ° /41 of the dealers indicated that a 

minimum number of days for training attendance each year per person 

is required. Four types of training were considered: service training, 

parts training, sales training, and management training. The majority 

of the respondents pointed out that, for the four categories, a 

minimum of 2 days annually is required. 

The Pearson's correlation method was used to test the hypothesis that 

there is a positive relationship between dealers' satisfaction with 

training and the specified amount of training. The correlation 

coefficients of the variables is presented in Table 8.5. 
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Table 8.5: 
Training and Days of Training 
Correlation Coefficients of Dealers' Satisfaction with 

Minimum Number Perceived Training Perceived 
of Training Days Quality Training 

Importance 

Service training .0959 .0800 
Parts training .1341 .0261 
Sales training -.0911 -.0283 
Management training .0796 -.0773 

An inspection of the table shows that the first part of Hsla has to be 
rejected, as there is no relat ionship between dealer's satisfaction with 

training and tlte specified minimum amount of tra in ing, as  evidenced 
in dealers' perceptions of quality and importance. Dealers' satisfaction 

with training might therefore be associated more with the content than 
the volume of training. This was generally supported when the dealers 

were asked to score the quality of training provided by their 
manufacturers. The table below indicates that the dealers, in general 

terms, perceive training as being of high quality (43.3% of them scored 
8 out of 10), thus, leading to a high level of dealers' satisfaction with 
this aspect of the working relationship with the manufacturers .  

Table 8.6: Dealers' Perceptions of Quality of Training Provided by the 
Manufacturers 

Quality Scores Frequency Valid Percentage 

2 3 1 .0 
4 2 

8.25 24 

47 
6 
7 

1 1 .3 
16.2 

8 
9 

10 

126 
38 
18 

43.3 
13.1 
6.2 

Total 

Missing cases: 4 

291 100 
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The next table describes how important manufacturers' training is to 
the dealers. The results suggest that more than the majority of the 

respondents (58.8%) believe training represent an 'important' e lement 

in their business activities, while 28.2% stressed that it is a 'crucial' 
factor. Because training is perceived to be highly important and 

helpful, it generate high levels of satisfaction of the dealers. 

Table 8.7: Dealers' Perceptions of Importance Attached to
Manufacturer's Training 

Importance scale Frequency Valid percentage 

Not very important 4 1.4 
Moderately important 34 11 .6 
Important 173 58.8 
Crucial 83 28.2 

Total 294 100 

Missing cases: 1 

highly perceived in terms of  quality and i t  represents a need to  the 

dealers, the dealers are highly dependent on the manufacturer's 

training expertise, which enables the latter to influence decisions i n  

this area and confirms manufacturer's power. 

Additionally, 

slight negative a very 

although the correlation was found to be almost non
existent, when sales training and management training (only the aspect 

of 'importance') are considered, it appears there would be a trend 

emphasising correlation. Thus, it could be 

suggested that the higher the number of days of non-technical training, 

the lower the satisfaction of the dealers. A possible reason for this 

negative relationship is the Dealer Principals' orientation towards 

technically- based issues; they see their job, possibly, as associated more 

Derived from the above statements, it is suggested that, as training i s  
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with work on the vehicles themselves than with commerce. 

The controlled discussions conducted with the manufacturers 

confirmed that trend observed in this industry. Reflecting 

manufacturers' general view point, a manufacturer's representative 

commented the finding by stipulating that " as far as technical training 

is concerned, the dealer wants to come to be trained because he knows 

that if he sends a technician, that technician will be much more 

productive when he goes back to the workshop. So, the dealer naturally 

wants to send the technicians to be trained on technical matters. 

Regarding non-technical training, the dealer thinks it is important, but 

there is always a reason to why he does not actually send his staff o n  

the courses. This may be substantially explained by the fact that i t  is 

more difficult for the Dealer Principal to evaluate the worth of that 

training and much easier to evaluate the loss when the person is away 

being trained (eg the salesperson is not in the showroom and so, n o  

sales are achieved). "  Therefore, due to dealers' attitude to non-technical 

training, some manufacturers had to set up mandatory Sales and 

Management training programmes so that the dealers would have n o  

other option than sending the appropriate staff in order to obtain the 

training-related bonuses at the end of the year. 

Relationship Between Dealers' Perceived Satisfaction With Training 
and Manufacturer's Financial Support of Training 

For the second section of Hsla, namely the testing of the relationship 

between dealers' perceived satisfaction with training and 

manufacturer's financial support of training, due to the nature of the 

data, the correlation method was not feasible. Alternatively, the use of 

contingency tables represented the main sources of testing. 

Firstly, before considering the relevant tables, few results describing the 

distribution of the sample when confronted to that issue is presented. 
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In the sample, 57.3% of the dealers responded that the training fees are 
at their expense; for 41 .7%, they are shared between the manufacturer 

and the dealers; and for only 1.7%, they are at manufacturer's expense. 

Hence, these results show the obvious financial involvement of the 

dealer in this particular business area. 

Due to the low percentage obtained regarding manufacturer's 
involvement in the financial support of the training programmes, it  is 

thus not possible to establish any parallel between dealers' satisfaction 

with training and manufacturer's financial assistance. However, it is 
worth analysing the other two cases derived from the questionnaire, 

namely when the training fees are at the dealers' expense and /or when 
they are shared between the manufacturers and the dealers. 

Tab1e 8.8: Dealers' Perceptions of Quality of Training Versus Sources 
of Funding 

Dealers' Perceptions of Qua1ity of 
Training Provided (Scores) 

Training fees 2 4 5 6 7 8 9 10 Total 

At dealers' expense 3 
At manufacturers' expense 
Shared between the two 

2 15 21 27 67 
2 

9 12 20 57 

21 
2 

15 

11 
-

7 

167 
4 

120 

291 
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Table 8.9: 
Versus Sources of Fundi ng 
Dealers' Perceptions of Importance Attached to Training 

Not Very Moderately Important Crucial Total 
Important Important 

Training fees 

At dealers' expense 3 24 101 40 168 

At manufacturers' expense 3 1 4 

Shared between the two 1 10 69 42 122 

294 

Table 8.8 indicates dealers' a ttitude to the quality of training according 

to the 3 groups of financial sources. The data, however, do not show 

any consistent pattern. Maybe, they would tend to contradict the 

hypothesis, as a large majority of the dealers who have to pay for the 

training courses actually perceive the quality of manufacturer 's  

training as being high (the scores ranging from 6 to 9 out of 10). 

Nevertheless, it is possible to notice that the situation where both 

channel members cover the training fee presents a similar picture than 

the previous case. But, as previously mentioned, the distribution of  the 

data does not allow the researchers to establish generalisation. 

Therefore, i t  is possible to conclude that whoever provides the 

financial support for the training courses, it does not impact on dealers' 

perceptions of quality of training, and consequently, it has no effect o n  

dealers' satisfaction. This finding may be confirmed by Cramer's V 

value derived from the table. The value of . 1 1366 at  the 95% level of 

significance is likely to occur on almost every occasion (approximate 

significance = .97803). This indicates that the degree of association 

between the studied variables is almost non-existent. 

-
■ 

A similar conclusion may be emphasised when dealers' perceptions of 

the importance attached to manufacturers' training are associated with 

the financial source of training. Here again, no clear pattern may be 
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extracted from Table 8.9. Whatever the source of funding is, the dealers 

consider the training programmes as ' important' or even a 'crucial' 

element to their business. No difference is observed between the 

groups. 

Consequently, the second part of Hsla has to be rejected too. The data 

tend to support the notion that dealers' satisfaction with training is  

independent from the substantial financial support of the 

manufacturer (which appears to be almost non-existent) or partly 

provided, and even by the training costs fully weighting on their 

shoulders. Complementary to the first part of Hsla, it may be 

concluded that dealers' satisfaction with training could be associated 

more with the content of the courses than the volume or even the cost 

of training. 

8.4.2 Manufacturers' Technical Training and Non-Technical Training 
(Hslb) 

This particular hypothesis implies that the quantity of technical 

training provided to dealers as opposed to non-technical training 

varies according to manufacturers' origin, but it is generally in excess of 

1: 1 .  

The independent variable, namely manufacturers' origin, was 

generated by operating a regrouping of the eight manufacturers' dealer 

networks according to their geographical origin. Dealer networks were 

classified according 3 groups: the first group was composed of the 

networks of the European manufacturers which included 3 companies; 

Group 2 consisted of the networks of the American manufacturers, 

namely the two market leaders; and Group 3 included networks of the 

Japanese suppliers, comprising three companies. The population 

studied in this particular case was well-distributed. As it may be seen i n  

the table below, the samples size was almost equal. 

300 



Table 8.10: Sample Distribution Accord ing to Manufacturers' Origin 

Origin of Manufacturers' Value Frequency Valid 
Dealer Network Percentage 

European 1 88 29.9 

American 2 102 34.7 
Japanese 3 104 35.4 
Missing value 1 missing 

Total 295 100 

In this section, training will be considered in four aspects: the annual 
training days, the number of people trained annually, the type of 

training attended when it is not compulsory, and finally, the training 
provided by outside agencies. The divide between technical training 

and non-technical training, namely the dependent variables, was 

established by the grouping of the appropriate variables. For instance, 

when referring to Question 3 of the questionnaire, technical training 

combined both Service and Parts training, and non-technical training 

included Sales and Management training. As far as Question 4 is  
concerned, technical training consisted, here again, of  Service and 

Parts, and Sales/Management and Administration were under non

technical training. 

The principal analytical method used was the analysis of variance as 

. the whole hypothesis implied the testing of a potential difference 

between the three groups studied when confronted with a certain 

number of specific variables. Derived from Hslb, a series of detailed 

null hypotheses was tested in order to present an in-depth analysis of 

the current situation in the motor industry. The analysis of variance of 

the variables considered is presented in Table 8 .1 1, which summarises 

the overall results of this section. 
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Table 8.11: Analysis of Variance Between Manufacturers' Origin and 
Technical & Non-Technical Training Variables 

Technical Training 
Days (Service + Parts) 

Group 1 (European) 
Group 2 (American) 
Group 3 (Japanese) 

Non-technical 
Training Days 
(Sales + management) 

Group l {European) 
Group 2 (American) 
Group 3 (Japanese) 

No of Technical 
staff sent on training 
(Service + Parts) 

Group 1 (European) 
Group 2 (American) 
Group 3 0apanese) 

No of Non-technical 
staff sent on training 
(Sales + Admin.) 

Group 1 (European) 
Group 2 (American) 
Group 3 (Japanese) 

Training provided by 
external consultants 

Technical Training 
Group 1 (European) 
Group 2 (American) 
Group 3 (Japanese) 

Manufacturers' Origin 

Mean Squares 
Between 
Groups 

Within 
Groups 

F-ratio F. prob. Mean 

99.9369 10.2791 9.7224 .0002 

9.6154 
6.8077 
5.3333 

95.6973 11 . 1049 8.6176 .0004 

9.7692 
6.8824 
5.5370 

618.7007 76.7894 8.0571 . 0004 

1 1.0909 
1 1 .6727 
6.0694 

14.9359 5.7085 2.6164 .0767 

5.2308 
5.8367 
4.7593 

269.4522 523.9074 .5143 .6033 
26.8000 
26.0000 
16.4286 
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Management 
ra1mng 

Sales Training 120.1121 695.7316 . 1726 .8418 
Group 1 (European) 27.3182 
Group 2 (American) 30.2333 
Group 3 Qapanese) 31.8000 

. .T 
516.5524 614.4901 .8406 .4356 

Group 1 (European) 29.7727 
Group 2 (American) 27.0000 
Group 3 (Japanese) 35.7826 

Manufacturers' Origin and Technical and Non-Technical Training

In relation with Hslb, the following null hypothesis may be stated: 

Hoa= There is no difference amongst manufacturers according to their 
origin in terms of days of technical training (Service and Parts) 
provided to dealers. 

Table 8. 1 1  indicates that the mean squares are as follows: 

Between Groups (99 .9369)>Within Groups (10.2791) .  Therefore, the 
null hypothesis is likely to be wrong. In order to confirm that finding, 
it is necessary to consider two other figures. The F. ratio of 9.7224 is 

likely to happen by chance on almost zero occasions (F. prob. = .0002). 
Thus, Hoa has to be rejected. Hence, it is concluded that there is a 

difference across the 3 means/groups, namely a difference amongst 
manufacturers according to their origin in terms of technical training 
(Service and Parts) provided to dealers. Furthermore, some pairs of 
groups differ significantly from one another at the 95% significance 
level . Group 1 (European manufacturers) is significantly different from 

both Group 2 (American manufacturers) and Group 3 (Japanese 
manufacturers). In other words, European manufacturers provide their 
dealers with more technical training than their American and Japanese 

competitors do. The average number of days required annually is 9.6 
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days for the appropriate technicians as opposed to 6.8 and 5.33 days 

respectively. The Japanese manufacturers are the ones which the least 

deliver technical training. This last finding confirms one of the 

findings of chapter 5 pointing out that the Japanese suppliers are less 

technical training-oriented than the other market players. 

The individual interviews conducted with the car manufacturers 

suggested that this trend pertains to the fact that Japanese dealerships, 

compared to the American and the European ones, are of a different 

structure in several respects. The showrooms are larger, but the service 

provision is traditionally small. They do not carry a large proportion of 

parts, and the workshop is generally of a small size. Consequently, they 

do not employ a high number of technicians, and additionally the 

percentage of income intended to training is lower. 

The fact that the European manufacturers are the highest providers of 

technical training implies that a tighter control of this area is ensured, 

as opposed to the other groups of manufacturers. This may be 

explained by the fact that the reputation of the American 

manufacturers producing hi-tech vehicles has been established for a 

long time. Additionally, American society is more sales-oriented than 

Europeans', and dealer resources may be expected to reflect this, 

emphasising commercial training to a level rather higher, 

proportionally, than Europeans. Japanese technology has been also 

legitimised, although, over the past two or three years, the quality gap 

between the European and the Japanese manufacturers has changed i n  

favour of the former. Therefore, European car suppliers have to 

emphasise that aspect in order to be highly competitive. 

One of the European manufacturers interviewed stressed the 

increasing need to provide technical training to their dealer network, 

especially for the following reason. Regarding this specific European 

marque, because they have been increasing their sales year upon year, 
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the '5-year park' has been growing massively. Linked to their cars being 

not so reliable compared to the Japanese ones, the manufacturer's 

representative commented that the profits the dealer achieves from the 

Service Department in the dealership are very significant, ie over 50% 

of the total profit, compared to the Japanese franchises whose service 

activities, in average, generate 15/20% of the total profit. Consequently, 

"there is a much greater need to provide technical training because of 

the size of the contribution of the number of cars and the degree of 

problems that exists with that brand, as opposed to a Japanese brand." 

The next hypothesis regarding non-technical training is as follows: 

Hob= There is no difference amongst manufacturers according to their 

origin in terms of days of non-technical training (Sales and 

Management) provided to dealers. 

As indicated in Table 8.11, the mean squares (Between Groupst= 95.6973 

and Within Groups = 11 .1049) show that the null hypothesis is likely to 

be rejected. The F ratio of 8.6176 is likely to occur by chance on almost 

zero occasions (F probability = .0004). Hence, there is an apparent 

difference across the three groups of manufacturers in terms of 

provision of non-technical training (Sales and Management training 

days) to their dealers. The null hypothesis is therefore rejected. Some 

pairs of groups differ significantly from one another at the 95% 

significance level. Here again, Group 1 (European manufacturers) is 

significantly different from both Group 2 (American manufacturers) 

and Group 3 (Japanese manufacturers). The provision of non-technical 

training by European car suppliers (9.76 days per annum for the 

relevant staff) is higher than the one by both American (6.88 days) and 

Japanese suppliers (5.53 days). 

Derived from the above, the consequent null hypothesis is stated: 
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Hoe= The proportion of manufacturers' effort into technical training as 
opposed to non-technical is (of) 1: 1 .  

I t  appears that according to the perceptions of the dealers, HO cannot be 
rejected. The below table summarises the preceding findings. 

Table 8.12: Manufacturers' Technical/Non-Technical Train ing 
Provisions. According to Manufacturers' Origin 

Manufacturers Groups Average Technical Average 
Training Days Non-Technical 
Training Days 

Group 1 (European) 9.61 9.76 
Group 2 (American) 6.80 6.88 
Group 3 Oapanese) 5.33 5.53 

The provision of technical training as opposed to non-technical 

training by the 3 groups of car manufacturers in terms of average days 
per annum is therefore equal. None of the groups gives greater 

importance to any of both types of training. This finding contradicts the 
chapter 5 which emphasised a higher provision of technical training 

courses offered to the dealers. Therefore, during the semi-structured 

interviews, the manufacturers representatives were asked to comment 

on this discrepancy between 'reality' and dealers' perceptions . 
Surprisingly, most of the interviewees could not find any explanation 

to that issue, and did not expect such a finding. 

However, two manufacturers suggested some reasons to dealers' 

behaviour to the training matters .  One European manufacturer 
pointed out that "the Dealer Principals, who completed the survey, are 

probably not aware of the Technical training being done. This tends to 

be done via the Service Manager and is often not charged for. 

Therefore, 'perception' is more l ikely that little Technical training is  
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actually done. It may not even be seen as 'training' so much as 

'Technical meetings' for mechanics." 

Another reason was stated by the representative of an American 

manufacturer who suspected that "the person filling in the 

questionnaire for the dealer perceives that there is more emphasis on 

the customer care and management training now from manufacturers 

than has previously been the case. The courses offered by 

manufacturers for Technical training are obviously absolutely key and 

cover every aspect of Technical training. However, the insistence on 

the other aspects, ie customer care, management and so on, have not 

been as strong as they should have been in the past. I believe that this is 

driven by a stronger emphasis from manufacturers." 

Subsequently, the combination of the results of the field survey 

compared to the findings obtained from chapter 5, and the above two 

statements suggest a subjacent fact. The discrepancy between 'reality' 

and dealers' perceptions seems to be substantially due to the fact that 

communication between manufacturers and the Dealer Principals is 

perhaps not as good and efficient as we may think. The Dealer 

Principals are may be not kept up-to-date on vital training information. 

A lack of communication is therefore revealed. Matters with 

communication will be dealt with later in the analysis {see sections 

8.4.7 and 8.4.8). Furthermore, in terms of power relationships, the 

European car manufacturers seem to control their dealers tightly as 

they train them more than the others do. 

Manufacturers' Origin and the Number of Technical and Non
Technical Staff Sent on Training 

Hod= There is no difference amongst manufacturers according to their 

origin, in terms of the number of technical staff (Service and Parts) sent · 

on training courses annually. 



The F ratio of 8.0571 is likely to happen by chance on almost n o  

occasion ( F  probability = .0004). Therefore, at the 95% level of 

significance, Hod is rejected. It is, therefore, concluded that there is a 

difference across the three groups, namely, a difference amongst 

manufacturers according to their adherence to a particular group 

regarding the number of technical personnel sent on training courses 

annually. 

Some pairs of groups differ significantly from one another at the 95% 

level of significance. Both Group 1 (European manufacturers) and 

Group 2 (American manufacturers) are significantly different from 

Group 3 Gapanese manufacturers). The first two groups send more 

technical staff annually on training (eleven technicians on average) 

than the dealers belonging to Japanese networks (six technicians o n  

average). The least involvement of the dealer networks of the Japanese 

manufacturers, regarding the number of people annually trained, 

subsequently matches the least number of training days required. 

Hoe= There is no difference amongst manufacturers according to their 

origin, in terms of the number of non-technical staff 

(Sales/Management and Administration) sent on training courses 

annually. At the 95% level of significance, Ho should not be rejected as 

the F ratio of 2.6164 is likely to occur by chance on few occasions (F 

probability = .0767). However, as the probability is close to the accepted 

level of .05 , this still signifies a strong level of variance within the 

calculation. So it is decided that Ho could be rejected. Therefore, it is 

possible to observe a difference with a certain pair of groups. Group 2 

(American manufacturers) is significantly different from Group 3 

(Japanese manufacturers). In other words, dealers which are supplied 

by American manufacturers have to send on training more non

technical staff (mean = 5.83) than dealers belonging to Japanese 

networks (mean = 4.75). Similarly to the American manufacturers, the 
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b_y the Dealers 

Training Attendance 

Networks Technical Courses 

Group 1 (European) 22 
Group 2 (American) 38 
Group 3 (Japanese) 19 

Total 79 

Sales Courses 

21 
33 
18 

72 

Management 
Courses 

18 
32 
18 

68 

European car suppliers require their dealers to send five non-technical 
staff on average per annum. 

When it is Perceived as Being Non-Compulsory 
Manufacturers' Origin and the Type of Training Attended by Dealers 

Table 8.13: Training Attendance Perceived as Being Non-Compulsory 

The above table indicates the types of training chosen to be attended by 
the dealers when they perceive it as being not compulsory. It is 

important to mention that within a same network, dealers did no t 
have the same perception of the situation. Some dealers indicated that 
training attendance was obligatory, while some others attended certain 
training courses only by choice. Therefore, here again, an obvious lack 
of communication between manufacturers and dealers may be 
highlighted. 

This finding was actually supported by some manufacturers during the 

individual controlled interviews .  They especially implicated the 
attitude of the field representatives, who sometimes do not take the 
time to discuss in detail the training requirements . One manufacturer 
commented on their attitude by stating that "this situation may well be 
a reflection of Zone staff involvement with dealers. Some will be more 
persistent than others."  This comment is in fact double-edged. It  

implies that not only field staff's behaviour may be questioned, but also 
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dealers' stance to training is involved. Although, as seen previously, 

more than the majority of the dealers consider training as an 

'important' factor, it is at the same time perceived by some of them as a 

financial burden' . 

Hence, the Zone staff must insist and persuade the dealers to attend 

manufacturers' courses. The representative of one of the market 

leaders clearly pointed out that "there are some dealers who look upon 

training as an essential part of the future development of their people 

and there are others who very reluctantly accept the need for training. 

The reason for the discrepancy is because of the attitude to training by 

different segments of the dealer network. " Another reason for 

explaining the difference in the perceptions of dealers within a same 

network was given by another car maker who thought that it could be a 

function of how long the Dealer Principal has been responsible for the 

dealership and what he actually knows about the training procedures. 

If he has been holding the franchise for a long time, he possibly has 

forgotten the training requirements. Thus, communication is still 

central to the training issue. 

It is possible to observe that, overall, dealers tend to attend more often 

technical courses than Sales or Management courses. The most 

committed ones to manufacturer's training appear to be the dealers 

belonging to American networks, whereas the least involved ones are 

again the dealers selling Japanese vehicles certainly due to the reasons 

previously stated. 

Manufacturers' Origin and Training Provided by Outside Consultants 

Dealers were asked to express the percentage of the different types of 

training delivered by outside consultants/ agencies, as opposed to 

training provided by the manufacturers. The total means of a simple 

analysis of a contingency table revealed that, in average, 24% of 
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technical training courses are supplied by outside contributors. 

Regarding Sales training and Management training, 30% and 30.5% are 

respectively provided by outside consultants. Consequently, as 

previously mentioned in chapter 5, these results confirm that the 

technical side is more tightly controlled than the non-technical side by 

the manufacturers, via the use of manufacturers' own trainers. 

However, when looking a the F probability of the analysis of variance 

presented in Table 8.11, it appears that for each type of training 

considered, there is no difference amongst the dealer networks 

according to manufacturers' origin. In terms of training provided by 

external agencies to dealers, the three groups of dealer networks adopt 

the same attitude. It is however noticeable that dealers holding 

Japanese franchises use outside consultants more for Management and 

Sales training than for technical training than the other franchises do. 

In concluding this section, it is thus possible to say that one part of Hslb 

is accepted, and the other one has to be rejected. The testing of the 

hypothesis revealed that the proportion of manufacturers' effort ( in  

terms of number of training days required) into technical training as 

opposed to non-technical training varies according to manufacturers' 

origin. However, none of the manufacturers' groups places greater 

importance to any of both types of training. The provision of both types 

of training is equal. 

Furthermore, some additional training aspects were considered. The 

preceding analysis pointed out that dealers have to send more staff o n  

technical training courses than on non-technical ones. Additionally, 

regarding this matter, there is a difference between manufacturers 

according to their origin. The requirements concerning each type of 

training are heterogeneous amongst manufacturers. Similarly, in the 

situation where training is not compulsory, dealers tend to be present 

more at technical courses than at Sales and Management courses; and 
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discrepancies between manufacturers' groups are existent here as well. 

Finally, consistent to the above, the use of external consultants i s  

particularly applicable to  Sales and Management courses. 

Consequently, it appears that in the car distribution channel, due to 

differences in country origins, the level of training provision is 

significantly different for each of the three different supplier 

nationality groups. The management cultures of Japanese, US, and 

European major vehicle suppliers are probably involved. 

8.4.3 Manufacturers' Dealer Assessment (Hs2) 

Regarding this section, the dealers were asked to state whether their 

dealership is formally assessed by the manufacturer, and if yes, to 

specify the nature of the main areas/ departments monitored, and the 

frequency of their assessment, according to a check-list established from 

exploratory interviews with manufacturers and dealers. 

The questionnaire emphasised that almost all the dealerships targeted 

(96.6%) are formally assessed by the manufacturers. The table below 

describes the principal areas/departments whose performance i s  

usually evaluated by  the manufacturers. 

Table 8.14: Standards of Performance Formally Assessed by 
Manufacturers 

Areas/Departments Formally Assessed Not Assessed Frequency of 
Assessment 
(Most Cited %) 

Sales Department 1 00% Quarterly: 68.6  
Service Workshop 100% Quarterly: 64.4 
Parts Sales 1 00% Quarterly: 67.0 
Vehicle Stock Levels 100(¼) Quarter! y: 67.5 
Parts Stock Levels 100% Quarterly: 64.6 
Customer Satisfaction 100% Quarterly: 74.5 
Showroom 100% Quarterly: 66.7 
Local Advertising 100'¼} Quarterly: 68.3 
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Training 100% Quarterly: 65.0 
Demonstrators 100% Quarterly: 71 .9 
Bodyshop 99.3% 0 .7% Quarterly: 61.5 
Opening Hours 99.5% 0.5% Quarterly: 59.0 

Subsequently, the principal standards of performance corresponding to 
the main business areas of the dealerships (Sales/Marketing, Service, 

and Parts) are unanimously formally assessed by the whole of the 
manufacturers. More than the majority of the respondents dearly 
indicated that for each operating standard of the check-list the 
assessment procedure is usually carried out quarterly. 

When looking closely at  the divide between the different 
manufacturers and the most cited frequency of assessment regarding 
each standard of performance, the subsequent results are as follows. 
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61 .7e(Q) 
35.4 (A) 

79.2 (Q) 50e(Q) 

. 61 (Q) 66 6 (Q) 
40 (A) 

65.7 (Q) 69.4 (Q) 56 (Q) 

80e(Q) 58.8 (Q) 75 (Q) 

56 (T) 55.5 (T) 48 (T) 59 (T) 
37.5 (Q) 

77e(Q) 78.3 (Q) 

92 (Q} 

Table 11: Frequency of Dealer Assessment carried out by 8 Car Manufacturers 

Frequency of assessment (%) 

Vehicle Parts Customer Show- Local Training Demon• Body· Op.Mfrs Sales Service Parts 
Sales Stock Stock Satisfact. room advertis. strators shop Hours 

57.6 (Q)41 .9 (Q) A 61 (Q) 57 (Q) 68.5 (Q) 52 (Q) 62 (Q) 58.3 (Q) 52.1 (Q) 59.2 (Q) 61 .7 (Q) 

55.5 (Q)48.7 (Q) B 65 (Q) 51 (Q) 60.3 (Q) 66 (Q) 49 (Q) 90.7 (Q) 58.1 (Q) 63 (Q) 
43.9 (A)39.5 (Q) 

44.4 (Q)40 (Q)C 79 (Q) 73.6 (Q) 72.2 (Q) 75 (Q) 78 (Q) 75 (Q) 81 .2 (Q) 72 (Q) 

54.5 (Q)61 (Q) 56 (Q) 58.3 (Q) 69.4 (Q) 69.4 (Q) 74.2 (Q)D 66 (Q) 66.6 (Q) 

uJ 68 (Q) 70 (Q) 71 .4 (Q) E 69 (Q) 64.2 (Q) 66.6 (Q) 77 (Q) 75 (Q) 67.8 (Q) 

F 64 (T) 64.2 (T) 67.8 (T) 52 (T) 52 (T) 57 (T) 37.5 (T) 53.8 (T) 
44 (Q) 

81 (Q) 81 (Q) 79 (Q) 80.5 (Q) 83.3 (Q) 77 (Q) G 81 (Q) 81 (Q) 83.3 (Q) 75 (Q) 

90 (Q} 87.5 (Q)H 87 (Q} 87 (Q} 84.2 (Q) 86.4 (Q) 88 (Q} 92.3 (Q} 87.1 (Q) 87.1 (Q} 83.3 (Q) 

Q= Quarterly Assessment 
A= Annual Assessment 
T= Assessment Twice a Year 



The results clearly show that the principal business areas of the 

dealerships are usually assessed quarterly by the different car 
manufacturers. However, one particular manufacturer (Company F), as 

opposed to the other ones, emphasises a different behaviour. Its dealer 

assessment is generally carried out on a biannual basis. This finding 

implies a least tight control of the dealers belonging to this particular 

network compared to the rest of the dealer networks. 

Nevertheless, it is worth noting that there is a tendency of confusion 

amongst the dealers. The results for each franchise, regarding thi s 

matter, should be uniform. And, when observed above, they are not !  

Dealers within a same network perceive the frequency o f  the 

assessment procedure in a discrepant way (especially networks A, B, D, 

and F). Contradictory, there seems to be more uniformity in dealers' 

perceptions of networks H and G. This finding"• reveals thus a n 

important problem in the communication between both parties .  Also it 
is worth mentioning that Company C does not carry out any formal 

assessment through the use of a separate document. But in order to set 

dealer bonus levels, it does measure dealers against 'dealers operating 

standards'. 

As a consequence of the preceding statements, it may be concluded tha t 

manufacturers set standards of performance for their dealers which are 

subject to regular formal assessment and which correspond closely to 

the requirements of other manufacturers. 

In order to complement the analysis, supplementary data were 
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Hs2 has to be accepted. The data tend to support the notion that 

collected. 70 .2% of the respondents pointed out that the assessment 

procedure is carried out by their Zone Manager, while 13.9(¼) said that i t  

is  done by the Business Manager, and 2.7% by the Regional Manager. 

Additionally, 95.3% of the sample expressed that their manufacturer 

uses mystery shoppers to evaluate dealers' negotiation/selling style 



performance. Finally, in the event the dealerships do not meet the 

minimum operating standards required, the results in terms of action 

taken were as follows: 

Table 8.16: Methods of Influence Employed by the Car Manufacturers 

Methods of Influence 

Companies Non-Allocation 
of Bonuses 

Warnings by 
Manufacturer 

Persuasion by 
Manufacturer 

Threat of 
Termination 

A 90.2% 41.46% 53.65% 46 .34% 
B 91 .7% 44.06% 59 .32% 45 .00% 
C 90.5% 38.09% 42.85% 52 .38% 
D 92. 1% 36.84% 55.26% 52 .63% 
E 82.8% 27.58% 48.27% 24 . 10% 
F 92.9% 35.70% 28.57% 42.85% 
G 81 . 1% 43.24% 43.24% 75.67% 
H 100% 43.58% 28.20% 53 .84% 

Means 90.16% 38.8% 44.92% 53.84% 

If a scale had to be established, the methods of influence by the 

manufacturers could be classified according to the intensity of their 

coercive nature ranging from 1 to 4 with: 

1 Persuasion by manufacturers, being the least coercive method of 

influence; 

2 Warnings by the manufacturer; 

3 Non-allocation of bonuses (or similar cash consequence); 

4 Threat of franchise termination, being the ultimate penalty. 

The table · reveals that, overall, the most frequent method of influence 

employed by the car-manufacturers to make the dealers comply wi th 

the minimum standards requirements i s  the non-allocation of  bonuses 

or a ' similar cash consequence' usually allocated on a quarterly basis. 

The second most cited action to be taken is surprisingly the potential 
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37 

termination of the franchise (especially for Network G - the reason may 
be that this particular manufacturer is currently trying hard 

strategy 

to rebuild 

its brand image. A new marketing has recently been 

established, partly including a reduction in the number of dealers and 

therefore keeping only the most efficient and profitable ones. In the 

opposite way, the threat of termination is not applied often by 

Manufacturer E). Then 'persuasion by manufacturer' is cited by the 

dealers, and finally 'warnings by manufacturer'. However, in order to 

deepen the analysis, Table 8.17 shows the combination of the methods 

of influence employed by the different car manufacturers. 

Table 8.17: 
Manufacturers 
Combination of Methods of Infl uence Employed by the Car 

Manufacturers 

A B C D E F G H Row 
Methods of Total 

Influence 

10 2 5 1 2 2 2 0 2 16 

101 9 1 1  3 5 1 1  3 1 2 45 
U l  4 2 1 1 1 1 2 0 12 

JlOOO 6 2 4 3 2 5 1 1  6 39 

1010 4 3 2 2 3 3 4 6 27 

1 101 2 6 1 6 0 0 3 0 18 

1 1 1 1  7 16 4 9 2 4 10  9 61 

Column 
Total 

1 

41 61 21 38 29 28 39 

Persuasion"= 1 
2 Warnings = 10 
3 Non-allocation of bonuses = 100 
4 Termination = 1000 

10=2 1000= 4 

1 1 1=  1 + 2 + 3 
101= 1 + 3 

1 1 1  1 + 2 + 3 + 4 
1010= 2 + 4 
1101= 1 + 3 + 4 

Consequently, it is possible to observe that half of the car 

manufacturers tend to employ a combina tion of the four strategies to 
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influence the dealers to achieve the minimum operating standards 

required (especially Manufacturers B, D, H, and C). 2 companies (G a nd 

F) tend to mostly  use only the threat of termination to make the 

dealers comply. And finally, 2 companies (A and E) are more inclined 

to persuade dealers to improve their performance and not to allocate 

bonuses to them. Thus, in most cases, the use of the most coercive 

methods of influence, at some stage, is very common. The reliance o n  

these coercive actions indicates manufacturers' strong desire to control 

the channel. 

8.4.4 Conflict and Continuity in the Dealer-Manufacturer Relationship 
.{Hall 

The hypothesis to be tested suggested that existing conflict between 
manufacturers and dealers has an impact on the continuity in dealer

manufacturer relationship, which subsequently effects on dealers' 

satisfaction with the franchise. 

The conflict construct was measured by using the variable ' serious 

dispute' corresponding to Q22 in the questionnaire, where dealers were 

asked to indicate whether in the last year they had had some serious 

dispute with their manufacturer. The construct of dealers' satisfaction 

with the franchise was measured by using the data regarding the 

variable 'dealers' years of service within their current franchise' stated 

in Q45. Before testing the hypothesis itself, a brief overview of the mos t  

significant results o f  the appropriate variables is firstly given. 

The 

and up to 20 years. Therefore, the majority of the dealers (56.5%) have 

been maintaining long-term relationships with their manufacturer. 

studied sample showed that 34.5% of the respondents have been 
holding their current franchise outlet for more than 20 years. Similarly, 

22% of them have been managing their dealership for at least 10 years 

The table below describes the distribution of the sample according to 
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99 34.5 

Years of Service Frequency Percentage (%) Valid % 

<2 years 35 1 1 .9 12.2- 2-5 years 37 12.5 12.9 
5-10 years 53 18.0 18.5 
10-20 years 63 
>20 years 

'dealers' years of service within their current franchise' .  

Table 8.18: Dealers' Years of  Service Wi thin Thei r  Current Franchise 

21 .4 22.0 

8 
33.6 

missingNo answer 2.7 

Total 295 100.0 100.0 

As far as disputes between manufacturers and dealers are concerned, 

only 16.3% of the Dealer Principals admitted that they had had some 

serious dispute in 1993. For those ones, the most"· cited grounds (see 

Table 8.19) were :  

1 disagreements with the sales targets established by the 

manufacturers (36.6%); 

2 a lack of competence of the manufacturers ' representatives 

(17.1%); 

3 and disagreements with the corporate standards required (14.6%). 

These three bases of conflict may be paralleled with the different causes 

of conflict previously reviewed in the literature .  Causes 1 and 3 may be 

associated with 'divergence in goal pursued by the channel partners', 

which, according to Etgar (1979) and Stern and El-Ansary (1992) are 

highly correlated with man ifest conflict ,  namely the stage where 

dealers are very dissatisfied. Manifest conflict can lead to a lack of co

operation, the use of legal and political vehicles, and at the extreme, 

leaving or forcing others to leave the channel. In the opposite way, 

cause 2 is more associated with 'disagreement about channel roles' 

(Etgar 1979) which is more correlated with affective conflict reflecting 
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feelings of intra-channel frustration and animosity . 

Table 8.19: Causes of Manufacturers-Dealers Disputes 

Causes of disputes Frequency Valid Percentage 

Sales targets 15 36.6 
Corporate standards 6 14.6 
Lack of competence of 
manufacturer's reps 7 17.1 
Product range 4 9.8 
Dealers margins cut 4 9.8 
Warranty payments 1 2.4 
No bonuses payment 4 9.8 

Total 41 100 

Missing cases : 254 

When the dealers were asked whether the dispute had been solved, 

55.3% of them said so, by managing to establish a mutual agreement 

(70% of the respondents) .  However, the involvement of the dealer 

councils or even the RMI in solving such matters appeared to be 

almost non-existent. Only 1 1 .4% of the Dealer Principals admitted that 

they required the intervention of such organisations. This result 

surprisingly shows that these organisations only play a minor role i n  

these conflict-generating situations. But, the literature (ie articles i n  the 

specialist press) suggests that they tend to intervene more when n o  

mutual agreement between the parties can be reached; when the 

situation is highly critical. 

Derived from Hs31 the following null hypothesis is stated: 

Ho= There is no difference in the mean length of time in holding a 

franchise when conflict is present between both parties (or when 

comparing whether there was conflict or  not between both parties). 
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Due to the nature of the hypothesis, the t-test was used. The analysis of 

the t-test indicates that a probability of .799 implies the likelihood of Ho 

to be accepted. The value of the Equal Variances of .311  confirms that 

Ho surprising! y cannot be rejected. 

Furthermore, both means (3.72 and 3.49) are very similar, which 

signifies that there is no difference in the mean length of time i n  

operating a current franchise, between dealers who whether or not 

were in conflict with their manufacturers in the last year. Therefore, i t  

i s  concluded that the presence of conflict between manufacturers and 

dealers has no significant impact on the continuity in manufacturer

dealer relations, and which subsequently has no significant effect o n  

dealers' satisfaction with the franchise arrangements. 

This finding was confirmed during the controlled . interviews by the 

participants . All the car manufacturers felt that conflict is inevitable i n  

any working relationship. Because there is an interface between two 

business organisations, disagreements of a various nature inevitably 

occur at  some stage. One supplier felt that "conflict can be positive i n  

many aspects. Many dealers require a degree of conflict - i t  is part of 

their 'make-up' . "  This si tua tion is substantially due to the fact that  

dealers are real 'entrepreneurs' who like to be  autonomous in  their 

activities and thus, they wish to run their business the way which is  

most profitable to them, and not necessarily to the channel. 

Unfortunately, the decisions they make do not necessarily match 

manufacturers' policy and objectives, which then lead to a perpetual 

fight between both parties. One manufacturer acknowledged that · 

"there are more conflicts between manufacturers and dealers in some 

franchises than others. However, the franchise, whatever it  is ,  is 

looked upon as a long-term relationship and dealers accept the fact that 

they will stay with their current franchise and try to improve 

relationships rather than change."  
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Dispute' and 1Dealers' Years of Service Wi thin Their  
Current Franchise' 

Another car supplier pointed out that when there is a friction between 

a manufacturer and a dealer, it is unusual for the dealer to leave the 

network because the investments are high enough to mean that there 

is no real option but continuity. Also, as previously mentioned in the 

thesis, switching a franchise is very expensive. This involves high costs 

in terms of corporate identity material, showroom requirements, and 

the training of the technicians and salespeople to the new 

manufacturer's products. Additionally, as few manufacturers stressed: 

"Switching is a step in the Unknown", that a dealer is not necessarily 

ready for or strong enough to jump into! 

Nevertheless, when the contingency table below is considered, an even 

more unexpected finding appears: it seems that dealers who the most 

experienced disputes in the last year are the ones who have been 

operating their current franchise for more than 20 years, as well as the 

dealers who have been within a particular network for 2 to 5 years. 

Table 8.20: Contingency Table Combining the Variables 1 Serious 

Disputes 
Years of Service Yes N o  Total 

<2 years 14.3% 85.7% 100% 
(5) (30) (35) 

2-5 years 16 .2% 83.8% 100% 
(6) (31 ) (37) 

5-10 years 13 . 1% 86.8% 100% 
(7) (46) (53) 

10-20 years 12 .9% 87. 1% 100% 
(8) (54) (62) 

>20 years 21 .2% 78.8% 1 00% 
(21 ) (78) (99) 

Total 16.5% 83.5% 100% 
(47) (239) (286) 

Missing observations: 9 
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Several reasons explaining these facts may be suggested: 

As far as long-term relationships are concerned, these companies 

are usually successful, and thus, they express their success in the 

form of management decisions made in their own interest, not 

necessarily in the sake of the manufacturer. Subsequently, the 

channel is seen to be confronted with more management 

disputes. 

Regarding the very new franchises, the companies involved may 

experience financial difficulties as they are required to highly 

invest in new equipment and material in order to achieve 

manufacturer's operating/ corporate standards. Consequently, this 

state of financial hardship often leads to conflicting relations 

between both partners. Furthermore, these new companies have 

certainly switched from another manufacturer, and then possibly 

continue to operate old-Company operating standards, which is 

certainly not to manufacturer's taste. 

Consequently, Hs3 cannot be entirely rejected due to the above 

limitations. 

8.4.5 Dealer Agreement and Manufacturer's Power (Hs4) 

The hypothesis - Hs4- suggested that when the dealer agreement is 

perceived by dealers to be biased towards the manufacturer, 

manufacturer's power tends to be heightened. 

The variable 'dealer agreement bias' was measured by the perceptions 

reported by the dealers. A 5-point scale was used ranging from 1 

(weighted very much in favour of the dealer) to 5 (weighted very much 

in favour of the manufacturer), with 3 indicating a balanced document. 

In order to test the hypothesis proposed, the 'manufacturer's power' 

construct needed to be measured. The measurement of manufacturer's 
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power was obtained by using three different measures, which represent 

actually the sources of manufacturer's power, previously described i n  

the literature review and the development of the hypotheses. 

The first measure referred to the quality of assistance provided by 

manufacturers to dealers. This measure was obtained from a question 

(Q31) which attempted to evaluate the quality of eight types of 

assistance provided to dealers, with the respondents being asked to give 
a score ranging from O (very poor quality) to 10 (excellent quality) for 

each assistance. The eight types of assistance correspond to the principal 

categories of support which are usually provided to dealers. To the 

extent that the quality of assistance is perceived by the dealers to be 

high, manufacturer's power tends to increase . 

The second measure, this time, pertained to the importance the dealers 

attach to the eight types of assistance (Q32). A 4-point scale ranging 

from 1 (not very important) to 4 (crucial) was used to evaluate each 

item. To the extent the dealers attach a great importance to the 

assistance received, manufacturer's power tends to increase. It is 

essential to mention that throughout this research, the types of 

assistance provided by manufacturers to dealers are categorised as 'non

coercive sources of power' due to their very nature. Therefore, for the 

purposes of the statistical analysis, the types of assistance were dealt 

with by considering them as being part of one large category - the non

coercive techniques of control. 

measure corresponded to the methods of influence 

employed 

The third 

by manufacturers to persuade the dealers to conform to the 

corporate standards required (1- persuasion, 2- warnings, 3- non

allocation of bonuses, and 4- threat of termination). Here again, as seen 

throughout the l i terature review, due to their coercive nature, these 

methods of influence were considered as one category - the coercive 

techniques of control. To the extent manufacturers employ the mos t  
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coercive methods, their power tends to increase . 

The coercive and non-coercive techniques of control are indicators of 

manufacturer's power. 

Before testing the proposed hypothesis a brief review of the appropriate 

results of the questionnaire are given. 42% of the Dealer Principals 

perceived the dealer agreement as being slightly weighted in favour of 

the manufacturer, while 38.2% believed that i t  is weighted very m u ch 

in favour of the manufacturer. Therefore, 80.2% of the respondents 

perceive the dealer agreement as being 'pro-manufacturer' . Thi s 

finding perfectly matches the whole of the literature dealing with that 

issue, as well as the conclusions of the analysis of the franchise contract 

(see chapter 4). The rest of the respondents were inclined to believe that 

i t  is a balanced document. None of the respond�nts perceived this 

document as being 'pro-dealer'. 

Only 21 .9(¾) admitted that they had had disputes with the manufacturer 

about certain terms of this particular document. The main grounds for 

disagreement were mainly the size of the Area of Responsibil i ty 

/ territory (26.2% of the respondents), the corporate identi ty 

requirements (21 .4°/4)), the stocking levels (19%), and the sales targets 

(14.3) - causes being all examples of goal in compa t ib i l i ty, leading to 

potential conflict between both parties . However, 53.6% of the dealers 

indicated that they study the contract only once or twice a year. And 

surprisingly, 23 .8% revealed that they never look at i t .  Only 2.9% read it 
on a monthly basis. 

As far as the types of assistance are concerned, the table below 

summarises the findings. 
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(57.3%) 

75.7% 
(43.8%) 

71 .6% 

provided 

Table 8.21: T�es of Assistance Provided bj: the Manufacturers to the 
Dealers 

Types of Provided Most Cited Most Cited Most Oted 
Assistance Frequency Quality Scores Importance 

Advice from technical 99.0% when required 8 (33.1  %) crucial 
personnel (54 .3%) (51 .9%) 
'Hands on' technical 77.5% when required 8 (27.7%) important 
assistance 7 ( 15.9%) (47.3%)

mod. imp. Expert advice (in invest� 63.0% when required 
ment, design, equipment 

6 ( 19.8%) 
(51 .0%) 7 (17.4%) (40.6%) 

& maintenance of premises) 
Supply or recommendation when required 7 (21.4%) important 

important 
of IT systems {67. 1 %) 6 ( 18. 1%) 

when required 95.2% 8 (20.7%) Direct marketing, sales 
promotions, PR, publicity (67. 1  %) 7 (17.8%) (54.8%) 
monthly (23 .3%) 
Advice on local advertising 74.3% when required 5 (19.1 %) mod. imp. 

(45.9%) 6 (19.1%) (40%) 
Assis tance in terms of a used when required 8 (19.5%) important 
car programme (47.9%) 5 ( 17.5%) (44 . 1  %) 
Market research surveys when required 5 (20.2%) important 76.0% 

(48.3%) 8 (19.3%) (42.5%) 

It appears that the type of assistance which is the least provided by the 

manufacturers is 'expert advice on investment, design, and equipment 

and maintenance of premises' .  In 

local advertising) . Usually, dealers 

the opposite way, the support the 

most provided lies in the areas of technical advice and marketing/sales 

promotions (excluding advice on 

receive assistance in these fields only when they need it. 

The quali ty scores indicate that, as a general trend, dealers are rather 

satisfied with manufacturer's support (especially with technical advice, 

marketing & sales promotions, and 'hands on') .The most cited scores 

range from 5 to 8. Regarding the importance a ttached to this support, 

the results are inclined to emphasise that dealers judge it as importa n t  

to their business (except 'technical advice' - perceived to be crucial and 

'expert advice on investment, equipment and maintenance of 

premises' and ' local advertising' considered as modera tely important. )  
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Dealer Agreement 

Dealer by 
Manufacturers 

and Quality of Assistance 

Derived from Hs4, the following null hypothesis is stated: 

Ho= There is no relationship between dealers' perception of dealer 

agreement and the perceived level of quality of assistance by the 

manufacturer to the dealer. 

Due to the nature of the data (ordinal data), the Spearman's rank 

correlation method was performed by using the three items of dealers' 

perception of the dealer agreement and the mean of the quality ratings 

of each assistance (as the eight assistances are dealt with as a whole). 

The correlation coefficient of -. 2681 indicates that Ho cannot be 

rejected. Therefore, there is no correlation between q.ealers' perception 

of dealer agreement and the level of quality of assistance. 

Dealer Agreement and Importance of Assistance 

relationship between dealers' perception of dealer 

agreement and the level of importance attached to manufacturer's 

support. 

The Spearman's rank correlation method was carried out by using the 

three variables of dealers' perception of the contract and the mean of 

the 'importance' variable of each assistance. The correlation coefficient 

Ho= There is no 

of -. 1449 implies that Ho cannot be rejected. Hence, there is no 

correla tion between dealers' perception of the franchise contract and 

the level of importance paid to manufacturer's support. 

Agreement and the Methods of Influence Employed 

Ho= There is no relationship between dealers' perception of dealer 
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agreement and the methods of influence employed by the 

manufacturers over the dealers. 

The Spearman's rank correlation method was performed by using the 

three variables of dealers' perception of the contract and the different 

methods of influence employed by the manufacturers to make their 

dealers comply with the 'operating standards' required. The correlation 

coefficient of .0769 shows that Ho cannot be rejected. No rela tionship 

exists between both variables. However, the cross-tabulation below 

emphasises interesting points: 

Table 8.22: 

Manufacturers 

Cross-Tabulation Between Dealers' Perceptions of Dealer 
Agreement and the Methods of Influence Used by the 

Dealer agreement 

Balanced Slightly Very Much Total 
Document Pro-mfr Pro-mfr 

Methods of influence 

Persuasion 24 (19.5%) 61 (22%) 51 (19.6%) 136 
Warnings 20 (16.2%) 48 (17.3%) 48 (18.4%) 116  
Non-Allocation 52 (42.2%) 112  (40.4%) 99 (38%) 263 
of Bonuses 
Threat of 27 (21 .9%) 56 (20.2%) 62 (23.8%) 145 
Termination 

Total 123 277 260 

The data tend to support the notion that when 

inclined 

of 

the dealers perceive the 

contract as being pro-manufacturer (slightly and very much) , they 

admit that their supplier 

(non-allocation 

is more to use the most 

threat 

coercive 

methods of influence bonuses and of 

termination) , which are indicators of manufacturer's power. Therefore, 

the predominance of the manufacturer is confirmed by dealers' 
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perceptions of the contract. However, the data emphasise the same 

behaviour when dealers believe the contract is a balanced document . 

The absence of association between the variables considered dearly 

results. 

Finally, the analysis of correlation between the relevant variables helps 

the researcher conclude that Hs4 cannot be supported. None of the 

variables, ie the quality of manufacturers' support, the importance 

attached manufacturer's support, and the methods of influence 

employed by the manufacturers - measures of manufacturer's power -

are correlated with dealer agreement bias. As far as manufacturer's 

support is concerned, the fact that it is not correlated with dealer 

agreement bias may be explained by the general trend that most  

manufacturers provide the dealers with very similar assistance due to: 

the extreme competitive pressure between car-manufacturers i n  

the UK; 

the wide spread familiarity by all the players in the trade with the 

assistances provided by each manufacturer; 

the tendency of the dealerships, when they switch manufacturers, 

to expect continuance of the same previous assistances;  

the tendency of manufacturers' dealer staff to relocate to 

competitor organisations, taking with them their expectations 

about assistances to dealers. 

Subsequent interviews confirmed that generally speaking, all the 

manufacturers offer dealers similar types of 'visible' assistance (eg 

training, technical support, field support . . .  ) - known by everyone.  

quality. One large manufacturer representative acknowledged that 

Nevertheless, some significant differences may be observed in terms of 

the 'financial' aspect of the support. Some manufacturers will be more 

generous than others ! Also, according to some car suppliers, apparently 

similar programmes may present a wide discrepancy regarding their 
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Franchise (HsS) 

sometimes similar schemes developed by the market followers are not 

as good as the programmes designed originally by the market leaders. 

But, as a general trend, there is more and more uniformity across the 

industry in the support provided by the market players. 

Although Hs4 is discarded, despite its intuitive attractions, the results 

actually confirmed manufacturer's contractual dominance, as 

perceived by the dealers, and subsequently suggested that it gives the 

manufacturer a basis for controlling and co-ordinating the activities of 

the channel. 

8.4.6 Manufacturer's Support and Dealers' Satisfaction with the 

The hypothesis Hs5 raises that when the assistance provided by 

manufacturers to dealers is perceived as valuable (of high quality and 

importance) by the dealers, dealer's satisfaction with the franchise 

increases. The proposed hypothesis suggested that the concept of 

satisfaction with the franchise needed to be measured. The 

measurement was performed by exploiting the data regarding the 

variable 'dealers' years of service within their current franchise' stated 

in Q45 of the questionnaire, as well as both variables 'quality' and 

'importance of manufacturer's support', previously described in section 

8.4.5. The Pearson's correlation method was used for the testing of the 

hypothesis. The correlation coefficients are provided but they should be 

treated with caution, as bivariate normal distributions are not present 

in the data. Nevertheless, the Pearson's correlation appeared to be the 

most appropriate method as no other statistical test was significant. 

Derived from Hs5, the proposed null hypothesis was as follows: 

Ho= There is no relationship between the quality of manufacturer's 

support and dealers' satisfaction with the franchise. 
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The Pearson's correlation method was completed by using the mean of 

the quality ratings of each assistance, as here again, the eight assistances 

were dealt with as a whole, and the five categories representing 

'dealers' years of service within their current franchise' . The correlation 
coefficient of -.0398 reveals that Ho cannot be rejected and therefore, 

there is no relationship between both variables . 

Also derived from HsS, another null hypothesis was proposed: 

Ho= There is no relationship between the importance attached to 

manufacturer's support by dealers and dealers' satisfaction with the 

franchise. 

In this case too, Ho cannot be rejected due to the correlation coefficient 

of -.308 indicating that there is no relationship. 

These results contradict empirical evidence of, and subsequently 

theories developed by, past researchers . These findings which were not 

expected at all, are quite interesting because it shows that neither 

variables have effect on dealers' satisfaction with their current 

franchise. So other reasons need to be found to justify dealers staying 

within a particular network on a long-term basis. The principal factors 

which appear to be the most obvious seem to have straight commercial 

roots. The researcher also returns to the argument which appeared 

when dealing with Hs4; that is, the value of assistances is perceived by 

dealers as being of roughly the same level across the trade. In other 

words, one manufacturer's support is  approximately as good as 

anothers; the variable 'value of assistance' ceases to influence dealer 

satisfaction because of its uniformity .  

Additionally, results from controlled interviews highlighted a number 

of  factors: 
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First, manufacturers tend to think that whilst dealers are earning 

a good return on investment, their degree of satisfaction wi th 

their manufacturer rises. Dealers '  profitability is thus central for 

explaining long-term relationships. 

-
Also, dealers will stay with a particular franchise through loyal ty 

for many years. They tend to look upon franchises on a long-term 

basis, rather than hop from franchise to franchise. One 

manufacturer pointed out that family-owned businesses are 

usually very loyal and dedicated to their manufacturer. "Because 

the Dealer Principal is the owner, as opposed, for instance, to the 

General Manager of a dealership being part of a dealer group, he is 

risking his money constantly. He has to make important decisions 

on behalf of his family. In that situation, any Dealer Principal likes 

to feel that he is part of the 'Manufacturer Family' . Hence, he does 

not want to lose this feeling by jumping into the darkness of the 

Unknown of another franchise. "  Furthermore, "the dealers all  

understand that the fortunes of manufacturers go up and down. 
So, they tend to think that, even in the bad time, it is pointless to 

move, because gradually things will get better. " 

Manufacturers also indicated two other determinants contributing to 

dealers' satisfaction, and consequently, long-term relationships: 

Dealers ' perception of the ma rqu e (ie Does the brand provide the 

'right profile' for the dealership?). Some dealers just l ike 

marketing products to a particular customer profile. For instance, 

the Ford customer profile is completely different from Rover's. 
and, dealers' general satisfaction with the people/s tyle of 

operat ion of tlte manufacturer. 

In conclusion, based on past research, it may now be assumed that the 

above identified determinants contributing to dealers' satisfaction and 
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long-term relationships tend to heighten manufacturer's power, 

because, to the extent the dealers are satisfied, they more willingly 

relinquish power to their supplier. 

8.4.7 Non-Coercive Power Sources and Communication (Hs6a) 

The next hypothesis to be tested - Hs6a- expected that the non-coercive 

power of manufacturers over dealers, as evidenced in the perceived 

quality and importance of assistances, is correlated positively with the 

frequency of manufacturer-dealer communication. 

The perceived quality of manufacturer's support and the importance 

attached to manufacturer's support were measures of manufacturer's 

non-coercive power. The frequency of communication corresponded to 

Q33 and Q34, where two types of communication were observed. 

Firstly, the Dealer Principals were asked to describe the people in the 

manufacturer's organisation their company mainly liaise with by 

personal contact, and the frequency of their visits. In terms of frequency 

of communication, a 6-point scale including the consequent items was 

proposed: 

1 once a year; 
2 several times a year; 
3 once a month; 
4 several times a month; 
5 once a week; 
6 several times a week. 

Secondly, the Dealer Principals had to express the nature of the 

people/departments in the manufacturer's organisation they mainly 

liaise with by phone. Here again, a scale composed of six items was 

used to evaluate the frequency of communication between both 

channel members: 

1 once a month; 
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2 several times a month; 
3 once a week; 
4 several times a week; 
5 once a day; 
6 several times a day. 

The Pearson's correlation method was performed to test both types of 

communication with manufacturer's non-coercive power. However, 

the given correlation coefficients should be treated with caution, as 
bivariate normal distributions are not present in the data. The 

Pearson's correlation was used as it appeared to be the most appropriate 
method in this particular case, and no other test was significant. 

Manufacturer's Non-Coercive Power and Personal Contact 

Nine different manufacturer's representatives were identified: 

- the Zone/District Manager; 
- the Zone Sales Manager; 
- the Zone Aftersales Manager; 
- the Business Manager; 
- the Accounts Manager; 
- the Regional Manager; 
- the National Manager; 
- the Fleet Manager; 
- and the Training Manager. 

However, only three representatives were frequently cited, ie the 

Zone/District Manager, the Zone Sales Manager, and the Zone 

Aftersales Manager. Therefore, it was decided that only these three 

manufacturer's representatives would be considered in the present 

analysis . 

Regarding the Zone/District Manager, 14 .2% of the respondents 

admitted that they liaise with him/her once a week whereas 14.2% of 

them indicated that the visits are on a monthly bas is .  However, i t  

appeared that 63.3% of the respondents do not have any contact with 

the Zone/District Manager. As far as the Zone Sales Manager and the 
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Zone Aftersales Manager are concerned, 32% and 34.5% of the Dealer 

Principals specified respectively that they liaise with them through 

personal contact once a month. In this situation too, a high percentage 

of respondents (36%) pointed out that dealers do not have any contact 

with them. 

When the correlation method was operated on the variable 'quality of 

manufacturer's support' combined with each manufacturer's 

representatives, the correlation coefficients obtained (. 1 161, .0141, and 

.0132 - see Table 8.23) tended to support the notion that there is n o  

relationship between the variables considered. In other words, 

manufacturer's non-coercive power, expressed in terms of quality of 

the assistance provided to dealers, is independent from the frequency 

of manufacturer-dealer communication (ie frequency of visits) .  The 

same situation applies when the variable ' importance attached to 

manufacturer's support' was integrated. The correlation coefficients 

(.0783, .0604, and .0288) showed no relationship between the frequency 

of manufacturer-dealer communication and the importance attached 

to manufacturer's support by dealers . 

These findings consequently prove that although manufacturers' 

representatives visit the dealers quite frequently, this does not directly 

influence manufacturer's non-coercive power. The key-factor here is  

the 63.3% and 36°/4) of respondents who do not receive visits from 

District/Zone Managers . Communication is therefore with a lower 

level of manufacturer employee, dealing with issues of a routine 

nature rather than with managerial matter such as, especially, dealer 

assessment or operating standards. 

These results really surprised the manufacturers during the controlled 

interviews. According to them, the 'lack of communication' between 

the field staff and the dealers should not happen, as the Zone 

Managers, part of their duties, are required to visit each dealer of the 
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network on a regular basis. They justified the findings by expressing 

that often manufacturer's field personnel will call on their related area, 

ie the Sales Manager or the Service Manager or the Parts Manager of 

the dealership, sometimes ignoring the Dealer Principal. This situation 

would explain the Dealer Principal's lack of familiarity with the 

frequency of manufacturers' representatives' visits. However, they 

confirmed the routine nature of the areas covered during the visits. 

The objective of the visits, which are reasonably informal, is to review 

matters such as: 

- Sales programmes; 
- Marketing programmes; 
- Staffing; 
- Vehicle ordering/supply; 
- Used car programmes/ marketing; 
- Financial performance/ accounting; 
- Customer relations/warranty issues; 
- Service Department efficiency; and 
- Parts marketing. 

The dealer assessment procedure including the monitoring of the 

operating standards and sales performance, as described in section 8.4.3. 

of the analysis, is carried out and discussed more during 'exceptional' 

visits. 

Manufacturer's Non-Coercive Power and Communication by Phone 

Through the results of the questionnaire, twelve people/departments 

were identified as being the usual personnel boundaries who are i n  

contact via the phone with the dealers: 

1 the Zone/District Manager 7 Sales Supply Department 
2 the Zone Sales Manager 8 Technical Support Dpt 
3 the Zone Aftersales Manager 9 Parts Enquiries Dpt 
4 the Business Manager 10 Customer Service Dpt 
s the National Manager 11 Computing Systems Dpt 
6 the Training Manager 12 Warranty Department 
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Nevertheless, only four manufacturers' representatives/ departments 

were frequently mentioned by the respondents, ie 1 , 2, 3, and 8. As they 

represented the main points of contact with the dealers, only these 

ones would be examined and tested in the present analysis. 

In terms of frequency of communication, it was discovered that the 

majority of the respondents did not mention being in contact by phone 

with the four representatives studied. Those who actually liaise with 

them, revealed that communication is usually performed on a weekly 

basis: 

- District Manager (9.3% of the respondents); 
- Zone Sales Manager (13.4%); 
- Zone Aftersales Manager (14.4%); 
- Technical Support ( 1 1 .6%) .  

In parallel with the results of the previous section, when we examine 

the correlation coefficients of Table 8.23, i t  clearly appears that there is 

no relationship between the frequency of manufacturer-dealer 

communication by phone and manufacturer's non-coercive power, 

both in terms of quality and importance of manufacturer's support. 

This is substantially explained by the evidence of a lack of 
communication between the channel partners. 

Table 8.23: Correlati on Between Manufacturer's Non-Coercive Power 
and Manufacturer-Dealer Communi cation 

Communication With 
Manufacturers Reps. 
(Visits) 

Zone/District Manager 
Zone Silles Manager 
Zone Aftersales Milnager 

Communication with 
manufacturers reps. 
(phone) 

Zone/ Di strict Manager 

Manufacturer's Non-Coercive Power 

Quality of Mfr's Importance Attached 
Support to Mfr's Support 

. 1 161 .0783 

.0141 .0604 

.0132 .0288 

. 1  124 - .0806 
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Zone Sales Manager 
Zone Aftersales Manager 
Technical Support Department 

- .0080 - .0087 
- .0387 - .0650 
- .0021 .0962 

In order to supplement the findings of the analysis, additional data 

regarding communication are now provided. In this respect, it was 

found that other vehicles of communication are used for interaction 

between the channel members. 41% of the respondents indicated that 

the manufacturer uses E-mail to contact the dealerships. 

The most cited reasons for contact were the transmission of 

information on car ordering (14.3%) and car supply (11 .9%). Fax 

appeared to be a frequently used medium of communication. 90% of 

the dealerships liaise with the manufacturer by fax, when urgent 

information (32.7%) or general information (31 .9%) have to be 

transmitted between both parties . However, only 28% of the dealers 

declared being contacted through satellite television. It is worth noting 

that this new medium of communication is currently operated by the 

dealers who are supplied only by large car manufacturers, which 

usually broadcast weekly programmes on weekly updates regarding 

sales, service and parts (27.7%), incentive programmes (14.9%), training 

information (12.8%) and marketing activities (10.6%) . 

Routine communication, regarding new car sales and ordering, used 

car sales and acquisitions, parts sales and ordering, workshop sales, hire 

purchase sales, and warranty work, is also performed mainly via the 

use of Information Technology equipment, and sometimes by fax, 

usually on a daily bas is (except for workshop sales information which 

tend to be communicated mon th ly ) .  Regarding this issue, dealers were 

asked to specify how their choice of IT equipment was made. 45 .9% 

indicated that it was dealer's choice but the manufacturer required 

compatibility with its own equipment; 28.3% pointed out that it was 

manufacturer's choice; for 24.1  % it was their own decision; and finally, 
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10.2% of those being part of a dealer group stated that it was specified by 

the group headquarters. 

In conclusion, this study of manufacturer-dealer communication 

revealed that manufacturers interact with their dealers primarily 

through three boundary people:  

- the District Manager; 
- the Sales Manager; 
- the Aftersales Manager. 

The Technical Support Department is also regularly in contact with t he 

dealers, usually by phone. 

This situation reflects and confirms early research in this area, 

emphasising the centralisation of information in the hands of a smal l  

number of people. However, although this facilitates the control of the 

manufacturer over the dealers' operations, empirical evidence 

suggested that the frequency of their visits or phone calls does no t 

contribute to an increase in manufacturer's non-coercive power. 

The results of the field survey empirically evidenced a poor two-way 

communication is concerned . Many 

dealers surprisingly admitted that no contact is maintained with them 

beyond the regular, routine flow of paper and electronic 

communication directly associated with sales and aftersales. 

Subsequently, this situation appears to be very problematic and it may 

lead to serious consequences. If plans, programmes, expectations, goal 

setting and performance are not discussed regularly, disputes are l ikely 

to arise due to non-coordinated actions, and each party is like ly to be 

much less confident in the relationship. 

Although evidence suggested 

and 

that other media of communication are 

highly used, ie IT systems fax, these cannot replace human  
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contacts. Frequent routine communication combined with the fact that 

the manufacturer's choice is predominant, in terms of IT systems 

decisions, implies that manufacturer's control over the financial and 

operating characteristics of the dealerships is made easier. 

Manufacturer's power seems to take its roots more from routine 

communications, via the intensive use of IT systems, and its 

consequences than from boundary personnel. 

8.4.8 Length of Relationship and Frequency of Communication (Hs6b) 

In testing Hs6b, it is expected that the younger (the older) the 

relationship in the motor industry, the higher (the lower) the 

communication levels. 

For both variables 'length of relationship', namely th� number of years 

of service spent in holding a particular franchise, and 'frequency of 

communication' regarding personal contact and contact by phone, the 

same items previously described were exploited to test the proposed 

hypothesis. 

When the frequency of face-to-face is considered while being combined 

with the variable 'length of relationship' for the purpose of the 

correlation method, the correlation coefficients obtained (District 

Manager: -.0260; ZSM: .0802; ZAM: .0221) show that there is no  

relationship between both variables. In other words, the number of 

years spent within a current network does not impact on the levels of 

face-to-face communication. In the same way, when the 

communication by phone is examined while combined with the length 

of the relationship, the subsequent correlation coefficients for each 

manufacturer's representative (District Manager: -.0518; ZSM: .0537; 

ZAM: .0008; Technical Support Department: -.0144) do not emphasise 

any relationship. 
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Consequently, in respect of both young and old relationships, the levels 

of communication with the manufacturer's representatives do not 

vary according to the length of the relationship. This finding leads to 

suggest that in modern dealer/manufacturer relationship, the pattern 

of communication is specified in detail and is standardised by each 

manufacturer. A new dealer is therefore immediately treated in the 

standard manner; established dealers' patterns of communication have 

long since been adjusted to standard. The professionalisation of the 

relationship has therefore removed individual managers' discretion as 

to their pattern of communication. 

However, the above results surprised some manufacturers' 

representatives during the interview sessions. They actually 

contradicted them by clearly emphasising the fact that new dealers get 

more frequent visits during the first twelve months of appointment to 

ensure that they do not encounter any major problems. Progressively, 

they become 'normalised', depending on their performance, typically 

after about 3-4 months. 

As a result, it is difficult to draw from the above statements some firm 

conclusions due to the contradiction of opinions. Based on dealers' 

perceptions - which have been statistically tested - Hs6 should be 

rejected, whereas according to the manufacturers' points of view, the 

hypothesis should be accepted. Hence, further research would be 

recommended in this particular area. 

8.4.9 Manufacturer's Power and Personal Relationships (Hs6c) 

Hs6c, as previously mentioned in the section dealing with the 

development of the hypotheses, is based on the researcher's 

understanding during the meetings held with the manufacturers and a 

sample of dealers. The present hypothesis expects that the 

communication between dealer and manufacturer personnel 
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overspills from formal to informal situations, leading to friendly social 

contacts, and subsequently influencing the power relationships 

between both parties. 

The power concept was measured by using the variables 'quality of 

manufacturer's support' and 'importance attached to manufacturer' s 

support', already described in the previous sections. Q39 of the 

questionnaire enabled the researcher to discover whether the Dealer 

Principal maintains, or maintained in the past, friendly social 

relationships with manufacturer's personnel. Q40 allowed to identify 

who these people are (ie their job title) . 

The relevant results of the questionnaire 

personnel. 

emphasised that 

35.3°/4) of 

54.2% of the 

Dealer Principals do not maintain any friendly 

Nevertheless, 

social contact with any 

respondents pointed out that they have 

member of manufacturer's the 

friendly social relationships 

with certain manufacturer's representatives, while 9.2°/4, indicated that 

they had some in the past. The social contacts are or were maintained  

mainly with the Zone Managers (66.3% of  the respondents), 'various 

members' (19.6% - unfortunately, they were not stated by the 

respondents), and the Business Manager (7.6l¼,). 

An analysis of variance one-way 

difference between 

- - was 

whether there was a 

performed to 

the Dealer Principals who 

either have/had or have not friendly social contacts with some 

manufacturer's representatives, in terms of both perceived quality of, 

and the importance attached to, manufacturer's support (measures of 

manufacturer's power) . 

determine 

In respect of the perceived quality of manufacturer's support, since the 

F-ratio of 2.9268 results in a probability of . 0552, there appears to be a 

difference between the three groups of respondents at  the 10% level of 

significance, in terms of perceived quality of supplier's support: 
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Group 1 :  dealers having social contacts Mean = 6.2415 

Group 2: dealers who had in the past social contacts Meant= 5.9920 

Group 3: dealers who do not maintain social contact Mean = 5.4724 

As expected, some pairs of groups differ from one another at the 90% 

level of significance, although it is not very significant. Group 1 is 

different from Group 3. In other words, dealers who maintain friendly 

social contacts with certain manufacturer's representatives tend to give 

a better average score to manufacturer's support compared to the ones 

who do not socialise at all with manufacturer's representatives, a nd 

even those who do not socialise anymore with them (the mean of 

Group 2 is slightly lower than the one of Group 1) .  Thus, it is possible 

to conclude that the dealers who socialise with some manufacturer's 

personnel, because they perceive the quality of manufacturer's  

assistance as being higher compared to the dealers who do not 

maintain any friendly social contact, regard the manufacturer more as 

an expert, and hence, more willingly yield power to the manufacturer. 

Consequently, friendly contact tends to influence the power 

relationships in favour of the car-supplier. 

Most of the manufacturers individually interviewed admitted that 

they were not surprised by this finding, although they were quite 

reluctant to consider the situation in 'power terms' (it is wor th noting 

that manufacturers, in general terms, do not like talking about 'power 

relationships' and recognising the imbalance of power between them 

and the dealers. They prefer adopting a more 'partnership' approach.) . 

Instead, they preferred looking at i t  as a way to improve the 

relationship . Reflecting the manufacturers points of view, one supplier 

stated that "informal contacts with dealers in an 'outside business 

environment' can help improve relationships and we encourage this 

event whenever possible, and furthermore we support the dealer 

associations social events strongly ."  
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However, taking the importance attached to manufacturer's into 

account, the F-ratio of .0554 of the analysis of variance tends to indicate 

that there is no discrepancy between the three groups. The F. prob. of 

.9461 confirms the findings. In other words, maintaining friendly social 

contact with the manufacturer or not maintaining it at all do not 

impact on dealers' perception of the instrumentality of manufacturer's 

assistance. Therefore, in this case, the 'social contact' variable does not 

influence power relationships. 

8.4.10 Power Relationships and Types of Dealerships (Hs7) 

The hypothesis - Hs7- that differences in the power balance between 

manufacturer and independent dealer, and between manufacturer and 

dealer groups are apparent in dispute level differences, in variances 

between the origins of training provision and the value attached to 

other assistance, was tested by using alternatively a t-test and certain 

contingency tables, due to the very nature of the hypothesis itself (a 

comparison of two groups of the sample) and the nature of the data 

(dichotomous and ordinal/nominal data). 

Referring to Q42 of the questionnaire, 60.3% of the sample included 

independent franchised dealers and 39.7% were composed of 

franchised dealerships being part of a dealer group/ chain. It is worth 

noting that the studied sample was representative of the present 

situation, as currently almost 40°/4) of the dealerships are under dealers 

groups' control. In order to evidence the differences in the power 

balance between manufacturers and the two categories of dealerships, 

three areas contributing to manufacturer's power were examined, ie 

disputes, training, and other manufacturer's assistance. 

Types of Dealership and Existing Conflict 

When the two types of dealership combined with the number of 



dispute cases are considered, the below contingency table gives the 

following results : 

Table 8.
Disputes Cases 
24: Cross-Tabulation Between the Types of Dealership and the 

Types of Dealerships 
Disputes Ind�pendent Groups/Chains Row Total 

Yes 29 19 48 
No 148 98 246 
Column 177 117 294 

Total 60.2% 39.8% 100% 

The corresponding Cramer's V value of .00192 at  the 95% level of 

significance indicates that the degree of association between both 

variables 'types of dealerships' and 'disputes' is almost non-existent. 

Therefore, whatever the nature of the dealership, the 'dispute' pattern 

tends to be the same in both cases. Consequently, in this s ituation, 

there is no evidence that the manufacturer controls more one 

particular group. 

This is confirmed when looking at any potential variance between the 

two groups as far as  the reasons of the disputes are concerned. Both 

means (independent dealers = 2.88; dealer groups = 2.85), used for the · 

purpose of the t-test, are almost identical .  Furthermore, the probability 

of .406 indicates we cannot reject that the variances are equal. The t

value of .05 is not significant at the 95 r;;, level of s ignificance. 

Consequently, the reasons of conflicts with the manufacturer, across 

the two groups of dealers, are relatively s imilar. 

This issue appears to be controversial in the sense that, during the 

controlled interviews, the manufacturers' representatives either 

supported or contradicted the results . When they disagreed with the 
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findings, two cases emerged: 

Some manufacturers recognised experiencing conflict more often 

with the dealer groups due to their increasing strength and 

bargaining power in the UK car market, and their consequent 

drive for autonomy. The following statement reflects the v iew 

point of  certain car makers, and more particularly the market 

leaders : 

1 

"Dealer groups tend to make their decisions first and advise 

manufacturers afterwards, and this does lead to a certain degree of 

higher conflict with dealer groups than independent dealers. Also 

dealer groups can have their own 'hidden agenda' which they do 

not necessarily share with the manufacturer. Additionally, the 

dealer groups' communication process, ie from field to the 

decision maker, is a lengthy one. Again, this can cause more 

conflict than on a one-to-one with the owner of an independent 

dealership . "  

2 Alternatively, other manufacturers interviewed adopted a 

different stance regarding this issue. According to them, they 

experience more problems and disagreements with the 

independent dealers, and more particularly the family-owned 

businesses because, as opposed to the dealer groups, it is their 

business; they own it .  The independent dealers are fighting for 

survival; 

not 

not the groups. Thus, they would do anything to save 

their business. Also, with the dealer groups, the level of conflict i s  

usually high because when the situation is not to the 

manufacturer's taste, it i s  possible to change the General Manager 

or the individual managers easily. It is more difficult to do so i n  

the case of a family-owned business. Possibly, also, it is easier for 

the big groups to comply with sophisticated commercial  

yardsticks. 
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Types of Dealership and the Origins of the Training Provisions 

Due to the discrepant view points, further research would be required 

to deepen this area. 

The cross-tabulation below presents the current attitude of the two 

groups of dealerships towards the use of outside training 

consultants/ companies (area covered in QS of the questionnaire) . 

Table 8.25: Cross-Tabulation Between the Types of Dealership and the 
Use of Outside Tra ining Consul tants 

Types of Dealerships 

Use of Outside 
Training Consul tants 

Independent 
Dealers 

Dealer 
Groups 

Row 
Total 

Yes 53 56 109 
29.8% 47.86% 36.9% 

No 125 61 186 
70.2%, 52. 14'¼, 63. 1% 

Column 178 117 295 
Total 60.3% 39.70% 100% 

The corresponding Cramer's V value of . 18333 (approximate 

significancee= .00164) at  the 95% level of significance indicates that the 

degree of association between variable 'types of dealerships' and 

variable 'outside training consultants' is highly significant; which 

means that, depending on the nature of the dealership, dealers' 

behaviour to the use of outside training contributors will vary. The 

table clearly highlights a difference in the attitude of the two groups 

studied. 47.86% of the dealer groups admitted that they require the use 

of external consul tants/ companies to train their staff, as opposed to 

29.8% of the independent dealers. 
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(59.7%) 

Therefore, the fact that the dealer groups resort to external companies 

in a higher proportion than the independent dealers implies that the 

former group, compared to the latter, seems to be gaining some power 

towards the manufacturers, as training provided by people other than 

the manufacturers' own trainers tends to be less manufacturer

oriented. Also, it is the dealers who choose these particular 

organisations to train them on the areas they think they need to be 

more experienced on. Consequently, the results allow the researcher to 

conclude that there is  a difference in the power balance between 

manufacturers and dealer groups enhancing the power of the latter. 

Hs7, in this respect, is therefore supported. 

Chapter 5 revealed that another source of training may be the 

dealership itself, which possesses its own company-based trainers. 

Therefore, it was worth discovering the proportion of ' in-company' 

training delivered amongst both types of dealerships. The relevant 

results are provided in the contingency table, as follows: 

Table 8.26: Cross-Tabulation Between the Types of Dealership and 'In
. Company' Training 

Types of Dealerships 

'In-Company' training Independent Dealer Row 
Dealers Groups Total 

Yes 47 78 
(17.9%) (40 .1%) (26.9%) 

No  142 70 212 
(82 .1%) (59 .9%) (73 . 1  %) 

Column 173 117 290 
Total (40.3%) (100%) 

The corresponding Cramer's V value of .24619 (approximate 

significance = .00003) at the 95% level of significance suggests that the 

degree of association between the two variables considered is highly 
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significant, leading to conclude that, depending on the nature of the 

dealership, dealers' behaviour to 'in-company' training will vary. The 

above contingency table clearly shows that there is an apparent 

discrepancy in the training attitudes that each group reflects. 40.1 % of 

the dealer groups, as opposed to only 17.9% of the independent 

franchisees, stated that they do not rely only on manufacturer's trainers 

or external trainers, but they also run training courses by using their 

own instructors. Consequently, because the dealer groups use their 

own staff to train the dealers being part of their group, they 

subsequently possess more latitude/freedom as to the training areas 

covered in their programme (which obviously must be agreed by the 

manufacturer) and the way the training issues are taught. Their 

predominance in decision-making regarding the training issues 

impacts in the power balance with the manufacturer, favouring the 

dealer groups. Thus, in this respect, Hs7 is supported. 

Types of Dealership and Other Manufacturer's Assistance 

Additionally to the training assistance, the hypothesis suggested a 

difference in the power balance between the manufacturer and the two 

categories of dealers in terms of the value attached by the dea lers to 

manufacturer's general support. However, when a t-test was 

performed, considering the two groups of dealers and their perceptions 

of the quality of manufacturer's support - an indicator of 

manufacturer's power - the two means obtained appear to be identical 

(independent dealerst= 6.05; dealer groupst= 6.05). 

Thus, because the value attached to manufacturer's support is 

perceived in a way where no difference can be found between both 

dealer groups and independent outlets, this suggests that there is n o  

difference in the power balance between the manufacturer and the 

independent franchised dealers, and between the manufacturer and the 

dealer groups. 
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Consequently, the hypothesis Hs7 was supported only where the 

origins of training are considered. 

8.4.11 Manufacturer-Dealer Relationship and Manufacturers' Market 
Share <Hss> 

Hs8b expected that the relationship between manufacturer and dealer is 

better for those manufacturers whose market share is high. In other 

dealers are more satisfied with the manufacturers which 

perform 

words, 

better, as evidenced in dealers' perceptions of certain control 

variables. 

The market shares, considered on a 5-year basis, were dealt wi th 

according to the following approach. The eight manufacturers s tudied 

were divided into three groups of market shares reflecting their overall 

level of performance: 

1 the high market shares; 

2 the medium market shares; 

3 the low market shares. 

The table below describes manufacturers' performance in terms of new 
car sales in 1989, 1993, and 1994. 

Table 8.27: Manufacturers' New Car Sales From 1989 to 1994 

Manufacturers 1989 (%) 1993 (%) 1994 (%) 

1 26.45 21 .45 21.91 
2 15.21 17.09 16 .25 
3 3.05 2.41 3 .07 
4 3.83 5.24 5.90 
5 0.99 0.98 0.88 
6 1 . 17 1 .74 2.00 
7 5.55 4.73 5.1 0  
8 6.02 5.02 4.81 

The preceding table a llowed the researcher to establish the following 

classification: 
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1 High market shares: Companies 1 and 2; 
2 Medium market shares : Companies 4, 7, and 8; 

3 Low market shares: Companies 3, 5, and 6. 

In order to either accept or reject the hypothesis, the groups of 

manufacturers' market shares were compared by taking into account 

dealers' perceptions of certain control variables, namely the existing 

disputes, the quality of training provisions, the attitude to 

manufacturers' general assistance, and the view of the contract. Due to 

the nature of the hypothesis itself, an analysis of variance or  

alternatively an  analysis of  contingency tables - depending on the 

nature of the data - were performed to test the proposed hypothesis. 

Existing Disputes 

When the overall level of performance combined with the number of 

dispute cases is considered, the below contingency table gives the 

following results: 

Table 8.28: Cross-Tabulation of Manufacturers' Market Share and 
Dispute cases 

Disputes 

Manufacturers' Yes N o  Row Total 
Market Share 

High 

Medium 

16 

1 1  

85 

76 

101 
34.5°/.)

87 
29.7'¾1 

Low 21 84 105 
35.8% 

Column 48 245 293 
!Total 16.4% 83.6% 100% 
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The Cramer's  V value of .08079 indicates that the degree of association 

between both variables 'market shares' and 'disputes' is a lmost non

existent. Subsequently, the data tend to support the notion that there is  

no relationship between the level of manufacturers' market share and 

the conflicting situations between both channel members . 

During the controlled interviews, it appeared that the manufacturers 

presented different view points regarding this issue. And more 

particularly, perceptions differed according to the divide 'high market 

share' /Low-medium market share' manufacturers. The market leaders 

indicated that the issue really should be addressed to profitability. The 

networks that achieve high profitability do not experience conflict with 

the manufacturer in the same way as those with lower profitability do. 

According to them, it is the return on investment that impacts o n  

relationships more than the market share. Alternatively, the 

low /medium market share manufacturers were surprised by the above 

results as they perceive conflict as a function of 'high volume = high 

pressure' - high pressure being placed on the dealers in terms of sales 

targets, the quality of the operating standards and the Customer 

Satisfaction programme. 

Quality of Training Provis ions 

An analysis of variance was performed between the appropriate 

variables. When the 'market share' variable is combined with the 

dealers' perception of the quality of manufacturers' training, the F-ratio 

of 5.9620 is likely to happen by chance on almost zero occasions (F 

probability = .0029). Thus, there is an apparent difference across the 

three groups of manufacturers' market shares in terms of quality of 

training perceived by the dealers. 

Some pairs of groups differ significantly from one another at the 95% 

level of significance. Group 1 (high market shares) is s ignificantly 



different from both Group 3 (low market shares) and Group 2 (medium 

market shares). In other words, dealers, which are supplied by 

manufacturers which possess a high market share, perceive their 

training provisions as being of higher quality (mean quality score = 

7.88) than the dealers supplied by low market share's manufacturers 

(mean quality score = 7.22) and medium market share's manufacturers 

(mean quality score = 7.44) .  Consequently, in terms of quality of 

training provisions, dealers belonging to Group 1 are more satisfied 

than the ones belonging to both groups 3 an 2. This finding s upports 

Hs8b. 

Attitude to Manufacturers' General Assistance 

An analysis of variance between the 'market share' variable and the 

'perceived quality of manufacturers' support' variable emphasised that 

the F-ratio of 7.5022 is likely to occur by chance on almost zero 

occasions (F probability = .0007). Thus, it is possible to conclude that 

there is a discrepancy across the 3 groups of manufacturers' market 

shares in terms of quality of their general support to the dealers . In this 

particular case, there is a pair of groups which differs s ignificantly from 

the others at the significance level of 95%. Group 1 (high market 

shares) emphasises a notable difference compared with/to Group 3 

(low market shares). This implies that dealers, which are supplied by 

quality (mean quality scorer= 6.4551) than the dealers supplied by low 

market share's manufacturers (mean = 5 .66) . Subsequently, the dealers 

being part of Group 1 appear to be more satisfied than the ones 

belonging to Group 3, in terms of quality of assistance. In this particular 

case, Hs8b has therefore to be supported. 

the market leaders, perceive the assistance provided as being of higher 

View of the Franchise Contract 

An analysis of variance including the 'market share' variable and the 
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dealers' perception of the dealer agreement - the dependent variable -

clearly pointed out that there is no apparent difference across the three 
groups of manufacturers' market shares as far as dealers' perceptions of 

the contract are concerned (F-ratio = 1 .9662; F probability = . 1418). 

Therefore, empirical evidence supports the notion that there is n o  

relationship between the level of manufacturers' market share and 

dealers' perceptions of the franchise agreement. 

In conclusion, this section highlighted both interesting and unexpected 

results . The analysis revealed that the dealers supplied by 

manufacturers which display a high market share, namely the market 

leaders, are more satisfied with the relationship than the dealers whose 

manufacturers' new car sales performance is low or medium, 

particularly in terms of quality of manufacturers' training and general  

manufacturers' support. 

During the controlled interviews, the quality of both manufacturers' 

training provisions and general support were considered. All the 

manufacturers supported the obtained results and justified them by the 

fact the levels of human and financial resources available to 

manufacturers are an important factor influencing the quality of 

support. In broad terms, the higher volumes marques are those which 

are heavily committed to training/major programmes - possibly the . 

'American management influence' of Ford/General Motors. They 

possess a sufficient momentum of sales volume and revenue to be able 

to provide additional and high quality support, ie more field staff is put 

at  the dealers' disposal. 

Furthermore, the analysis revealed that no relationship could be 

established between the different levels of manufacturers' market share 

and both the conflicting situations between manufacturer and dealer, 

and the dealers' perceptions of the dealer agreement. Therefore, i t  i s  

possible to conclude by suggesting that manufacturers' market share 

354 



and communications, and the power connection either causal or 

consequential  with a certain number of constructs, such as satisfaction, 

conflict, continuity of relationship, and role performance - a l l  

impacts more on non-coercive areas of control than on coercive issues . 

When coercive issues are concerned, most  of the dealers adopt the 

same attitude whatever the sales performance of the manufacturers is. 

They appear as a ' family' whose members feel solidarity with each 

other when they are confronted to certain matters they consider as 

'unfair ' .  

8.5 Conclusions 

The present analysis focused on the perceptions of the car dealers o n  

the control and assistance variables manipulated by the car makers.  

The tested hypotheses explored the concept of power derived from the 

determining areas of the franchise contract, training, dealer assessment 

originating from the literature review, the subsequent chapters, and 

the researcher's own understanding of the car distribution channel. 

A review of the findings, paralleled 

researchers, is now 

the 

with the theories and empirical 

research established by o ther presented, before 

addressing the main problems characterising car dis tribution 

channel deduced from the results . 

8.5.1 Summary of the Results and Their Rel at ion to Past Research 

- With regard to the training issues, HSl a  had to be rejected. N o  

correlation was identified between dealers' satisfaction with training 

and both the number of training days required and the financial source 

for the training courses . But in parallel, it was found that the quality of 

manufacturers' training is perceived to be high and it  represents a need 

to the dealer. Consequently, based on Gassenheimer, Sterling and 

Robicheaux's theory, i t  was assumed that both results might be 
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associated to a measure of dependency, enabling the manufacturer to 

influence the training decisions and confirming the dealers' 

subordinacy in terms of expertise. 

Although manufacturers' power, derived from the concept of dealers' 

satisfaction, was not confirmed indirectly by the two variables 'number 

of training days required' and 'the financial source for training', it was 

actually directly evidenced by the high overall satisfaction of the 

dealers with training. Thus, in the car distribution channel, training, in 

broad terms, appears to be a means/source of power possessed and 

employed by the car manufacturers. 

- Hslb was found to be partly accepted, while being partly rejected. The 

proportion of manufacturers' effort (in terms of number of training 

days required) into technical training as opposed to non-technical 

training, as expected, varies according to manufacturers' origin. 

However, the provision of both types of training was perceived by the 

dealers to be equal. This last finding contradicts the researcher's 

analysis of the training programmes performed earlier in the research 

programme. Reasons of the discrepancy between the formal 

manufacturers' requirements and the dealers' perceptions were given 

in the relevant section. 

A great emphasis was put on the training aspect because although, at 

first sight, it appears very positive, it is actually an area where the 

manufacturers can really exercise control over the dealers. It is a real 

means of control as the dealers learn what the manufacturers really 

want them to learn, via the use of the manufacturers' own trainers. 

Also, it is an area where manufacturers' management culture, their 

way of thinking, are transmitted directly to the dealers, and 

subsequently influencing dealers' behaviour. 
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As a result, it appeared that both types of training, ie technical and non

technical training, may be associated to means of power possessed and 

employed by the car makers to control their dealer network. Regarding 

this specific hypothesis, no comparison with any previous work, 

however, can be presented as, to the researcher's knowledge, no s uch 

situation has been examined by previous or current academics.  

- With respect to the assessment of the dealers' performance, Hs2 was 
accepted. The data supported the notion that the car makers set 

standards of performance for their dealers, which are subject to regular 

formal assessment and which closely correspond to the requirements 

of other manufacturers. The investigation of the most frequently 

employed methods of influence to make the dealers comply with the 

franchise's requirements was performed.  The analysis revealed that the 

use of the most coercive methods of influence (ie non-allocation of 

bonuses and the threat of termination), at some stage, is very common. 

These coercive actions are therefore concrete indicators of 

manufacturers' power over the dealers, and they prove tha t  

manufacturers always keep a close eye on  their dealers' performance 

and no significant laxity as to the achievement of the operating 
standards is tolerated. 

- Hs3, dealing with the relation between conflict existing between 

manufacturers and dealers and the continuity in their relationship, 
was found statistically rejected. It was concluded that the presence of 

conflict, mainly due to 1) 'divergence in goal pursued btJ tile cha nne l  

partners '(ie disagreements with the sales targets and the corporate 

standards) and 2) 'disagreements about channel roles '(ie a lack of 

competence from the manufacturers' representatives), has n o  

significant impact on the continuity i n  manufacturer-dealer relations, 

and subsequently, it has no salient effect on dealers' satisfaction with 

the franchise arrangements. 
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A rapprochement with Etgar's empirical findings (1979) can be made as 

to the two categories of cause of conflict and their relation with the 

conflict s tates. Although he empirically evidenced that cause 1 is more 

correlated with 'manifest conflict '  and cause 2 with 'a fective conflict ' 

they also found that the affective conflict stage does not necessarily 

precede the manifest conflict stage (the opposite s ituation being 

suggested by Firat, 1975). This finding was actually evidenced in the 

present analysis as it was observed that, for more than the majority of 

the dealers, the conflict process was terminated at the earlier stage as 

they managed to establish a mutual agreement with the manufacturer 

without the use of any legal or political vehicles (ie the RMI or the 

dealer councils) � usually needed when the manifest conflict stage is 

reached. 

However, in broad terms, the results disputed Smith and Koenig's 

research (1985) as well as Frazier and Kale's (1989) which supported the 

contention that conflict adversely affects dealers' overall approval of 

the channel arrangements (satisfaction). Reasons justifying such 

findings, based on manufacturers' point of view, were given and 

basically emphasised that conflict is inevitable in manufacturer-dealer 

relationship and it may be positive in many aspects . In most cases, 

dealers actually require a certain degree of conflict. Also, the dealers see 

their franchise as a long-term relationship and therefore, they try to 

improve relations rather than switch to another franchise. 

The discrepancies between the present findings and the ones 

empirically evidenced before 1989 may be interpreted by a difference i n  

the economic climate . From 1989 to 1993, as mentioned earlier in the 

thesis, the UK experienced an exceptionally severe recession which 

inevitably reduced dealers' aspirations for a potential switching due to 

the financial hardship characterising that period. Therefore, the dealers 

had no other option that trying to maintain good relationship with 

their manufacturer and solving as quickly as possible any existing 
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friction. Although the car market entered a period of recovery since the 

end of 1993, the current situation is still very fragile and, consequently, 

the dealers' goals are more oriented towards 'surviving in the market 

place' and achieving profitability with their current franchise, rather 

than changing franchise, even if, at some stage, they experience conflict 

with their supplier and they are not 100% satisfied with the channel 

policy. 

- As far as the dealer agreement is concerned, Hs4 had to be rejected 

because no correlation was found between the dealer agreement being 

perceived as 'pro-manufacturer' and manufacturer' power. Although 

80% of the dealers reckon it is a document weighted in favour of the 

manufacturer, the measures used did not permit to statistically 

demonstrate manufacturer 's dominance {the primary reason for the 

statistical failure was given in the relevant section) .  However, the 

results confirmed manufactu rer's contractual power, as perceived by 

the dealers and so, suggested that it gives the manufacturer a basis for 

controlling the channel .  

When the findings are paralleled with the work of other researchers, i t 

is possible to observe that they correspond to the ones of Hunt and 

Nevin (1974), Lusch (1976), Frazier and Summers (1986), Wright (1988), 

and Ennew, Unusan and Wright (1993), who claimed the 'pro

franchiser' nature of the contracts and who indicated that this formal 

contractual rel ationship gives the manufacturer a basis for controlling 

and co-ordinating the activities of the channel. 

- In examining the relation between manufacturer's general support 

and dealers' satisfaction with the franchise, the testing of Hs5 resulted 

with a rejection of this particular hypothesis. Although the assistance 

provided by the manufacturers to the dealers is perceived as valuable 

{of high quality and importance), it does not influence dealers' 

satisfaction with the channel. The results contradicted empirical 
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evidence of, and subsequently theories developed by, Hunt and Nevin 

(1974), and Lusch (1977), who established that non-coercive sources of 

manufacturer's power (ie assistance provided by the manufacturer) 

were capable of increasing dealers' satisfaction, and moreover, 

improving channel relations. Similarly, the findings refuted 

Gassenheimer, Sterling and Robicheaux's work (1989) who found that a 

dealer's future intentions to maintain the relationship with the 

manufacturer were positively related to the dealer's satisfaction with 

the relationship. 

As a consequence, other factors influencing dealers' satisfaction with 

the channel and subsequently, long-term relationships, needed to be 

determined. Based on manufacturers' point of view, they appeared to 

mainly pertain to dealers ' profitability, loyalty to t h e  

manufac tu rer/marque, dealers ' perceptions of the marque, and dealers' 

sa tisfaction with the people/style of operation of the manufacturer. 

Based on French and Raven's (1959) and Hunt and Nevin' s 

developments, which indicated that, to the extent the dealers are 

satisfied, they more willingly relinquish power to the manufacturer, it  

was therefore assumed that the above determinants of dealers' 

satisfaction tended to heighten manufacturer's power. 

- On the question of communication and its relation with 

manufacturer's non-coercive power, Hs6a had to be rejected. Empirical 

evidence suggested that the frequency of manufacturers' visits or 

phone calls does not effect manufacturer's  non-coercive power. 

The situation under study reflected and confirmed early research in the 

area (Ridgway, 1957; Frazier and Summers, 1984) indicating the 

centralisation of information in the hands of a small number of people 

(ie District Manager, Sales and Aftersales Managers) regularly 

interacting with the dealers, which therefore facilitates the control of 
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the manufacturers over the dealers' operations. Nevertheless, no firm 

conclusions could be established as  to human communication systems 

acting as significant means of manufacturer's power. Instead, it was 

found that manufacturer's non-coercive power seemed to take its roots 

more from routine communications, via the intensive use of IT 

systems linking both channel partners, than from boundary personnel .  

Hence, further research in the area of communication systems and 

their link with the power concept will now require to take into 

consideration a new parameter, namely the IT systems, as their role i n  

the transmission of v ital information is intensively growing in this 

particular channel of distribution. 

- As regards the degree of association between the length of 

manufacturer-dealer relationship and the frequency of 

communication, Hs6b had to be rejected . The testing of the hypothesis 

did not demonstrate any correlation between the number of years spent 

within a current network and the levels of both 'face-to-face' and 'on 

the phone' communication. In other words, in respect of both younger 

and older relationships, the frequency of communication with the 

manufacturers' representatives does not vary according to the length of 

rel ationships. 

These results argued against the theory developed by Anderson and 

Weitz (1989), and Williamson (1985) whereby it was expected that the 

younger (the older) the relationship, the higher (the lower) the 

communication levels . However, no definite conclusions could be 

drawn, because when questioned on that issue, the manufacturers 

tended to contest the present findings by indicating that, in practice, the 

above researchers' theory was applicable. 

Based on the current results, it is consequently suggested that 

manufacturer's control is not influenced by the length of the 

relationship. But, based on manufacturers' opinions, because younger 
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relationships require higher levels of communication, this should 

increase manufacturers' control over the dealers' operations. Further 

research is  therefore recommended. 

- Hs6c was partly supported, while being partly discarded. When the 

variable 'quality of manufacturer's support' was considered, the results 

demonstrated that the dealers who socialise with some manufacturer's 

personnel, to the extent that the quality of manufacturer's support i s  

high, they regard the manufacturer as  an expert, and hence, they more 

willingly yield power to the supplier. Thus, the notion that friendly 

contact influences power relationships in favour of the car maker, was 

supported. Nevertheless, no relation could be established with the 

power concept when the ' importance/ instrumentality of 

manufacturer's support' was integrated in the statistical process .  

In this area, no comparison with any similar study can be made as, to 

the researcher's knowledge, no such situation has ever been examined 

by the academia. 

- In examining the nature of the dealerships and the influence it m ight  

have on power relationships, Hs7 was supported with only one 

variable out of the three proposed for testing. The results empirically 

evidenced that, because the dealers belonging to groups/chains resort 

to external training companies in a higher proportion than the 

independent franchised dealers, and because they also use in a greater 

proportion their own training staff (ie in-company training), this 

leaded the researcher to conclude that there is 

the 

a difference in the power 

balance between the manufacturers and the dealers groups enhancing 

the power of the latter. However, no difference between dealer groups 

and independent dealers 

manufacturers, as 

support. Subsequently, 

was found regarding the existing conflict 

to 

wi th 

the well as perceptions of manufacturer's 

no evidence could be established as the 

differences in the power balance between manufacturers and dealer 
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groups and between manufacturers and independent dealers. 

In this situation too, no parallel with any previous or current academic 

work may be presented as no research related to this question seems to 

exist. 

- And finally, when investigating the degree of association between 

manufacturers' market share and manufacturer-dealer relationship, 

Hs8 appeared to be accepted with two variables out of the four proposed 

for testing. The findings evidenced that the dealers supplied by 

manufacturers displaying a high market share, ie the market leaders, 

are more satisfied with the relationship than the dealers whose 

manufacturers' new car sales performance is low or medium, as 

demonstrated in terms of quality of manufacturers' training and 

general support. However, no relationship could be established 

between the different levels of manufacturers' market share and both 

the conflict-generating s ituations between manufacturer and dealer, 

and dealers' perceptions of the dealer agreement. Therefore, it was 

suggested that manufacturers' market share impacts more on non

coercive ar.eas of control than on coercive issues; and so, it is a nother 

source of manufacturer's non-coercive power enabling the supplier to 

dominate the channel by influencing dealers' behaviour. Here again, 

no existing academic research in the area could be found. 

Consequently, derived from the results obtained from the above 

specific hypotheses, it i s  possible to say that the first general hypothesis 

HGl - which, in a wide perspective, indicated that "in the relationship 

between car manufacturer and car dealer, the power of the 

manufacturer exceeds that of the dealer", and the second general 

hypothesis HG2 - which stipulated that "car manufacturers infl uence 

car dealers by controlling business variables which are partly 

surrendered by dealers to manufacturers" may therefore be supported. 

-
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8.5.2 Summary of the findings 

Hypotheses 

General hypotheses 

HGl: In the relationship between car manufacturer and car 
dealer, the power of the manufacturer exceeds that of 
the dealer. 

HG2: Car manufacturers influence car dealers by controlling 
business variables which are partly surrendered by dealers to 
manufacturers. 

Specific Hypotheses 

Hsta: Dealers overal l  satisfaction with training is  posit ively 
correlated with the specified minimum amount of tra ining and 
with the manufacturer's financial support of training, as evidenced 
in dealers' perceptions of qua l ity and importance of training. 

Hslb: The proportion of manufacturer's effort into technical 
training as opposed to non-technical training varies according to 
manufacturers' origin, but is general ly in excess of 1 :  1 .  

Hs2: Manufacturers set standards o f  performance for dealers 
which Me subjec t  to regular formal assessment and which 
correspond closely to the requirements of other manufacturers. 

Hs3: Existing conflict between manufacturers and dealers has 
an impact on the continuity in manufacturer-dealer relationships, 
which subsequently effects on dealer's satisfaction with the 

franch i se .  

Hs4: When the dealer contract is perceived by dealers to be biased 
towards the manufacturer, manufacturer's power tends to be 

heigh tened . 

Hs5: When the ;1ssistance provided by manufacturers to dealers is 
perceived as valuable (of high quality and importance) by the 
dea lers, dealers' satisfaction increases. 

Hs6a: The non-coercive power of the manufacturer over the dealer, 
as evidenced in the perceived quality and importance of assistances, 
is correlated positively with the frequency of dealer-manufacturer 
communication. 

Hs6b: The younger (the older) the relationship in the motor 
industry, the higher (the lower) the communication levels. 

Results 

Accepted 

Accepted 

Rejected 

First part
accepted, second 
part rejected 

Accepted 

Rejected 

Rejected 

Rejected 

Rejected 

Rejected 
Quant i tat ively 
but accepted 
Qual i ta t ively 

-
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Hs6c: The communication between dealer and manufacturer 
personnel overspills from formal to informal situations, 
influencing the power relationship between both parties. 

Hs7: Differences in the power balance between manufacturer and 
dealer (independent) and between manufacturer and dealer groups 
are apparent in dispute level differences, in variances between 
the origins of training provision and the value attached to other 
ass istance. 

Hs8: The relationship between manufacturer and dealer is 
better for those manufacturers whose recent market place record 
has been more successful. 

Accepted wi th 
quality of support, 
rejected with 
importance of 
support 

Accepted with 
one variable 
('training') 

Accepted with 
two variables 
('quality of 
training' and 
'general support') 
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CHAPTER 9: CHANNEL DISTRIBUTION STRATEGIES 
ADOPTED BY CAR MANUFACTURERS IN THE UK 
MARKET AND THEIR IMPACT ON POWER 
RELATIONSHIPS 

9.1 Introduction 

This chapter, corresponding to the achievement of the fifth objective of 

the research programme, addresses the major strategic issues 

governing the car distribution system in the UK market. It inves tigates 

current and projected strategies adopted by car manufacturers; as 

opposed to the tactics previously s tudied; which enable them to 

manage and control the channel and the impact they have on the 

power balance. 

The decision to ini tially research the tactics of control, and then 

strategies, may appear, a t  first sight inconsistent, as traditionally, in a 

business e1_1vironment, it is from strategies that tactics are derived. 

However, in the motor industry, the situation appears to be different. 

In a long-established industry with fierce oligopoly competition, there 

is a tendency for the minutiae of marketing-mix adjustment to assure 

considerable importance, whereas the underlying strategy is not subjec t"· 

to questioning in an explicit or frequent manner. 

The chapter will first review 

the 

the main environmental 

by au tomotive 

and economic 

factors influencing strategic decisions made 

manufacturers regarding the distribution channel . It will then explore -
the current and future strategies applied by the manufacturers to the 

channel of distribution regarding the prime business areas, and their 

consequences on power relationships. 
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The main tool used for data collection was interviewing. One-to-one 

structured interviews with eight car manufacturers' representatives 

(including the two market leaders of American origins, four European 

and two Japanese manufacturers) and one trade association's 

representative were conducted. The interviewees were Dealer 

Development managers, Dealer Network Planning directors, 

Marketing and Sales directors, and the Director of a well-known trade 

association which represents car dealers. The interviews were based o n  

precise guidelines which can be found in appendix 9. 

9.2 Factors Influencing the Strategic Decisions on the Car 
Distribution Channel 

Before looking, in detail, at the strategies of control applied to the 

different business areas configuring the distribution networks, i t  i s  

important to stress that decisions made by automotive manufacturers 

on distribution channel strategies involve a very complex array of 

factors currently shaping this particular industry at the European level .  

The prime factors tending to influence the strategic decisions are 

mainly of an environmental and economic nature. 

First of all, the complex, global motor industry is now facing maturity. 

For many years self-esteem figured largely in the decision to buy a newe· 

car -people sought to impress, to gain respect from colleagues and 

neighbours. For years, conventional sales tactics have focused on pride 

of ownership, and the industry has made much of introducing new 

features, or facelifts, annually. But, car ownership is now commonplace 

- to own a new car may confer status, but temporarily, and at a cost 

increasingly found to be unacceptable. 

Additionally, cars are now more reliable and durable, and servicing is 

reduced to a minimum. The need to replace them has become less 
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considerably reduced. Therefore, 

the slowing growth of the market. 

urgent. It can wait until there is 

income. Hence, the market has increasin

a satisfactory level of disposable 

gly become a replacement 

market. As a result, dealers' new car sales and after 

s trategic decisions 

sales revenue has 

manufacturers' 

linked with their distribution networks must now take into account 

Maxton and Wormald (1995) 

describe the motor industry as "a massive but still young industry 

unaccustomed to the notion of market maturity." They suggest that 
manufacturers should better understand the determinants of demand. 

Linked to manufacturers' misunderstanding of the determinants of  

demand is existing over-production. Mintel's latest Car Market report 

(1995) estimates a 20<1/o over-capacity among European manufacturers. 

Although most of the manufacturers are currently tackling that issue 

by implementing lean production and distribution procedures, dealers 

still order cars a few months ahead on a largely model mix.  

Additionally, 

activities, ie increasing 

seriously affect dealers. 

the pressures of over-capaci ty lead manufacturers into 

direct sales and tactical registrations, that 

The current European legislation still allows variable pricing pol icies 

between dealer networks in different European Union (EU) states . This 

encourages 'grey' or re-imports, and leads to disorderly marketing with 

discriminatory or inequitable pricing and dealers whose margins are 

eroded. 

The intensification of competition through the arrival of new players 

in the market such as the Korean manufacturers leads manufacturers 

to rethink their strategic orientations and tactical decis ions (ie price 

wars, differentiation in sales and service programmes). Also, existing 

manufacturers face threats from emerging markets such as China and 

India. These countries want to acquire their own technology so tha t  

they can manufacture world class cars themselves. So, manufacturers 

-
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who help to establish plants in emerging national motor industries are 

creating more competition for themselves, particularly when countries 

like China are seeking to earn hard currency from exports, almost more 

so than to fulfil domestic demand. 

As a result of the above developments, dealers' profitability has 

progressively reduced. Nowadays, dealers are fighting for survival and 

both they and the manufacturers are desperately seeking solutions to 

remedy the lack of profitability. Low profitability or non-profi tability 

has now become a reality, and therefore it is a central issue, being one 

of the top priorities in manufacturers' strategy, alongside the increase 

in manufacturers' market share. 

The final factor largely influencing strategic decisions made by 

manufacturers in relation to the management of their dealer network 

regards the recent renewal, in June 1995, of the Block Exemption and 

the inherent modifications brought in by the European Commission 

(see section 3.2.3. in chapter 3 describing the nature of the changes) .  

Although these modifications do not constitute a revolutionary 

change, it is expected that the new regulation will strengthen the 

dealers' position with the manufacturers, and additionally lead 

manufacturers to rethink their current and future distribution channel 

strategy and adapt it to the revised requirements. 

9.3 Channel Distribution Strategies Adopted by Automotive 
Manufacturers 

9.3.1 Dealer Network Strategy 

As seen in the previous section, the car distribution channel's ma in  

concern is dealers' lack of profitability. Therefore, manufacturers' 

strategy currently revolves around two corporate objectives closely 

linked. The first is to increase or, at least, maintain the level of their 
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market share. In order to achieve this goal, the second objective, whi ch 

actually may be associated with a tactic, is to restore by any means, 

dealers' profitability. From manufacturers' and industry experts' 

viewpoints, structural changes in the dealer network seem to be the 

basic solution to improve profitability and function with a healthier 

and more viable distribution network. 

Rationalisation Strategy Versus Expansion 

Network Rational isation 

There is a trend towards altering the franchise structure by developing 

a 'concentration' or 'rationalisation' strategy. This means that many 

manufacturers will progressively decrease their number of dealers; 

however, dealers will be given larger sales territories. After having 

carried out major studies evaluating their network efficiency, five 

manufacturers out of eight interviewed recognise that they are 'over

dealered' and their dealers currently are not making satisfactory returns 

on the investment they make. Therefore, rationalisation of their 

network is one of the responses to restore profitability. The remaining 

dealers will be given bigger territories, operating multiple sites 

supported by smaller and 'leaner' satellite operations providing 

convenient after sales activities. 

Illustrating this trend, one of the most interesting strategies to examine 

(due to its well-organised content) is the one currently being developed 

by one of the two market leaders. Known as Market Area Approach, 

this network strategy intends to reduce the number of dealers on an  

'evolutionary basis' (it may take the company five or seven years to 

reach full implementation); but at the same time, dealers will be given 

a bigger business opportunity. The manufacturer's representa tive 

interviewed indicated that "in some of the territories which are 

currently next to each other, a dealer will be taken away, which will 
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give bigger business opportunity. Consequently, 

business."  He added that 

that we can then 

there will not be 

dealers fighting each other for the same 

"giving dealers bigger business opportunity means 

look at their facilities on a lean distribution basis; we want to make 

sure that their facilities are in the right place on the High Street where 

they need to be for their customer-facing areas, but on lower cost areas 

for other facilities ." This manufacturer intends to put in place satellite 

facilities for Service and Parts in a more remote part of the dealers' 

location. This strategy should result in a reduction in the number of 

This strategy of rationalisation is based on General Motor's (GM) 

Saturn franchise in the US, which initiated this process by operating a 

distribution channel including a small number of dealers with large 

territories . Saturn 

across the US. 

currently has 173 'retail partners' operating 350 

Saturn facilities Many importers have up to 1 ,000 

outlets, while some domestic franchises have 5,000 outlets. Yet Saturn 

has only 216 market areas for the entire US ('Car Digest', Issue 10, 14 

March 1996). Saturn's Market Area Approach is based on three key 

principles :  

• Closely integrated long-term relationships with dealer partners; 

• Shared views, philosophies and franchise standards; 

• Ease of communication and consistency of policy integration, wi th 

fewer dealer contact points. 

Saturn is run by an Operations Team of eight dealers and eight factory 

executives. This works on the basis of consensus. No action is taken -
without the agreement of both sides. Decisions are binding. Where a 

Task Force is set up, they employ the same consensus approach and 

have the same mix of dealers/factory representatives. There is also 

mandatory arbitration to resolve any disputes between the factory and a 

main dealers of about 40%. 
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dealer, with four arbitrators - two dealers and two factory executives. 

Unanimous agreement has to be reached. 

For the other manufacturers too, a rationalisation strategy implies 

there will be one large dealer maybe owning five or six satellite dealers 

and being therefore responsible for delivering a much bigger sales 

volume. If the dealer does not perform to the expected volume, then 

manufacturer's risk is enormous because it would be loosing its market 

share . It is also risky in the sense that if that dealer decides not to 

represent this particular make anymore, it would create a very big 

'hole' in the manufacturer's market. In order to tackle that issue, the 

manufacturer, whose strategy has been outlined above, indicated 

during the interview that they are currently trying to persuade their 

dealers to sign an agreement recently designed. This agreement 

stipulates that if, for whatever reason, the retailer decides to terminate 

the relationship or change the structure of the dealership, the 

manufacturer has the right to purchase the business. Al though the 

manufacturer concerned sees this agreement as an advantage for the 

dealer because it gives him a ready-made customer, it appears as a 

constraint on the dealer's business freedom as manufacturer control of 
the dealership is strongly implied over time. During the interview, a 

trade association representative believed that it is a detrimental a ction 

for dealers because "in theory, the manufacturers buys at market price, 

but if there is only one purchaser there is no market price. 

Additionally, if the dealers sign that agreement, they have to declare i t  

i n  their accounts. It then would devalue their assets. '' 

From the manufacturers' perspective, the advantages of the network 

rationalisation are multiple and valuable to both sides. Derived from 
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encouraging the strong dealers to buy out the weak ones within the 

same territory, as well as  encouraging the main dealers to take over the 

satellite dealers. The manufacturers involved in that process recognise 

that applying such a strategy is very risky because, in this situation, 



manufacturers' statements, perceived benefits include the following: 

the dealers are making a better return on their investment; 

therefore, they can invest more in the franchise, namely i n  

facilities, equipment, standards, customer service and customer 

care programmes; 

customer loyalty should, thus, increase which manufacturers 

claim will give dealers a competitive edge; 

there will be fewer dealers to 'administer' which saves 

manufacturers' time and costs. 

It is worth noting that, although dealers will increase their profitability, 

the substantia l part of the profit will be re-invested in the franchise and 

probably only a small amount will be kept for their own use (eg salary 

increases for staff, increases in bonuses, etc.) .  Consequently, the benefits 

generated by such a strategy are more favourable to the manufacturers. 

During the interviews, manufacturers indicated the nature of the 

selection criteria established by them for the dealers which will be 'kept' 

within the network. Overall, the following aspects will be considered 

during the selection process: 

the viability and financial  strength of the dealer; 

its sales performance in the current territory; 

existing investment and quality of the facilities possessed; 

dealer's current performance in achieving customer satisfaction 

and retention targets; 

dealer's attitude and commitment to the franchise; 

the type of dealership, ie group-owned or privately-owned; and 

finally 

the 'years of service' representing the make. 
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It is however important to mention that all manufacturers do not place 

the same emphasis on the above criteria .  For some, dealers' attitude 

and commitment to the franchise, as well as performance in the area of 

customer satisfaction come first. These priorities are usually displayed 

by high-volume manufacturers, as opposed to a lower-volume 

supplier with a low market share who is more preoccupied by the 

financial stability and sales performance of their dealers. 

The re-design of the networks in the shape of network rationalisation 

will obviously impact on the power balance between both channel 

members . To the extent the network reductions are massive, it is 

expected that, because manufacturers would administer fewer dealers, 

it would make the control of them easier. Also, manufacturers' control 

would be higher because, as was mentioned previously, the risk to the 

supplier of having fewer dealers with larger territories is  enormous, i e  

in the event the expected volume is not attained, the manufacturer 

could lose a portion of its market share. Therefore, a tighter control 

would be required to ensure that they attain the expected volume .  

Although manufacturers assign dealers with greater business 

responsibility, power will not be balanced in favour of the dealers as 

manufacturers will become increasingly strict regarding the quality of 

dealer standards and the development of detailed customer satisfaction 

programmes. More information will be requested and therefore more . 

controls will be instituted. 

When asked what consequences the strategy of rationalisation may 

have for power relationships, the five manufacturers concerned 

disagreed with the researcher's viewpoint. I t  i s  important to mention 

that, broadly speaking, manufacturers usually do not like discussing 

'power relationships' ;  they try to exclude the words 'power' and 

'control' from their vocabulary; they prefer looking at the situation in a 

different perspective - usually, a more positive and friendly one ! 

Consequently, the responses obtained highlighted enthusiastic 
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attitudes towards network rationalisation: 

"This new strategy is based on the establishment of partnership 

between the manufacturer and the retailers. If we were not sincere i n  

our partnership approach, then we could be accused of having a policy 

that is going to reduce the network enabling us to have the control of 

it. But it is not the objective and we are sincere about it." (statement 

from one of the market leaders) 

"Because there is a concentration of a greater volume of sales in fewer 

dealers' hands, it does shift the power balance. Each dealer will become 

more important to us in the future as they will be responsible for a 

greater percentage of sales volume. We will work more closely with 

them." (statement from one of the market leaders) 

"Typically, when you have a big network very fragmented, logistically, 

it is difficult for the manufacturer to invest a lot of time in individual 

dealers. Having less dealers should open-up the opportunity to have 

better quality relationships. Manufacturers will listen to them more ."  

(statement from a European manufacturer) 

"Manufacturers have less influence with a smaller number of dealers 

because they are bigger dealers." (statement from a European 

manufacturer) 

"Control is a bad word to use in relationships between manufacturers 

and dealers. We can't succeed unless our dealers are succeeding and 

they can't succeed unless we are succeeding. We take an enormous 

effort and interest in dealer's profitability; we do all we can to enjoy 

good relationships. "(statement from a European manufacturer) 

Overall, according to the manufacturers, better and closer relationships, 

even partnership would result from dealers rationalisation. But, this 
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could be construed as an idealistic attitude. It is difficult for dealers to 
believe in the possibility of having such wonderful working relations 

when they know that the threat of franchise termination permanently 
hangs over them. 

Network Expansion 

Alternatively, three manufacturers interviewed indicated their 
intention of slightly increasing the number of dealers. According to 

them, expanding the dealer network seems to be the right strategy to 
adopt in order to increase their market share .  It is important to 

mention that two of these manufacturers currently display a relatively 
low market share and the third has recently experienced a decrease. 
The modest expansion of their network will be accompanied by 
restructuring. By increasing the number of dealers, they potentially put 

at risk the viability of their business proposition. Therefore, two 
manufacturers will have to compromise the sole status of the dealers 

by going strongly towards either dual-franchising or multi-franchising. 
The third manufacturer intends to imitate the manufacturers which 

implement. a strategy of rationalisation by having main dealers with 
larger territories controlling satellite dealers. One manufacturer's 
representative explained that research showed that customers are 

willing to travel up to thirty miles to buy a car, but only twelve miles to 

have their car serviced. So, they believe that in order to achieve high 
customer satisfaction, geographically they need more dealers. 

The selection criteria used to appoint the new dealers are the same as 

those ones listed above, with however, an increased emphasis o n  
financial factors. 

In terms of power relationships, because it is a slight increase in the 

number of dealers, this strategy should not create any change from the 
current situation. In this case, size is not a determining factor. 
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The expansion strategy of these three manufacturers surprisingly 

seems to reflect a growing trend within the industry. The November 

issue of Automotive Management reports findings from Network 

Franchising Guide 1995/96 which observed that twenty-five out of 

forty-one car makers intend to expand the number of retail outlets over 

the next twelve months. Commenting on this finding, Mark Catterall 
from Automotive Management believes that "either there is a lack of 

realism in the market, or some people are simply not telling the truth." 

Manufacturers' Strategy Regarding Dealer Groups 

As seen in chapter 3 - section 3.3. 1 ,  the growth of dealer groups in the 

market has been progressive for the last five years. In 1990, the whole  

of  the dealer groups controlled jus t  over a quarter of a l l  UK franchised 

car outlets. \Vhereas, in 1995, this sector now accounts for almost 40% 

of the UK franchised network. Growth has been mainly achieved 
through acquisitions of other groups. 

Regarding this sector, manufacturers' strategy has been changing 

dramatical ly over the years. Several years ago, when dealer groups 

started to increase, most manufacturers established strict restrictions as 

to the number of outlets the groups could control, as well as the 

amount of brand share they could control out of the manufa cturers' 

total business .  Depending on the particular manufacturers' policy, the 

rules established that each group could not control more than four, 

five, six or eight outlets. Therefore, manufacturers mainly relied o n  

privately-owned dealerships. At the time, a high number of local 

entrepreneurs entered the market and opened dealerships because 

borrowing money from the banks was not difficult . Also, dealers could 

add their own equity from their home and could invest in their own 
dealership. However, during the recession, manufacturers suddenly 

realised that groups were the one sector that could drive vehicle sales. 

Privately-owned dealers do not display the same financial stability as a 

-

377 



dealer group; firstly, because house prices have decreased, it is difficult 

for entrepreneurs to use their own equity to invest in the business; and 

secondly, because the banks are not willing to lend money anymore 

due to the increase in bad debts. Thus, many small businesses have 

disappeared. As a consequence, manufacturers have relaxed their 

restrictions and developed more and more business with the dealer 

groups. 

Currently, the rule of eight or less controlled outlets is still in place for 

most manufacturers, but it is not really followed. All the 

manufacturers interviewed (apart from one) indicated that they have 

guidelines regarding the number of outlets possessed by the groups, but 

because some intend to extend their relationship with them, they do 

not hold themselves to that policy. Most of them have several dealer 

groups which exceed the official figure. 

Consequently, in terms of power balance, the current manufacturer's 

attitude confirms the actual trend emphasising the increase in dealer 

groups' power. The dealer groups are increasing their influence over 

the car suppliers because, to the extent they get even larger, they will be 

able to purchase new cars in sufficient quantity direct from 

manufacturers to obtain massive discounts and thereby increase profit 

margins. It is expected that their bargaining power will considerably 

increase and hence, they may represent a real threat to the 

manufacturers. 

During interviews, on the one hand, three manufacturers out of eight 

agreed that the groups represent a threat as they may develop their 

own strategic directions without consulting the supplier. Their use of 

professional marketing skills will put greater pressure on the suppliers. 

On the other hand, the remaining manufacturers believed that the 

dealer groups' power will not increase because they are driven by 

shareholders which expect them to improve their short-term 

profitability and therefore force them to think short-term. 
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Consequently, their lack of long-term thinking, at some point, wil l  

reverse the growth phenomenon. Additionally, a trade association 

representative believed that they do not represent a threat m ainly 

because "history has shown that the groups do grow and shrink and 

grow. The groups tend to grow when the market is weak and the 

opportunities of acquisitions are high. They use their skills, their 

administrative ability to maximise the return on their investment. 

When the market is stronger, they will dispose. "  

Although, most manufacturers do not 'officially' fear the groups' 

influence, there are rumours that some of them are thinking about re

establishing precise guidelines and would prefer dealing with large but 

private capital investment dealers. 

Manufacturers' Strategy Regarding Multi-Franchising 

As studied in chapter 3 - section 3.3 .2, a recent development l inked 

with the expansion of dealer groups is the growth of multi-franchising 

since the late 1980's. To dealers, multi-franchising appears to be the 

only solution to long-term viability as it offers them an opportunity to 

improve the profitability of their dealership by reducing overheads, 

increasing traffic flow and reducing product dependency. As a result, 

multi-franchising enables dealers to strengthen their position 

regarding the manufacturers and to exercise more control over their 

business operations, as the dependency on one supplier is largely 

reduced. 

In the Block Exemption renewal process, the European Commission 

decided, in June 1995, to introduce changes to limit the restrictions of 

the previous regulation regarding that issue. Previously, the 

manufacturer could prevent dealers from selling any other vehicles 

from the same premises, and competing vehicles from any premises. 

The dealer could also be prohibited from taking on a franchise to sell 

-

379 



another manufacturer's products. Now, the only restrictions that can be 

imposed on the dealer are that a second franchise may only be sold 

from separate premises (but on the same site), under separate 

management and through a separate company. Although, prior to the 

new regulation, a number of manufacturers allowed the dealers to 

hold multi-franchised outlets, this is now a requirement which must 

be applied across the industry. Because of this new clause, 

manufacturers now have no option but to accept multi-franchising as a 

reality in the industry, and therefore adapt their network strategy to 

this legal requirement. 

During the interviews, six manufacturers' representatives out of eight 

indicated that this modification did not dramatically affect the 

company as they have always allowed dealerships to operate 

competitive brands within the same territory. However, running 

competitive brands on the same site worried them. Because they wish 

to establish a clear position as to the exclusivity of the site, having two 

or more competing brands on the same site represents a dilemma. 

Hence, dealers will have to establish a clear partition between the 

showrooms/premises "in order to operate a clear partition in their 

customers' mind." The other two manufacturers expressed a very 

negative attitude to the new regulation as, for one, the policy has 

always been only in favour of the exclusivity of the site, and for the 

other had been multi-franchising restricted to the brands which are 

part of their own group. 

All manufacturers basically disagreed with the 'multi-franchising' 

concept for the following reasons: 

Multi-franchising creates 'brand confusion' amongst the 

customers; 

it also creates confusion amongst the dealers because "they have 

to split loyalty" and also generates difficulties in terms of 
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management of the different brands; 

some dealers might expand beyond their capabilities and thus 

hurt the performance of the existing dealership. Dealers will have 

to show evidence that the funding of  the current dealership wi l l  

not be damaged by the dealer taking on another franchise; 

the new regulation encourages dealer groups to expand with other 

franchises. This will increase the existing gap between them and 

the small dealers . 

Consequently, it is expected that the manufacturers will do the best 

they can to limit the expansion of multi-franchised outlets . They wil l  

always find objective and valid reasons to discourage dealers i n  

developing such enterprises. They will try to generate compulsive 

arguments to minimise the number of dealers taking advantage of the 

new regulation. One manufacturer clearly stated that "anyway dealers 

cannot possess anything without permission from us because, at the 

end of the day, we can still terminate them". Thus, the potential 

increase in dealers' power due to the new clause might well be 

compromised in some franchises. 

Al ternative Distribution Sys tem Strategy: the Daewoo Experiment 

The franchised dealer system is the basis for selling new cars 

throughout Europe and the rest of the world. Almost a ll 

manufacturers believe that this is the most suited system to car 

distribution, apart from one which recently entered the UK car market 

bringing with it a new distribution concept: Daewoo, a South Korean 

manufacturer . 

Founded in 1967, Daewoo achieved growth by rapid diversification into 

fields as broad as shipbuilding, heavy engineering, aerospace, 

electronics, consumer electrical goods, civil engineering, even finance. 

As far as the car business is concerned, Daewoo first invested in Korea's 
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National Motor Company in the late 

660,000 vehicles are produced each year with the target for the end of 

the decade being 2,000,000. Expansion into Europe is a vital part of this 
growth and they a re launching into 17 European markets during 1995. 

'60s. General Motors (GM) became 

involved and by 1972 a joint venture was started called GM Korea. In  

1992, links with GM were cut and Daewoo became fully independent 

with its own design, development and production facilities. Currently 

When Daewoo declared its ambitions in the UK, they stated they were 

'determined to be different' . In a conference on Advertising and 

Marketing Cars in London in March 1995, a Daewoo representative 

made clear that the challenge for the company "is to be the most 

customer focused car company in the UK. " According to its 

representative, the conventional dealer-based route has an inherent 

problem. The business objectives of the dealers and manufacturers 

conflict. Manufacturers invest considerable time, manpower and 

resource encouraging dealers ' to align themselves more closely, but 

this is s till not always successful: "Dealers' breadth makes customer 
care difficult and their make-up means each dealer competes aga inst 

others in the same network." Also for a new entrant, finding a high  

quality network rapidly is difficult. Therefore, a more radical strategy 

was evolved. Daewoo decided to build its own network without  

franchised dealers . The distribution strategy features three tiers: 

Motor Shows which are flagship new car sales outlets; 

car centres which sell new cars from smaller Motor Shows, 

provide service support and retail used cars; 

support Centres which concentrate on servicing and are located 

on Halfords sites. 

This new retai ling form was criticised by most manufacturers 

interviewed. They pointed out that the cost of running such a n  

alternative representation is much too high. Having their own 
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representation with their own sales force represents a massive 

investment. One manufacturer highlighted the fact that "the car 

business is hungry for capital to invest in new cars .  The life blood of 

the business is to develop new cars. If money is only kept for investing 

in dealerships, then there would be less money to invest in Research & 

Development." While prices and the superb package (including three

year warranty, AA membership and servicing, a 30-day exchange 

programme, mobile phone, courtesy car service and a standard 

specification including anti-lock brakes, airbag, power steering, 

immobiliser and s ide-impact bars) will attract bargain hunters, Daewoo 

offers a two-car range based on 10-year-old technology. Some 

market and you get that sort of treatment, then you will be very 

satisfied with what you get. In the short-term, Daewoo should work."  

manufacturers believe the Daewoo cars are interesting because they are 

aimed at the top-end of the used car market: "If you are in the used car 

But despite the criticism and the scepticism towards Daewoo, this 

experiment is being observed by the whole marketplace. Manufacturers 

are sitting back and watching what is happening. Although all of them 

think that i t  is a 'crazy' enterprise, three manufacturers admitted that i f  

there are elements which happen to be very successful, they would 

copy them. One manufacturer's statement clearly reflected 

manufacturers' traditional wish for maintaining a dominant position . 

within the channel: 

"In theory, the Daewoo approach is interesting as i t  would be 

wonderful if all of us could own all of our dealerships because we 

would be like M&S; we would control the entire selling process ." 
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9.3.2 Pricing and Sales Strategy 

Pricing Strategy 

Manufacturers' pricing strategy has experienced dramatic changes over 

the last few years, greatly affecting franchised dealers. The pressures of 

over-capacity coupled with manufacturers' obsession with market 

share, as well as the entry of new players to the market, ie the Japanese 

and South Korean manufacturers, have led to real price wars since the 

beginning of the 90's. The first big battle for market share in the 

volume car sector occurred during 1992. Garel Rhys from Cardiff 

Business School stated, in a November issue of Car Digest (1995), that 

the result of this battle was to reduce the power of the market leaders 

and produce a more fragmented market. This in itself has increased 

price competition. As a result of this price war, dealers were adversely 

affected as manufacturers decided to squeeze their margins from a n  

initial 17% to 10%, sometimes less on certain models (down to 5%) and 

even down to 0%. Margins were substantially shaved by the Japanese 

manufacturers because of the Yen appreciation since 1990, which has 

contributed to a doubling in price of a vehicle from Japanese factories 

for UK companies. In terms of power relationships, the margin 

reductions are consequently allowing car manufacturers and importers 

to wrest power away from their dealer networks. Because of the margin 

reductions, profitability for most dealers has been eroded. Therefore, · 

dealers rely more and more on their supplier to develop programmes 

and to create niche market activities, with the aim of restoring 

profitability .  This attitude tends to increase manufacturers' control . 

In view of the 1995 UK Budget being quite neutral to the motor 

industry combining with the still existing problem of over-capacity, 

there are fears that conditions are in place for a new car price war, 

whereby prices would collapse. Thus, the crucial issue is whether a 

further cutting down in margins would happen. 
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All the manufacturers interviewed stressed that they have n o  

intention of decreasing dealers' margins i n  the future. Two of them are 

even thinking of re-establishing the margins on certain models -

especially the ones which experienced a dramatic cut. In October 1995, 

franchise. By reducing the margins, the manufacturers wanted to make 

sure that the dealers would not give their profit away in order to win 

the 

a 

deal at any price. "Understanding psychology of dealers i s  

important. Most Dealer Principals are former salesmen. So, they a re 

prepared to largely discount to win a sale. They are more sales-oriented 

than profit-oriented." Hence, this strategy intended to reduce intra

brand competition too. One manufacturer's representative indicated 

that "by reducing the margins, the dealers still retain the same level of 

profit." This statement is strongly rejected by a trade association's 

representative who believes that "there is little doubt that dealers' 

profitability in 1994 went down dramatically. It is possible to parallel i t  

through the franchises where the greatest margin cut occurred. "  

Alternatively, three manufacturers are operating fixed handling 

charges or fixed margins paid to dealers for every unit  they sell. The 

other manufacturers are not considering that route because they 
-

believe that "there are too many uncertainties to follow that direction." 

They reject it because it is an emotiona l  issue with the dealers: "The 

dealers understand that fixed margins are an attempt by the 

manufacturer to take away dealer's profitability." Consequently, there 

seems to be a dilemma among the manufacturers which have 
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the press also announced that Daihatsu had put 2% back onto their 

dealer margin, leading to a restored figure of 12%. 

Most manufacturers, however, insisted on the fact that the rationale 

behind the squeeze of the margins was to discourage dealers from 

discounting in a massive way to the customers. "Discounting is a short

term marketing strategy." In the environment in which the dealer is 

operating, its greatest competitor is the nearest dealer within the same 



introduced this new margin system. They strongly claim their main 

concern is to restore dealers' profitability, but at  the same time, they 

engage in detrimental actions which appear to be going against it! It 

seems that manufacturers' tactics do not always match their corporate 

strategies. 

Sales Strategy 

Since the recession, the new car market has been very depressed, 

whereby new car sales per outlet have progressively decreased. It is 

expected that this situation will remain the same over the next three of 

four years. However, in order to remedy this situation and maintain 

their market share, manufacturers have reduced dealer margins so that 

they could develop more easily a new market, namely the fleet market 

(companies buying at least twenty-five vehicles). Manufacturers 

realised that low dealer profits on new cars could subsidise 

manufacturers to make available substantial discounts to large fleet 

customers. During interviews, a trade association representative 

reported that most companies get at least 10% off the list price, but the 

largest fleets get 20%+. Within the last two years, the fleet market has 

grown from 46% to 56% of the total sales. 

Although deals are negotiated directly by the manufacturers, fleet sales 

proceed through the dealer networks (dealers are usually involved in  

Pre-Delivery Inspection (PDI) or delivery). In return, the dealers get a 

commission of approximately 2°/o to 3%. Nevertheless, part of fleet 

sales, accounting for 30-35% of total sales is a category known as 'direct 

sales', whereby very large fleet deals are negotiated directly by 

manufacturers' own sales staff and supplied direct to the customers 

outside the dealer network. In this case, no commission is given to the 

dealers. 

During the interviews, manufacturers preferred remaining 'quiet' o n  
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this subject and refused to provide the researcher with any actual figure 

regarding the percentage of direct sales achieved by their company as a 

proportion of total sales completed. According to manufacturers, when 

negotiating deals with fleet customers, they never or rarely bypass 

dealers. Only one supplier was more 'open' regarding this topic, and 

admitted that direct sales account for 7% of the business. However, his  

openness may be open to question as this figure appears to the 

researcher to be surprisingly low! 

Here again, manufacturers' fleet sales policy, and especially their direct 

sales policy, go against the improvement of dealers' profitability, 

tending to considerably weaken the dealers . Additionally, direct sales 

practices reinforce manufacturer's dominant position within the 

channel as the supplier is legally supported in deciding whether or not 

it will involve the dealer in the selling process .  Although dealers 

lobbies placed great pressures on the Commission to introduce a new 

clause which would have restricted these practices, the Commission, 

decided not to modify the current regulation. 

But alternatively, in their concern to restore dealers' profitability, the 

car suppliers are developing programmes, they are introducing new 

selling systems and/ or improving the current ones. The main tactics 

adopted to achieve this objective involve the fol lowing areas: 

- During the interviews, three manufacturers indicated they were 

working on a process intended to reduce unnecessary bureaucracy, 

namely the simplification of the selling procedures. Additionally, they 

are trying to improve the dealerships' efficiency by taking out any waste 

within their operations. For instance, it is considered a waste of time to 

the dealers to prepare sales forecasts for the manufacturer. Instead, the 

supplier might gather the information electronically, which is actually 

a better method for analysing sales orders. 



competitive . For instance, Personal Contract Purchase products (PCPs) 

are becoming increasingly popular with customers, and are a vital tool 

- Part of an integrated selling process, three manufacturers require 

dealers to use new prospecting and follow-up systems they have 

developed. For one of the suppliers, about 30% of its dealer network are 

already using it. Within the next year, about 70% should be running it. 

Most of the costs are handled by the company. 

It is important to stress that these days computer systems are by far the 

most popular purchase among dealers. Dealers seem at last to be 

will ing to invest in the latest technology in an effort to cut costs and 

increase efficiency. However, there is increasing pressure from vehicl e  

manufacturers on their dealers to buy such systems, with adherence to 

the correct standards in many cases part of Customer Satisfaction Index 

(CSI) programmes. Nevertheless, with an increasing shift towards lean 

distribution and build-to-order, dealers are going to have to invest i n  

new technology whether they like or not. 

- all manufacturers are working on the idea of lean distribution which 

seems to be the best way to reduce dealers' inventory and so reduce 

dealers' costs (manufacturers current and projected efforts in terms of 

lean distribution are presented in section 9.2.4 . )  

- al l  manufacturers are developing, or have already developed, . 

comprehensive finance and insurance schemes which open-up 

business opportunities to dealers and enable them to be more 

for selling cars and building customer loyalty. Although they may be 

considered as a short-term tactic to improve profitability, they reduce 

the tendency for manufacturers and dealers to offer discounts, thereby 

encouraging the consumer to pay a higher price. 

-
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However, according to the Sewells/Interface Finance House Survey 

(October 1995), 50% of dealers who have access to a PCP product say 
they sell PCP to less than 10% of their customers. One reason for these 
dealers' low penetration responds to a lack of training. The Interface 
research shows that only half of dealers with access to a PCP product 
have been on training courses run by the supplier company. Proper 
training for dealers is thus essential to fully exploit the potential of this 
growing business opportunity. 

- Comprehensive schemes are provided to dealers by most 
manufacturers to support their used car operations. Some 
programmes, such as Network Q, can be very effective in generating 
high brand awareness, in facilitating car sales, giving dealers a 

satisfactory margin. These manufacturers' initiatives are crucial these 
days as the used car market represents the major dealers' profit centre. 

- The involvement of volume car dealers in the sale of nearly-new cars 
seems to be growing. Three manufacturers declared supporting their 
dealers in this market by providing extended warranties in order to 
achieve customer retention. 

Although the above schemes/ selling systems show the manufacturers' 
active contribution to re-establish dealers' profitability, they also tend to 

heighten manufacturers' dominant position as the reliance of dealers 
on them is enhanced. Additionally, these programmes, responding to 

an increasing customer care orientation, imply a rise in dealers 
standards to match the expectations of the demand. Tighter controls are 

therefore achieved to ensure that the dealers follow manufacturers' 
policy requirements. 

9.3.3 After Sales Strategy 

Between 1985 and 1994, the value of the UK service and repair market 



increased by 80% to £6.37 billion. This was despite significant 

improvements in vehicle and component reliability, and a 

lengthening of service intervals. Both factors - plus the longest 

recession since the 1930s - severely curtailed demand for service and 

repairs. For franchised dealers, the dramatic decline in new car 

registrations from a peak of 2.3m units in 1989 meant that the 

proportion of cars under three years old decreased. This has reduced 

franchised dealers' core market for after market sales. These 

determinants combined with the reduction in new car margins 

substantially explain the fall in dealers' profits . 

Although, during the interviews, the manufacturers declared that 

approximately 60-70% of dealer's profit is derived from after sales 

(servicing activities and parts sales included), the industry is facing a 

market which is steadily declining. With profitability from new cars 

likely to remain seriously depressed over the next three to four years, 

the need for higher levels of profitability from the after market is 

become more and more crucial. Therefore, both manufacturers and 

dealers must identify and exploit new business opportunities, or 

develop existing opportunities in the after sales market to attract 

current and potential customers. 

One response by the car manufacturers and their dealer networks has 

been to introduce their own fast-fit programmes . Their objective has 

been to win back a higher proportion of service and repair work from 

independent garages and fast-fit chains. Programmes such as Rapid-Fit, 

Master-Fit - initially set-up by the market leaders - and then followed by 

XPress-Fit, Auto Clinic, etc. enable them to improve their penetration -
of the 10-year park. A trend away from major service workshops 

towards service-based satellites providing menu pricing, fast-fit and 

MoTs will increasingly develop amongst most manufacturers 

interviewed. Efficient and credible all-makes fast-fit programmes are 

on the agenda. 
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Another response is the extension of warranties . Two manufacturers 

interviewed will extend the warranty periods from twelve months up 

to three years. A move from one year to a three year warranty period 

will help franchised dealers increase service and repair work for cars 

within the age group. The other manufacturers questioned on this 

subject admitted that they do not plan to extent the warranty period, 

firstly because two of them already offer a three-year warranty, and 

secondly because the remaining manufacturers see it as a short-term 

tactic to improve dealers' profitability. 

The other initiatives developed to increase customer retention levels  

have been the introduction by both manufacturers and dealers of 
'loyalty' products such as credit cards in association with Midland or 

National Westminster banks, and discount cards on parts purchases, 

on service activities, offering free MoTs, etc .  

In their concern to restore dealers' profitability manufacturers are 

trying to reduce unnecessary bureaucracy and are currently simplifying 
their warranty procedures/systems. One of the market leaders went 

even further by developing a new programme, namely a centralised 

billing system, to assist fleet users with the services activities 

performed on their vehicles .  Additionally, manufacturers are setting

up more performance follow-up systems "because dealers are not good". 

at  customer fol low-up; they never exploit the full potential of it. So a 

more efficient system will be a better tool to support them". 

Part of the after sales market, the spare parts market is currently 

recognised as a growing sector and being a major contributor to dealer 

profit. Because of this profitable aspect, as well as for safety reasons, 

manufacturers 

strict 

have always tried to protect it from competing makes by 

having policies, supported by the European Commission. 

However, with the renewal of the Block Exemption and its concern to 

re�balance the relationship between dealers, manufacturers and 
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consumers, the EC reconsidered this area by deciding to allow the 

dealer to obtain spare parts other than those of the manufacturer - even 

for warranty work, if they are of equivalent quality . 

Seven manufacturers indicated that the modification of the regulation 

with regards to that matter will not change much their current policy 

as they are already allowing their dealers to use competing parts (except 

for warranty work) with, however, the above limitation. Nevertheless, 

they s till see the limitation of this restriction as a negative attitude due 

to safety reasons and as an obvious threat to the genuine parts volume. 

It is clear that the introduction of such a clause, in theory, increases 

dealer's bargaining power and freedom in terms of parts sourcing and, 

as a consequence generates a loss in manufacturer's power. However, 

in practice, manufacturers will be unlikely to encourage dealers to seek 

alternative parts supplies. Because the Commission offers no guidance 

as to what 'equivalent quality' means, it is expected that manufacturers 

will question the quality of non-genuine parts and object to their use 

on most occasions. Additional ly, in order to maintain exclusivity and, 

thus, restrict dealers' power, it is expected that a comprehensive and 

efficient commercial incentive structure will be constructed. During 

the interviews, five manufacturers expressed their intention to 

introduce even more attractive programmes, whereby dealers wil l  be 

rewarded with high bonuses depending on the amount of purchases 

they make directly from them. Hence, dealers' potential power increase 

might be compromised by manufacturers' determination to control the 

parts supply. The following manufacturer's statement clearly reflects 

suppliers determination: 

"Manufacturers will always invent methods to tackle the parts 

issue. " 
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9.3.4 Ordering and Supply System Strategy 

In their concern to improve dealers' profitability, as seen in chapter 3 -

section 3.3.5, manufacturers are trying to introduce new supply systems 

in terms of supplo

which reduce significantl

techniques, those 

Although these 

the dealer's costs (by a 

y improving 

ing the required specifications in an acceptable time . 

y reduction in their 

inventory} and at  the same time radicallo customer service 

y 

By implementing lean production/distribution 

manufacturers will obtain a competitive edge. 

represent massive changes in the way cars will be supp lied and 

y 

development of a 'true' lean supply chain has a crucial impact o n  

manufacturer-dealer power relationships, as well as their relationship 

with the customer. The end customer will determine both what the 

dealer sells and what the manufacturer produces to a far greater extent. 

Therefore it will 

grow for 

not 

become 

y 

a more customer-driven industro

the 

. Thus, the 

distributed 

and gaining cost savings bo

to customers, dealers are starting to see the benefits of the m 

the elimination of new vehicle stocks. The 

y 

opportunity will dealers to exert greater influence over 

manufacturers, onlo on the specifications of cars, but 

eventually on price and geographical  distribution. 

All the manufacturers interviewed claimed 'intensely' working on the 

idea and having already implemented either central or regional 

One manufacturer indicated that "the vehicles are built according to 

dealers' orders, a couple of  months before the actual production date. 

As you get nearer that production date, the dealer can amend and 

clarify the specifications of the vehicle . So, we do not force them to 

order a particular mix of models . However, there are obviously 

commercial factors driving this as well. Commercial incentives are 

stocking compounds holding the inventory for the dealers. However, 

some of them admitted that, although they are very active in that area, 

the order lead-times are still too long, usually reaching up to 60-70 days. 

-

provided to dealers to sell a certain mix of cars. "  Therefore, 
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manufacturer's influence in the ordering process is still strong. A trade 

association representative was very critical about manufacturers' efforts 

trying to embrace the idea of lean distribution. He stated that moving 

to central compounds was an excuse for having taken away margins 

from dealers. He added that "most of them moved to the regional 

compound system which is really a reversion from where we came 

from in the late sixties. It's nothing new. It's not lean distribution. It's 

just better stock management. Lean distribution is about building cars 

in a very responsive manner to customer order. There is no real 

evidence that anyone has taken that on. " 

Three manufacturers described their projected strategy in this area. The 

next step will be to encourage swaps of  dealers in the order pipeline . If 

the vehicles already on order for one dealer have not been sold, they 

will be allocated to another dealer. That method will reduce the storage 

even further and will give the dealers more flexibility. Working along 

with this objective is to reduce the lead time regarding order 

amendment from six/ seven weeks to two or three weeks. In theory, i t  

i s  already possible in the UK to change the specification of  vehic le  

ordered up to two weeks before i t  is delivered . But  it is not possible 

when taking a fresh order and putting it through this process. These 

manufacturers want to improve these processes so that they will reach 

a situation where the dealer, assisted by the customer and through the 

use of an efficient computing system, will be able to tailor a vehicle 

with the exact specifications required by the customer, and be ready for 

delivery within two to three weeks . It is expected that it will take 

approximately five years to have the new supply systems fully 

implemented . -
However, from dealers ' and some industry experts perspectives, there 

is a certain scepticism as to the concrete achievement of these plans. 

This is due to the crucial over-capacity in the industry and consequent 

pressures on the maintenance of market share. Therefore, will it be 
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possible one day to have a stock-push selling system converted into a 

stock-pull selling system, this giving the dealers more influence in the 

marketing channel? 

9.3.5 Marketing/Sales Promotion Strategy 

The manufacturers' motivation for introducing marketing/sales 

promotions schemes is to increase customer retention, brand loyalty 

and ultimately to achieve a higher level of new car sales. Nevertheless , 

establishing a consistent and efficient marketing strategy to achieve 

these strategic objectives is not an easy task as the industry is now 

facing new trends. 

Whilst the legacy of the recession includes longer ownership cycles, 

and greater demands to reduce access and ownership costs, the key 

issue for most volume manufacturers is market fragmentation. Social 

and cultural trends have affected retail and fleet sectors differently. The 

fleet has been affected by changes to the source and type of jobs, the role 

of the company car, legislation and changes in company car policy. The 

retail market has been affected by demographic, structural and 

behavioural changes. The net effect in both markets has been to 

accelerate market fragmentation. The retail sector increasingly polarises 

between the needs of younger, style conscious buyers and the so called 

'grey' market. More astute, better educated, sophisticated consumers are 

making more individualisti c  choices whilst being presented with 

increasing alternatives as mainstream market sectors and niche 

markets grow. In the fleet market some companies have, as the 

recession progressed, reversed the trend towards greater user freedom 

of choice. However, in the important medium size fleet and smal l  

business sectors where contract hire and leasing i s  more prevalent, user 

choice continues to grow. 

The manufacturers' response to the challenges posed by a more 
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demanding and fragmenting market is characterised by the key-idea 

longer sufficient that it is no to view automotive brands purely i n  

product terms. Reflecting the view of the manufacturers interviewed, a 

brand leading mass producer declared that: 

"a brand is an idea in consumers minds and reflects all aspects of 

how they interact with it. We seek 

to offer 

to offer our customers not only 

exciting products, but also the best purchase and 

ownership experiences. Much greater marketing of access 

(purchase issue) brands and ownership initiatives (as well as 

s trong product marketing ) is essential in the 90's for building a 

strong brand." 

Consequently, by s trengthening their brands, car companies could 

increase customer loyalty. 

Three manufacturers in particular, declared currently being in a 

transi tion period, whereby two of them are in the process of splitting 

their brands and are establishing new images for each brand 

dealership 

: "In 

adopting that strategy, we want to make the actual 

experience different for the customer. For brand X, we want to make i t  

more like a BMW buying experience! " The third manufacturer i s  

similarly repositioning itself by targeting new customers - they are 

trying to build a brand marque awareness "which should lead to better 

customer retention." In that process, they are looking ahead of only 

customer care programmes, and instead the company is adopting a true 

'customer-orientation' by reviewing every single aspect of their 

business. The representative of this particular importer claimed: 

"We are much more customer-orientated than the dealers ." 

In terms of tactics adopted to strengthen the brand, in Car Digest 

(November 1995) Richard Brainbridge of O & M Direct claimed that too 

-
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many car advertisements were focused on price, and said 

manufacturers needed to differentiate themselves better to get 

themselves out of the 'price spiral'. It is true that during the recession, 

where the market took a dramatic drop in volume and moved into 

over-supply, manufacturers had recognised a change in consumer 

priorities. Whilst brand and image remained important, they were n o  

longer the top priorities. Value for money became far more important. 

Because price competition had become more and more aggressive, 

manufacturers started to move into short-term tactical expedients, such 

as offer-related marketing (eg free servicing). Conscious that the use of 

short-term offers in some cases affects the value of the purchase, 

manufacturers recently started to develop different promotional 

programmes, ensuring that the promotional activity is not  

disproportionate to that of  communicating the brand. 

All manufacturers now seem to propose similar marketing/ sales 

promotions schemes in terms of new cars, used cars, after sales and 

finance & insurance (F&I), a lthough the market leaders initiated them. 

In this area, the market followers largely copy the leaders . Regarding 
used cars marketing ini tiatives, all the manufacturers provide their  

dealers with professional schemes involving the provision of signage, 

promotion material, warranties and all this, on a 'branded' basis. As far 

as new cars are concerned, additional to above-the-line activity (TV 

advertising has represented the largest spending category for the past 

three years), the use of direct marketing is considerably increasing. Al l  

the manufacturers 

on direct 

interviewed admitted that they will increasingly 

focus mail and direct contact with customers. One 

manufacturer's representative indicated that "direct marketing can be 

used to generate business or generate loyalty, to cross-sell 

complimentary 

suppliers 

products and build a one-to-one relationship. "  As a 

result, are developing, on a more systematic basis, 

demographic analyses, and as an on-going process, they are improving 

customer follow-up systems. Dealers, therefore, will have to invest i n  

-
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more efficient equipment. Similarly, the after sales area will display 

more and more promotional campaigns intended to retain customers 

through direct mailing. 

Finally, in the recent renewal of the Block Exemption, the Commission 

considered dealers' advertising campaigns and decided to allow dealers 

to advertise outside their sales territory (apart from the prohibited use 

of direct marketing outside the territory). This may be seen as a very 

positive decision because dealers are now given more freedom 

regarding the scope they wish to give their advertising activity and it 

could help them increase profitability. The modification of the 

previous clause thus enables dealers to be more in control concerning 

their prospecting decisions and consequently, it places the power 

balance in their favour. 

As expected, manufacturer's reaction to the relaxation of the initial 

clause is very reluctant. All the manufacturers questioned on that topic 

expressed a negative view due to the following reasons: 

first, prospecting outside the Area of Responsibility will increase 

intra-brand competition and consequently "it will destroy their 

profitability."; 

they believe territories are well enough structured to ensure 

dealers make a good return on their investment from their own 

Dealer Area of Responsibility (DAR). There should not be any 

need for them to look outside it. "They have enough trouble 

conquesting and maintaining relationship with their customers 

in their own area." 

the category which will benefit from the freeing of that restriction 

is the large dealer groups with regional clusters, to the detriment 

of small dealers, because they will be able to get economies of scale 
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and potentially perform some joint advertising on a regional 

basis. "It will increase the gap between small and large dealers."  

However, the majority of  manufacturers acknowledge the fact that the 

new clause will increase dealers' power and reduce their own. 

9.3.6 Network Monitoring Stratesy: 

Chapter 6 described dealers' business areas which are usually 

monitored on a regular and formal basis by the manufacturers, and 

showed how the whole evaluation process represents a tactic of control 

enabling the manufacturer to reinforce its leadership position in the 

channel .  

However, recent interviews with the manufacturers showed that their  

strategy in terms of formal control of dealers' performance is  
experiencing some changes ( or will experience some changes in the 

near future), due to the nature of the strategic orientations they are 
currently pursuing. Their desire to increase their market share, to 

restore deal�rs' profitability mainly through an improvement i n  

customer retention and brand loyal ty, lead the manufacturers to 

readjust the scope and priorities in the dealer monitoring process. 

Although dealers' financial contributions (in terms of new cars, used 

cars, spare parts and service) and the general operating standards still 

represent the substantial  part of the assessment, some operational 

requirements are increasingly becoming top priorities i n  

manufacturers' current and future vision. 

The first one concerns customer satisfaction. All the manufacturers 

interviewed 

policy. All 

recognised that 

developed/ or are 

customer satisfaction is the 'core' issue i n  

their have developing sophisticated 

programmes, known as Customer Satisfaction Index (CSI), Customer 

Satisfaction Programme (CSP), PCA, etc ., and consequently they assess 
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in a very serious and meticulous way the performance achieved by 

dealers in this area. For most manufacturers, the assessment of 

customer satisfaction is performed in a separate document from the 

other standards. Two manufacturers declared that this area now has 

whole assessment will be based only on a single customer satisfaction 

assessment. 

Linked to the achievement of customer satisfaction is tight 

manufacturers' control over corporate identity standards. In their 

concern to improve brand awareness, the projection of the dealerships 

to the public, through the quality of the premises, the corporate 

signage, the parking facilities etc., is becoming increasingly important 

in the assessment process. In the Automotive Management/Esso 

Lubricants Census' 94 survey, i t  was observed that despite 

disappointing returns from new car sales, dealers are investing in new 

looks for their sales area. More than a quarter of the surveyed dealers 

say they have given their showroom a new look within the past three 
years or intend to do so in 1995. By far the most common project, wi th 

almost a third of the total sample, is a change to the manufacturers' 

new corporate identity. Of this number, almost a quarter  plan to do so  

in  the next year, reflecting the increased pressure being placed on 

dealers to fund the manufacturers' costly image changes. 

An emphasis on the control of the systems used to improve customer 

satisfaction and customer retention levels, such as prospecting and 

customer follow-up systems, is common among the manufacturers 

dealers' 

interviewed. 

Therefore, manufacturers are severely increasing their controls over 

customer-handling standards which reduces considerably 

dealers' freedom in the decisions they make regarding the way they 

market their products to the buyers . The large investments involved in 
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the short-term may also affect their profitability. 

9.3.7 Strategic Decisions Made to Establish 'Partnership' Between 
Manufacturers and Dealers 

The partnership issue seems to play an increasingly important role in  

the car distribution channel. In conversations with car suppliers, 

'partnership' appears to be the magic word; the key to the problems the 

industry is currently facing. 

It is true that to improve dealer profitability from new car sales, there 

has to be an improvement in the relationship between manufacturers 

and dealers. In order to achieve customer satisfaction levels and 

provide mutual profit for manufacturer and dealer, a partnership is 

needed. If truly established, partnership between manufacturer and 

dealers may well be the solution to the situation where traditionally, 

the manufacturer has been the dominant channel member. This could 

move to a situation where equilibrium between both parties will be 

established. Malcolm Harbour of Harbour Wade Automotive 

Consultancy and a director of the International Car distribution 

Programme (ICDP) believes that: 

"both component suppliers and dealers have, largely, responded to 

manufacturer instructions. There has been little shared decision 

making - relationships have not been based on trust, but on control. 

Complex sets of rules and regulations, monitoring, rewards and 

penalties, govern the relationship. " 

9.4 Conclusions 

This chapter has addressed the major strategic issues governing the car 

distribution system in the UK market. It has investigated current and 

projected strategies adopted by manufacturers which enable them to 
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both manage and control the channel. It has a lso investigated the 

impact such strategies have on the power balance between 
manufacturers and dealers. 

Although all manufacturers espouse the ideal of working i n  

partnership with their dealers; throughout this chapter, it has been 

seen that numerous strategic decisions they make go against the 

creation of such a partnership. With more controls, less responsibility 

allocated, programmes which will not necessarily improve dealers' 

profitability, the slow pace of manufacturers implementing new 

ordering and supply systems, etc.; it appears that manufacturers lack 
consistency in their approach. 

When interviewed on this 

the 

topic, one trade association representa tive 

clearly highlighted that "the problem is that, too often, manufacturers 

and importers make statements about partnership without thinking 

through what it really means. Often they make decisions which are 

totally contradictory to partnership." According to this representative, 

dealers do not consider the manufacturers as partners because of their 

attitude which is inconsistent. Also, another common criticism is that 

manufacturers frequently change boundary personnel . For example, 

District Managers, who are usually fairly young, do not stay in that 

position for more than two years because of career progression. The 

same problem applies all the way to top; whereby Managing 

Directors often get replaced after two or three years. "As opposed to the 

manufacturers, the dealers are loyal." 

Therefore, building partnership on this basis is going to be a critical -
task. Malcolm Harbour recognises that "this depressing picture is a 

weak base on which to build partnership - without developing a shared 

destiny or recognition of mutual dependence, no longer partnerships 

can develop. Ways must be found to bring trust into 

dealer/manufacturer relationships, and with better means of  
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involving dealers in strategic decisions." 

In broad terms, what emerged from the interviews is that although 

manufacturers say they are determined to work in partnership with 

their dealers, not much has been concretely achieved, apart from two 

or three interesting initiatives. 

The first one which has been introduced by one of the market leaders is 

the setting-up of a new 'Franchise Board' (a new version of their Dealer 

Council). Jointly comprising nine manufacturer's staff and an equal 

number of dealers - single site owners and large dealer groups - the 

Franchise Board meets once a month (they used to meet previously 

twice a year) to thrash out problems and discuss future strategy. The 

manufacturer's representative claimed that "franchisees are now party 

to a lmost all aspects of the Company's policies. The decisions are now 

made on a joint basis. Thus, the power has moved from where it used 

to be; the manufacturer used to be able to determine the nature of the 

objectives; now, with this new initiative 'dealer-partners' are included 

in those decisions ." Another interesting initiative generated by the 

same supplier has been the development of their new Dealer 

Agreement - effective from 1 January 1997. This has been developed i n  

collaboration with a representative group of dealers from across 

Europe. 

one of these manufacturers openly admitted that "dealer 

councils are a waste of time because the dealers who sit on dealer 

councils are not the ones whose opinion really counts to us. Their 

members are not the right people." 

Three other manufacturers expressed their desire to strengthen the 

relationship with their Dealer councils. Although these ini tiatives are 

However, 

not as structured and efficient as the one mentioned above, these 

manufacturers are trying to consult their dealer councils more often 

and involve them "as much as they can" in their strategic decisions . 
-
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In a similar perspective, a longside dealer councils, another positive 

initiative developed by three further suppliers has been the formation 

of 'dealer committees/groups' (for one manufacturer, this concept has 

already been expanded to other European markets) involving both 

dealers and manufacturers discussing crucial issues and manufacturers' 

future strategy. 'Shared decision-making' is therefore the key phrase. 

Apart from the above initiatives, no concrete move toward true 

partnership has been initiated so far. One supplier announced that they 

are intending to design a 'Partnership Agreement', a kind of charter 

which would impose penalties on themselves for non-adherence to 

some business operating areas (ie non-adherence to delivery times, 

introduction of new products at the time announced, etc. ). However, 

the researcher has to admit that such an enterprise does not seem to be 

in line with a true 'partnership approach' . Deale�s having to sign 

another document, in addition to the dealer agreement, does not 

appear to respond to what the dealers actually want from 'working i n  

partnership' .  Another supplier addressed the partnership approach as 

something which should be achieved in an informal manner and 

more on a day-to-day basis because "in a relationship, in partnership, i t  

is the operational attitude which counts ." 

The above statement corresponds exactly to what constitutes real 

partnership. However, because car distribution is such a fragmented 

sector and manufacturers have to deal with so many distributors, and 

because both parties are unfamiliar with this new working approach, a 

minimum formal structure is therefore required to motivate all parties 

towards that 

other form of structure/programme will have 

want better relationships 

ideal. The 'Franchise Board' concept is a good 

to be rapidly 

structure 

which should be extended and applied to every franchise. Additionally, 

some 

applied if both parties with each other .  

Initiatives by the dealers themselves should also be implemented. But, 

as a start, i t  is highly recommended that manufacturers should rethink 
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their strategic distribution decisions so that they match, not only their 

own corporate objectives, but also dealers' interests and expectations. 

Consistency in manufacturers' strategies and actions is urgently 

required. 
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manufacturers over their dealers in the UK, as well as the strategies 

CONCLUSIONS FROM THE RESEARCH PROGRAMME 

The broad aim of the PhD was to identify and analyse the sources and 

tactics of dominance and influence possessed and employed by the car 

adopted, which enable the manufacturers to manage and control this 

specific distribution channel. Once investigated, the research 

programme intended to deduce their consequences on manufacturer

dealer power relationships. 

findings 

routine 

in the area of power 

systems 

relationships in the car distribution 

channel. First of all, some new power-related variables were identified 

by the researcher such as the dealer assessment procedures and the 

communication (especially via Information 

Technology) which highly influence the power balance between 

manufacturers and dealers . Secondly, it is the first ever time that the 

' training' variable has been closely examined and analysed as a separate 

po

number 

wer factor derived from 

different 

'manufacturer general support' . Finally, no  

previous research work has ever studied and 

considerably 

combined altogether a 

of variables which affect power 

relationships in this particular sector of activity. Traditionally, 

researchers focused on one variable at a time, consequently only one 

aspect amongst many was considered, which, to the researcher 's point 

of view, lacked of accuracy and did not give a full picture of the 

situation. 

The research programme presented some unique features compared to 

past research carried out, and contributed to the discovery of original 
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between its channel 

Overall, the development and completion of the research process went 

very well. The approach adopted enabled the researcher to obtain 

original and unique findings, which contributed to enlarge and update 

the knowledge about the car distribution channel and the interface 
members. An important factor which contributed 

to the successful running of the thesis was the continuous support and 

cooperation from a number of car manufacturers and dealers. Their 

involvement, 

was confronted to a few difficulties which need to be stated. First of all , 

channel relationships is relatively vast, the researcher had to narrow 

in the form of the provision of crucial information, 

facilitated the research process and contributed to i ts originality. 

However, the researcher, at some point in the research programme, 

it took time to clearly define the research questions and objectives of 

the thesis, and identify how they could be achieved. As the area of 

the subject and establish a clear focus on the most important issues . 

Additionally, as the researcher intended to produce original findings, 

the consideration of achieving consistency and accuracy in the 

defini tion of the research framework was a crucial and time

consuming stage in the process. 

Another difficulty pertains to the literature regarding the area of 

research. As previously mentioned, there is a lack of recent in-depth 

research regarding power relationships in the car distribution channel, 

and especially past research mainly focused on other sectors of activity. 

Therefore, the researcher had to base her work on relatively ' o ld '  

findings and on the ones related to other distribution channels. Their  

accuracy and applicability to the current situation characterising the car 

industry had to be verified through initial exploratory interviews w ith 

industry experts, which, here again, was another time-consuming task. 

Furthermore, while some manufacturers were very supportive and 

provided the researcher with all the information/ documents she 
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needed, some others refused to give away certain documents which, 

according to them , were too confidential to be transmitted. The dealer 

agreement, as well as the dealer assessment procedure were documents 

which were difficult to acquire due to their confidential nature. Also, 

the interviews conducted with some manufacturers regarding the 

dealers was a complicated stage in the 

research 

strategies to control their 

process, as traditionally manufacturers believe it is a very 

sensitive issue to talk about. Therefore, during certain interviews, the 
researcher could not get the depth of information she wished to obtain. 

This section now summarises the findings of the thesis and suggests a 

number of recommendations to improve manufacturer-dealer 
relationships, as well as indications for further research. 

As far as the tactics of influence/control are concerned, the overal l  

study confirmed that the power balance is heavily weighted in favour 

of the manufacturer, because certain business variables which, i n  

another channel of distribution, would be conducted by the retailer, 

actually experience large inputs from manufacturers in the car 

distribution channel, thereby enhancing manufacturer's control over 

dealer's activities. 

From a dealers' perspective, the analysis of the field survey empirically 

confirmed that the car manufacturers highly control and influence 

certain business areas, by setting-up constraints, restrictions, limitations 

and targets to achieve. These business areas, studied in-depth in the 

analysis, may convert into domains which may be associated to tactics 

of control possessed and employed by the manufacturer. In summary, 

they are the following: 

the training programmes, both technical and non-technical, and 

their compulsory aspect, as well as the use of manufacturers' own 

trainers . 
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the areas covered in the dealer agreement, and dealers' obligations 

and responsibilities. 

the regular monitoring of dealers' performance, ie dealers' 

operating standards, sales targets, and the potential penalties of a 

very coercive nature which can be applied at any time. 

the IT systems linking both channel members, and the frequency 

of communication required, as well as the recommendation of 

particular systems to acquire. 

the high levels of communication (ie face-to-face and by phone) 

established for the new franchises (finding based o n  

manufacturers' view point) 

The substantial control of these business variables by the manufacturer 

contribute to place the power balance in its favour. 

Additionally, derived from the field survey, it was found that some 

other variables tend to influence dealers' behaviour and subsequently 

create an imbalance in the relationship between the channel partners: 

dealers' satisfaction with the franchise arrangements leading to 

long-term relationships, due to dealers' profits, dealers' high 

perceptions of the marque, their loyalty to their 

manufacturer/marque, and dealers' satisfaction with the 

boundary personnel/style of the manufacturer, tend to heighten 

manufacturer's power. 

friendly contacts existing between the manufacturer's 

representatives and the dealers. 

manufacturer's market share as a source of manufacturer's non

coercive power. 

Here also, these factors tend to heighten manufacturers' power. 
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With respect to the strategies adopted by the car manufacturers, the 

study showed that most strategic decisions made by the suppliers 

contribute to protect their own prerogatives and tend to establish them 

as leaders of the distribution channel. Although the manufacturers 

intend to assign dealers with more business responsibilities ( due to the 

rationalisation of most franchise networks), they are becoming more 

severe with the quality of dealers standards and the development of 

detailed and comprehensive customer satisfaction programmes. 

r More information is being requested and therefore more controls are 

being performed. In addition, the study revealed a lack of consistency 

in manufacturers' strategic approach. Although dealers' profitability is 

the top priority in the agenda, most decisions made go against its 

improvement. Because of their concern to increase their market share, 

dealers' interests are neglected and even altered. 

However, it was seen that recent developments and conditions in the 

car market are highly influencing manufacturer-dealer relationships, 

tending to re-establish the power balance between both channel 

members. The growth of the dealer groups, and particularly the large 

Pk's., combined with dealers' ability to own and operate additional 

outlets for competing makes (ie multi-franchised outlets) are factors 

which contribute to increase dealers' power. In addition, the recent 

revision of the Block Exemption and the subsequent modifications 

introduced strengthen dealers' position with their vehicle suppliers by 

making them less dependent on the manufacturers, and create a 

greater equilibrium between the two parties. 

Although these developments are influential and crucial elements i n  

the process of re-establishing the power balance, it is expected tha t  the 

situation will not change in the near future. Changing the pattern of 

power, which has been firmly rooted for decades, will take time and 

will not happen without difficulties .  Changes in manufacturers' 'way 
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of thinking' and 'management culture' are a prerequisite. Attitudes to 

dealers and dealers' role must be rethought by considering them not 

only as car distributors, but rather as 'distributors-partners' .  Building a 

partnership approach seems to be the first step to improve 

manufacturer-dealer relationships. The recognition of mutual 

dependence and common interests, as well as the establishment of 

trust and better communication between them appear to be the key

points to save a sector which is currently weakening. 

r As seen in the thesis, dealer profitability from new car operations i s  

under increasing pressure, with wafer-thin margins and an urgent 

need to 'move the metal' .  But there can be no viable future for dealers 

and manufacturers alike if they simply worship volume for its own 

sake. It has to  be accompanied by  profitability. Reducing the margin and 

tinkering with delivery charges, as all manufacturers have done, wi l l  

be of no help unless manufacturers consistently act to restore dealer 

profitability. The recommendation to that issue is the building of a true 

partnership. Dealers and manufacturers must forge a true partnership 

to devise the right solution for their  franchise. Not a relationship i n  

which dealers are expected to 'rubber stamp' or reluctantly acquiesce to 

their manufacturer's latest initiative. And not one where dealers are 

constantly under pressure to rack up sufficient deals to reach the bonus 

targets that make i t  worthwhile selling new cars at all. But one where a 

viable solution meets both parties' need to make a decent profit from 

new car sales  - with both sides working towards the same common 

end. 

The 

will feel more 

difference that partnership will make is that, first of all, 

confident in the relationship. Being considered 

dealers 

as 

'partners' and not only as 'dealers' will make them feel as being 

important players in the distribution channel . They will feel that they 

are crucial contributors to the welfare of the industry and, therefore, 

this should enhance their motivation, their rage to survive and 
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perform at top levels .  Also, by co-operating, dealers and manufacturers 

will be able to speed up the distribution channel bureaucratic 

procedures, accelerate the establishment and dealers' acceptance of lean 

distribution processes, improve inventory control, forecasting and 

production scheduling, cut the cost of bringing goods to the customer, 

and ultimately improve customer service. Consequently, the car 

industry should strengthen, produce better outcomes, and therefore 

represents a better value-added chain. 

These statements are confirmed by Buzzell and Ortmeyer {1995) who 

believe that channel partnership is a key requirement to improve 

channel relations, as well as improve merchandise and information 

flow in the distribution channel system. They describe 'channel 

partnership' as "an ongoing relationship between a retailer and an 

independent supplier in which the parties agree on objectives, policies, 

and procedures for ordering and physical distribution of the supplier's 

products". Their definition of channel partnership is similar to 

Johnston and Lawrence's {1988) definition of a "value-adding 

partnership", which they characterised as "a set of independent 

companies that work closely together to manage the flow of goods and 

services along the entire value-added chain". These researchers 

consider Vertical Marketing Systems are one form of channel 

partnerships, including franchise systems. However, Buzzell and 

Ortmeyer acknowledge the fact when a retailer and a supplier agree to 

work as partners, there is a dramatic change in the way they deal with 

each other and. Establishing and maintaining a successful partnership 

is, in most cases, a difficult task to achieve. They point out that a 

prerequisite to successful partnering is top management 's full 

commitment. Top management must support the changes in systems, 

organisational structure, and culture. Top management must also 

work to change the adversarial attitudes that have traditionally 

characterised relations between retailer and supplier. Since trust is a 

critical issue in building and maintaining partnerships, it is imperative 
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to change organisational cultures on both sides and regard partners as 

collaborators rather than adversaries. 

Fites (1996) believes that forging tight working relationships between 

dealers and manufacturers present invaluable advantages, and 

subsequently he suggests some recommendations. First, local dealers 

who are long-established members of their communities can get closer 

to customers than a manufacturer can on its own; but to tap the full 

potential of such dealers, a manufacturer must forge extremely close 

ties with them and integrate them into its critical business systems. 

When treated in that way, dealers can serve as sources of marketing 

information and intelligence, as proxies for customers, as consultants, 

and as problem solvers. Second, creating an outstanding distribution 

organisation requires significant investments by both the manufacturer 

and its dealers. Although those investments take usually the forms of 

money and capital assets, they also include softer assets such as training 

and developing a common understanding of what it takes to provide 

superior customer service. Third, according to Fites, the quality of the 

relationship between a manufacturer and its dealers is much more 

important than the contractual agreements or the techniques or tactics 

that make the relationship work on the surface. What matters is 

mutual trust, and that is fostered by observing a few simple rules: share 

gain as well as pain; strive for continuity in relationships and 

consistency in policies; and communicate constantly. Fites strongly 

believes that partnership reinforces mutual trust, limits disputes, 

encourages sharing of information, and generates larger gains for 

everyone. 

Recommendations to both manufacturers and dealers 

The analysis of the field survey revealed the existence of a certain 

number of problems featuring the car distribution channel, which 
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basically are impediments to the smooth functioning of the channel 

and to the maintenance of a healthy relationship between 

manufacturers and dealers. 

First, when considering the training issues, the most significant 

problem which clearly appeared is the gap between dealers' perceptions 

and manufacturers' requirements as to the minim um number of days 

for the annual training attendance. It seems that there is a real 

misunderstanding between the · channel members, expressed by the 

dealers not being aware of the actual training requirements established 

by the car manufacturers. Two reasons may explain this situation. The 

first one relies on the fact that the dealers, due to their position and 

raison d 'etre in the distribution channel, have expectations differing 

from the manufacturer's. Due to their natural divergence in goals, they 

sometimes just do not pay great attention to certain manufacturers' 

requirements, which, in some way, could disrupt the achievement of 

their own goals and objectives. The second reason which, in fact, is 

directly related to the previous one pertains to the communication 

issue. A poor two-way communication between manufacturers and 

dealers may be detected. The dealers seem not to be kept updated on  

vital training information. Additionally, the manufacturers give the 

impression of not regularly reminding the dealers of the number of 

days they have to send their staff on training courses. The attitude of 

the field representatives, as well as the manufacturers' training 

managers, is therefore questioned. 

Thus, this lack of communication seems to represent a major problem 

in this channel as it also applies to another area, namely the dealer 

assessment procedures. A tendency of confusion amongst the dealers is

■ noticeable as dealers within a same network perceive the frequency of 

the formal and regular assessment procedure in a discrepant way. This 

finding is actually quite surprising as it is partly from this procedure 

that the bonuses are allocated. And everyone knows how important 
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they are to the dealers! 

The problem of communication is clearly reflected by the dealers 

admitting that the frequency of interaction with the manufacturer's 

boundary personnel remains relatively low. Subsequently, this 

situation appears to be very worrying as it may generate serious 

consequences and create some impediments to the development of the 

business operations, as well as the establishment and maintenance of a 

healthy partnership. If plans, programmes, expectations, goals and 

objectives settings, and performance are not discussed regularly, 

friction and resentment are likely to arise due to non-coordinated 

actions, and each channel member is likely to be much less confident 

in the relationship. Although evidence suggests that other media of 

communication are highly used, ie IT systems, fax . . .  , these cannot 

replace human contacts vital for the establishment of a true 

partnership. Consequently, an increase in the frequency and quality of 

communication between manufacturers and dealers is highly 

recommended. 

Furthermore, establishing a 'partnership' is currently a central issue i n  

the motor industry. However, it was found that the majority of the car 

manufacturers rely on the use of the most coercive methods of 

influence, and more particularly the threat of termination and the 

non-allocation of bonuses, to make the dealers comply with their  

requirements. But can a 'partnership' be developed under such 

conditions and pressures? Can the dealers really feel secure and 

confident in the relationship with their manufacturer when such 

coercive methods govern a system and act as the sword of Damocles? 

It is obviously understood that some means, to persuade the dealers to 

perform at the highest level must exist. The threat of franchise 

termination could certainly be replaced by a method less 

counterproductive to healthy relationships. Going back to the previous 
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statements, here again, a more intensive frequency and better quality 

communication would be a remedy to improve relationships and 

encourage the building of a stronger and more durable partnership 

between manufacturers and dealers. The building of partnerships is 

one of the challenges that both manufacturers and dealers have to 

currently face. 

Also, another problem, derived from the analysis of the field survey 

and which should be addressed to the dealers, relates to the dealer 

agreement . It was found that more than the majority of the dealers 

studies the contract only once or twice a year, and about a quarter of 

them never looks at it. Although this document has more power in  

theory than in practice, the manufacturers still refer to it as a basis of 

the relationship. Therefore, the dealers should be more aware of the 

contents of its clauses so that they might be better-armed legally when 

any of its terms is central to a potential dispute. In the near future, the 

dealers will have to consult it more regularly, especially because of the 

increasing development of multi-franchised outlets that most of the 

manufacturers still disagree with, although their expansion is now 

legally permitted in Europe. 

In addition, as dealer networks are being progressively rationalised and 

the trading environment is becoming highly competitive, franchised 

dealers will have to face in the future key challenges to improve their 

profitability. For dealers who want to stay in the business, the key areas 

for dealers to focus on will be: 

• To develop existing manufacturer relationships; 

• To find, train and retain efficient staff; 

• To retain ownership of the customer base; 

• To achieve better customer service and improved customer 

retention; 
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• To measure customer retention, manage it and use it in business 

objectives for all staff; 

• To achieve flexible response to the market place; 

• Capital efficiency; 

• And to benchmark best practice. 

Indications for further research 

The study of the car distribution channel allows the researcher to 

conclude that a franchise arrangement tends to give a manufacturer 

more power over an intermediary than a non-franchise trading 

relationship. The requirements and obligations analysed all along the 

thesis, which are assigned to the franchisees and which represent the 

fundamentals of the franchise package, contribute to establish the 

manufacturer as the most powerful channel participant. 

The situation is traditionally different in the case, for instance, of Fast 

Moving Consumer Goods (FMCG) retailers whose autonomy is 

significant in so far as they deal with a large number of suppliers and 

no such contract like a franchise contract bind them to their suppliers. 

In this case, the large retailers, such as Sainsbury's or Tesco, are the 

leaders of the channel. 

Another symptom of power in the relationship is brand ownership. As 

seen in the research programme, brand ownership is detained by the 

car manufacturers. The dealers are only the brand distributors and their 

involvement in this matter has been very limited so far, apart from the 

large dealer groups which are trying to market to customers not only a 

Peugeot or a Rover car, but rather a Lex or an Inchcape car. To the 

contrary, large FMCG retailers managed to be more autonomous by the 

development of their own brand. Further research would be 

recommended in this area. 
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Firstly, a comparative study between the present research programme 

and other franchised channels of distribution would be required. As 

seen in Chapter 1, the fast food restaurant industry and the office and 

furniture industry were the main interests of researchers in the '70s 

and the '80s. However, the information and findings need to be 

updated. A comparison between the car distribution channel and these 

two sectors would enable to evaluate whether the power of the car 

manufacturers is as significant as the one possessed by the suppliers of 

other franchised systems. Secondly, a comparative study between these 

franchised arrangements and some non-franchised arrangements 

would be required to finally verify the dominant position and coercive 

power of a franchiser. 

Also, with respect to new selling systems in the automotive industry, 

manufacturers' latest effort in the UK and the whole of Europe is to 

give dealers multimedia technology. Most manufacturers, as well as 

the large dealer groups, are developing multimedia communica tions 

and interactive strategies in order to facilitate the vehicle buying 

process to the customers. 

Manufacturers' decision to give interactive technology a pivotal role i n  

the distribution business and put it directly in front of the customer is 

part of a retail strategy, which considers the use of multimedia as the 

best means of providing potential customers with bespoke information 

without pressure from sales representatives. These systems (ie 

electronic touch-screens, the Internet, interactive television) allow 

potential customers to design their own car by viewing and choosing 

from a number of options. Also, the systems usually provide the latest 

finance and insurance information, and allow the user to obtain 

further assistance from a customer adviser at the dealership about 

specific financial details, test drives or any other car-related 

information. 

■ 
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Although these new selling systems implemented by the 

manufacturers show their active contribution to re-establish dealers' 

profitability, in terms of manufacturer-dealer relationship, it is  

suggested that they tend to heighten manufacturers' dominant position 

as the reliance of the dealers on them is enhanced. Additionally, these 

developments, responding to an increasing customer care orientation, 

imply a rise in dealers' standards to match the expectations of the 

demand. Tighter controls are therefore achieved to ensure that the 

dealers follow manufacturers' policy requirements. 

Consequently, further research should be carried out in this area i n  

order to explore how these new selling systems influence 

manufacturer-dealer relationships, and to verify whether multimedi a  

systems tend to establish the manufacturer as the dominant channel 

member. Furthermore, with the introduction of such systems, could 

the death of the salesman become a virtual reality? 

In ad.dition, after having considered in Chapter 9 the alternative 

distribution system strategies, and more precisely the strategy adopted 

by Daewoo, another area of further research could relate to the 

following questions: "are manufacturer-owned dealerships better than 

a conventional dealer network?" and "what is the nature of the 

relationship between the manufacturer and i ts own staff running the 

dealerships?". Although the answer regarding the first issue raised i s  

relatively straightforward, i t  appears to the researcher, that there i s  no 

black or  white answer - a single response cannot be provided as  a series 

of pros and cons need to be firmly evaluated for each situation. 

On the one hand, the primary advantage displayed by manufacturer

owned dealerships is that they can give a valuable market presence 

where independent dealers are unwilling to take the risk financially of 

giving market representation to a particular brand. On the other hand, 
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having owned dealerships implies high investment levels, cash-flow 

difficulties because the manufacturer does not get paid for the vehicle 

until the customer buys it, and the lack of market forces bearing directly 

on owned dealerships which are underwritten by the manufacturer. 

The selection of a specific channel of distribution by manufacturers 

must be based substantially on the target markets they wish to serve. 

Once it has been identified, manufacturers must decide on the nature 

of the channel which they think is most appropriate to deliver exactly 

what the target markets require by taking into account that achieving 

customer satisfaction represents a top priority. Additionally, they have 

to consider the level of investment they are prepared to devote to both 

the establishment and maintenance of the chosen channel and 

determine whether such a channel would generate sufficient income 

to, at least, break-even with expenses. The researcher suggests that 

automotive manufacturers should adopt the form of retailing which 

suits best their existing and potential customers. Whatever form of 

retailing they chose to adopt has to be customer-driven in order to 

achieve true customer retention. It is suggested that further work 

should be carried out to explore this issue as most manufacturers are 

currently considering to increase the number of their own dealerships, 

and additionally, examine the nature of the relationship between the 

manufacturer and its own staff running the outlets, and identify 

whether coercive as well as non-coercive measures are also applied 

within such distribution systems. 

■ 
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Topics Addressed During the Exploratory Interviews 

For both Manufacturers and Dealers 

1 Dealer network structure - growth/ decline, number of acquisitions 
and disposals (reasons). 

2 Types of dealership. 
3 The Dealer Contract - terms in each category. 
4 Training schemes - areas covered, time spent by area. 
5 A summary of regular routine communications. 
6 Information Technology links - areas of communication. 
7 The main points of communication - manufacturers' contacts and 

frequency of contact. 
8 Dealer appraisal/ assessment 
9 Dealer Council 

Details of the Trading Policy 

Front-end discounts 
Volume bonuses; structure of bonus 
Bonuses for other reasons, eg Campaigns 

Meeting operating standards 
Fleet targets attainment 
Parts performance 
Workshop performance 

Financing of stock 
.Used cars provision 

For Trade Associations 

1 The dealer organisations 
2 Assistance provided to dealers 
3 Relationship with Dealer Councils 
4 Influence on training 
5 Evidence of dealer/ supplier conflict 
6 Relationship with suppliers 
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SECTION 2: Obligations of the Dealer Towards the Manufacturer 

Subjects covered in the contract Frequency of events 

Code of Practice 

- The dealer must ensure that copies of the Code of Practice are available 1 
to members of the public on request and its personnel fully conversant 
with it. 

Trade Associations 

- The dealer should be a member of the Company Car Dealer Association 1 
and one or both of the SMMT and the RMI. 

Area of Responsibility 

- Allocation of a geographical area by the Company to the dealer 1 2  
- The Company may alter the size of the area but with objectively 1 2  

valid reasons. 
- The Company may appoint an additional dealer or dealers but with 1 2  

objectively valid reasons. 
- If any variation in  the area, the Company will consult with the dealer 8 

and give due consideration to his views. 

Actiyities Outside the Territocy 

- The dealer will not d irectly or indirectly, outside the Territory, have 11 
depots or branches for the distribution or service of Contract products 

- The dealer will ll not seek or solicit customers outside the Territory 1 0  
- The dealer will not entrust a third party with the distribution or 9 

servicing of Contract goods outside the Territory 
- The dealer shall not advertise Contract products outside the Territory 6 

except in a publication or broadcast that is directed to customers in the 
Territory but that also covers a wider area. 

Other Franchises 

- The dealer shall not sell or act as an intermediary, from the same 1 2  
premises, in connection with the sale of new motor vehicles other 
than the Company vehicles, without the prior written consent of the 
Company (or need valid reasons) 

- The dealer shall not sell or act as an intermediary in connection 1 2  
with the sale of new motor vehicles which compete with the 
Company, without the written consent of the company (or need 
valid reasons) 

■ 

- The dealer shall not conclude agreements with third parties for the 1 2  
distribution or servicing of goods which compete with the products 
of the Company 

Non-Company Parts and Accessories 

-The dealer shall not sell or supply anywhere in the Territory any spare 11 
parts which compete with the ones of the Company 

- The dealer may supply spareparts other than the ones of the Company 1 
and use such spare parts for the service or repair, but some conditions 



- If using competitive spare parts, they must be of equivalent quality or 11 
compatible with the vehicles and parts of the Company 

- Need of objectively valid reasons for doing so 4 
- The dealer must inform the customer in writing when competing 12 

parts are used. 
- Dealer's responsibility for any damage, due to the above; and parts 7 

not subject to any warranty. 
- Such parts must be stored separately using different part numbers 4 

Sales out of Trust 

- The dealer shall not sell or supply any products to any intermediary/ 12 
reseller who is not part of the Dealer Network for the purpose of resale 

- The intermediary needs a prior written authorisation from a customer 11  
end-user authorising him to purchase and take delivery of  the product. 

- Sales accepted to other Company dealers within the EEC 1 1  
- Sales not accepted when buyer's place o f  residence i s  outside EEC or 7 

Associated States . 
- In the event of a breach by the dealer, the dealer may be required to 3 

pay the full recommended retail price for the contract goods and the 
company may debit the accountf the dealer with the amount of the 
discounts which were allowed together with any taxes thereon. 

- This sum is not payable the dealer if it shows that it was not aware 1 
of this mistake. 

Sales Authorisation 

The dealer may sel l :  
- Contract products to final customers (within the EEC) 11 
- Contract parts for resale to resel lers located within the EEC 5 
- Contract vehicles for resale to authorised dealers 1 1  

Direct Sales 

-The supplier shall not supply motor vehicles directly to final users 1 
in the Terri tory (nor provide servicing therefore) except to its s taff or 
for diplomatic, promotional or publici ty purposes . 

- The Company is entit led to supply, sell and deliver products directly 9 
to any person in the UK (including the DAR) and to provide the 
service directly or indirectly through service dealers . 

- The Company may supply goods directly or indirectly to final consu- 3 
mers/fleet users/public authorities/ foreign public organisations/ 
racing drivers/employees/suppliers. 

- No right to any payment shall accrue to the dealer in respect of supply 6 
for these purposes . 

Sales Targets 

-The dealer will use its best endeavours to achieve, in the relevant period, 12 
a number and mix of sales of vehicles and parts to final customers 

■ residing in the Territory, corresponding to the sales targets indicated by 
the company. 

- The performance will be determined by joint agreement of the parties, 8 
and failing such agreement, will be determined by the Company on the 
basis of the Company's estimate of the sales potential of the Territory 
(or registrations forecast). 

- The above may be modified by agreement of the parties during the 6 



relevant period in respect of actual market trends. 

Dealer's Operating Standards 

- The dealer will ensure that the standards of its business and operations 8 
do not fall below the Operating Standards in respect of vehicle sales, 
parts sales and customer service. 

Visits 

- The dealer shall perm.it representatives of the Company, at all reasonable 7 
times, to visit the premises, to inspect the distribution, sale, storage 
and servicing operations of the dealer in order to verify that the dealer 
is complying with the Operating Standards. 

Premises 

- The dealer undertakes to maintain the business premises to the satis- 1 1  
faction o f  the supplier fo r  displaying, selling and servicing vehicles 
and storing products. 

- To keep the premises open and adequately staffed at all such hours as 9 
are customary in the Motor Vehicle Trade. 

Deparhnents Required 

- A showroom for vehicles. 1 1  
- A department for servicing vehicles. 1 1  
- A department for the repair o f  bodywork and paintwork. 5 
- A department for the storage and sale of parts. 10 
- Customer parking facilities 2 
- Shall be equipped to such a manner and be of such size as the supplier 9 

may require 

Personnel Requirements 

- The dealer shall employ personnel adequate to enable the dealer to 10 
meet its obligations under the agreement 

- The dealer shall employ such managers, sales staff, mechanics and 5 
other staff including trainees 

Changes in Key Personnel 

- The dealer will not appoint any person to the key personnel or change 12 
any person of the key personnel without the prior written consent of 
the Company. 

Reporting and Information Systems 

■ 
- The dealer must install and maintain such accounting and management 8 

reporting systems recommended by the Company 
- It may use data processing systems not recommended by the Company, 5 

but compatible with those of the company 
- The dealer must submit business information requested by the Company 12 

in such format and at  such time required 
- The dealer must provide the Company with updated information as 9 

to the ownership, management and other business activities as the Co. 
may request 



- The dealer must send a copy of its annual audited accounts 11 
- The dealer must allow the Company to inspect the dealer's records, 11 

files, books of account and other documents relating to its business 

Prospecting and Customer Follow-up 

-The dealer will actively seek prospective purchasers in the area 4 
- It will deal courteously and efficiently with enquiries, making 4 

available up-to-date product information and current literature 
- The dealer agrees to install and use a prospect follow up system 4 

approved by the Company. 

Stocks 

- The dealer shall maintain stocks of vehicles at least in accordance with 12 
the requirements of the annual purchase agreement, and of parts at least 
in the quantities and variety specified by the Company. 

- In default of agreement, stock levels are determined by the Company on 3 
the basis of estimated sales (or registration forecast). 

Training 

- The dealer undertakes to send such number of its staff as the supplier 11 
may from time to time reasonably require to attend training courses 

- Dealer's own expense 5 
- Sales/commercial/ management training required. 6 
- Technical training required 7 
- The dealer will make use of the training facilities and systems offered 4 

by the Company 

Care of Products 

- The qealer will store the products in secure facilities, safe from pollution, 9 
vandalism and unauthorised interference. 

- Stored in a such manner as to be capable of instant location and identi- 3 
fication. 

Pre-delivery Inspection 

- Prior to the delivery of any vehicle to customers, the dealer will 12 
perform a pre-delivery inspection 

- To supply a copy of a pre-delivery check list to each purchaser in 3 
accordane with the Code of Practice 

- The dealer must provide to the Company satisfactory evidence that 3 
the pre-delivery service has been performed properly and fully. 

Modification of Products 

- The dealer will not, without the Company's prior written consent, 12

■ 
modify or allow to be modified any product unless such modification 
is the subject of a written contract with a customer 

- And not to remove, alter or deface the supplier's identification plate 12 
or any other plates, marks, numbers or letters affixed to or appearing 
on products 



Financial Requirements 

- The financial base of the business must correspond to the requirements 7 
approved by the Company for its dealers ( sufficient fixed and working 
capital available). 

Customer Care 

- The dealer will participate in any customer care, training and research 4 
programmes initiated by the Company in accordance with the Company's 
instructions. 

- The dealer shall use its best efforts to handle satisfactorily all requests 5 
and complaints received. 

- The dealer shall report to the Company any request or complaint that 3 
the dealer cannot handle. 

Sales Promotion 

- The dealer will within its own Area of Responsibility at all times use 1 2  
its best endeavours to promote the sale of products and the use of 
service and to foster the reputation and the goodwill of the manufacturer, 
the company and the dealer. 

Advertising 

- The dealer will advertise in the area on a consistent plan to a schedule 5 
agreed with the Company 

-Using wherever possible materials supplied by the company 3 
- The dealer agrees to consult with the Company on the style and general 6 

content of advertising 
- For local advertising, the dealer shall use only standard advertising 3 

formats, supplied and approved by the company 
- All apvertising activities will be made in accordance with the appropriate 5 

Minimum Standards, or individually approved in writing by the Company 
- The Company may require the dealer to amend the content of any 11 

advertising programme or materials, or to cease any advertising activity 
if it considers that it may affect its reputation or its image. 

- The Company will provide specialist advertising support to the dealer 8 
( provision of advertising and promotional materials and the instigation 
of national campaigns) 

- The dealer will expend in each year less than 1 % of the recommen- 5 
ded retail basic list price of the vehicles on advertising and promotion. 

- Participation in Joint Advertising or sales promotional programmes. 4 

Trademarks and Tradenames 

- Display of trademarks and tradenames in a c onspkuous manner on 1 2  
such part of the premises and in a such size, shape, colours and other 
specifications as the Company specifies 

■ 
- The dealer shall comply with any instructions by the Company 1 1  

concerning the form and manner of using the trademarks and trade
names 

- The dealer shall not alter remove or tamper with any of the trademarks 1 2  
and tradenames, or any packaging or other items affixed to or supplied 
with any product, without the consent of the Company 

- The dealer shall not resell any products except under the trademarks 10 

and tradenames and, in the case of parts, in the packaging supplied by 



■ 

the Company 
- The dealer will not apply, place or affix any part of the trademarks and 1 1  

tradenames to or  on  any goods other than the Company's products 
- The dealer will immediately advise the Company if it becomes aware 4 

of any infringement of the trademarks and tradenames 

Signs. Stationery, Literature 

- The dealer will comply with the Minimum Standards relating to the 8 
image and presentation of the dealer's business including those relating 
to the design and content of all signs, stationery, brochures, manuals, 
literature used 

Demonstration Vehicles 

- The dealer shall keep and maintain, at all times, such number and 12 
range of vehicles to be used exclusively for demonstration purposes 

- This is determined by agreement between the Company and the dealer 5 
or, in the absence of agreement, on the basis of estimates of the dealer's 
potential sales (or registration forecast). 

- Must be maintained in good, clean and roadworthy condition and 1 1  
properly insured. 

- Each demonstration vehicle shall not have been registered for more 1 
than 6 months. 

- The dealer shall maintain accurate records related to demonstrations, 1 
at a minute, date, customer name and result. 

Exhibitions 

-Without the consent in writing of the Company, the dealer shall not 7 
exhibit or permit to be exhibited at any exhibition (show, race, rally or 
competition) any products or distribute any l iterature relating to 
products. 

- The Company may refuse if: the reputation of the Company is 2 
jeopardised; or, the Company has some obligations with any manufacturer 
where it would be a breach. 

Ordering 

- The dealer shall place orders for products with the Company in 12 
accordance with the procedures prescribed by the Company. 

- No No obligation, from the Company, to accept orders. 9 
- The Company may accept orders placed by the dealer for a lower 1 

number of units than that specified by the dealer in its order. 
- The dealer shall not, without the consent of the Company, withdraw 5 

or change any order once notified to the company. 
- The dealer shall place regular orders for vehicles. 8 
- The dealer shall place regular orders for parts. 8 
- Minimum purchase of vehicles. 8 
- Ordering system recommended by the Company. 3 

Changes in Specification 

- The Company may at any time discontinue, alter, improve or otherwise 12 
modify the specification of any products without notice to the dealer. 

- The Company will however try to notify the dealer of any modification. 3 
- The Company has no obligation to alter, improve or modify any product 12 

l 



■ 

which has been ordered by, or has already been delivered to, the dealer. 

Prices and Discounts 

- The Company will periodically publish maximum Recommended 
Retail Prices for the sale of products. The dealer shall be free to set its 
own retail price provided that it does not exceed the relevant maximum 
Recommended Retail Price. 

12 

- Each vehicle supplied to the dealer shall be invoiced at the Company's 
Recommended Retail Price less the appropriate discount. 

- Same thing for parts and accessories. 
- The Recommended Retail Price and discounts for products shall be 

notified to the dealer and may be varied by the Company. 

12 

12 
12 

Delivery 

- Except as otherwise agreed between the Company and the dealer, the 
Company will arrange for the delivery of products to the dealer 

- Delivery charges will be invoiced to the dealer at the rates notified 
to the dealer 

10 

10 

- Delivery will be made direct to the premises or to such other location 
- Delivery may be effected by the Company, its agents or any third party 
- The Company shall use reasonable endeavours to meet delivery dates 
- The Company shall not however be under any obligation to deliver 

products ordered by any date and it shall be under no liability for any 
failure, delay or error in delivery caused. 

- The Company may suspend the delivery if the dealer is in arrears in 
making any payment due to the Company, or brings the products into 
disrepute. 

- The Company shall deliver free of charge the dealer's orders for parts 
placed at the intervals prescribed by the Company. 

8 
6 
5 
12 

6 

2 

Payment 

- Payment made by direct debit unless otherwise agreed 
- In each case where the agreement requires payment to be made by the 

9 
8 

dealer by direct debit, the Company reserves the right to specify a different 
method of payment 

- Direct debit, approved cheque, cash or banker's draft (in accordance 1 
with the written instructions of the Company) 

- Method of payment not mentioned 2 

- If the dealer fails to pay, on the Company's first demand, it pays interest. 3 
- If the dealer fails to pay, the Company will have the right to cancel any 3 

outstanding order and the dealer will indemnify the Company against 
any damages and expenses arising 

Consignment Tenns 

- The dealer will pay to the Company a deposit in respect of the vehicle 5 
supplied equal to the Company's wholesale price (plus delivery charge) 
excluding any taxes 

- Payment of the deposit by direct debit 5 
- The Company will provide a statement containing details of each 1 

vehicle supplied on consignment and the related direct debit made 
- Any deposit paid by the dealer will be held by the Company as security 1 

for the return of the vehicle 
- The company may use deposits held for its own benefit. 2 



6 - The dealer agrees with the Company that during this agreement it will 
keep the Company indemnified against all liabilities, claims, demands, 
expenses and costs that the Company may suffer or incur in connection 
with any car tax, value added tax or other tax, duty, levy payable. 

- The purchase price payable by the dealer is the Company's wholesale 6 
price, plus value added tax, plus car tax, plus duties or levies 

- The Company will notify the dealer of any variation to the wholesale 1 
price 

- The purchase price will become due and payable on the first  to occur of 6 
the following events: 

• the d ispatch by post or hand of an application to register the vehicle 
• any taxation becoming payable by the Company or the registered person 
• receipt by the dealer of a demand by the Company for the payment 
• the expiry of 180 days (the period may vary from model to model) 

6- After the delivery of a vehicle supplied on consignment: 
• the dealer may return the vehicle (notice given not less than 7 days) 
• the Company may demand the return of the vehicle {not less than 7 

days notice) 
- The Company may withdraw the availabil ity of consignment or demand 2 

the immediate return of any vehicles if termination of the dealership 
- The dealer may transfer to another authorised dealer any vehicle  5 

supplied on consignment, with a prior notification to the Company. 
- Before returning the vehicle, the dealer will ensure at its own cost 6 

that the vehicle is in the same condition. 
- If it fails to restore the vehicle, the Company will do that and will 3 

charge the dealehicle is in the same condition. 
- If it fails to restore the vehicle, the Company wil l  do that and will 

charge the dealer for the restoration (may be ded ucted from the deposit). 
- Between the delivery and the return or the purchase of the vehicle, 6 

the dealer shal l : 
• not alter the specification of the vehicle 
• 

of th� vehicle 
• keep accurate records 

make arrangements for the security, maintenacne, control and supervision 

• not allow the vehicle to be delivered to any customer without 
completion of the registration 

- The Company may, at its absolute discretion, decline to supply or to 4 
continue to supply any vehicle or may limit the number of vehicles.  

- The Company may vary the terms of consignment 1 

Title 

- The title in the product shall not pass to the dealer and shall remain 12 
with the Company until receipt of payment in full of the product. 

■ 

- In default of payment, the Comp,my is vested with ful l  and complete 1 1  
authority to enter the premises of the dealer for such delivery and 
retake all  products in which title has not passed to the dealer, and 
all obligations upon the Company to the dealer for their sale and 
delivery shall  cease. 

- Until the dealer's total payment has been received by the Company, 8 
the dea ler shall hold or be deemed to have held the Co's products in 
a fiduciary capacity for and as bailee of the Company. 

Risk 

- The risk in any product shall  pass to the dealer at  the time of d el ivery 
to the dealer. 

9 



- The Company will be under no liability to the dealer for loss or damage 2 
to any product after the risk shall have passed to the dealer. 

Insurance 

- The dealer shall at its own account insure and keep insured the products 9 
against all risks of loss and damage from the date on which they are 
delivered to the dealer's premises. 

- The dealer shall, on demand, produce evidence of all insurance policies 8 
together with evidence of payment. 

Servicing 

- The dealer will perform all maintenance and repair work prescribed by 1 2  
the Company in  compliance with the instructions valid a t  the time. 

- The performance of the maintenance work is to be certified in the 8 
service booklet. 

- The dealer will participate in all product modification and/or recall 12  
campaigns initiated by the Company. 

- Except for warranty and recall work, which shall be rendered free of 12 
charge to the customer, the dealer shall be entitled to charge customers 
reasonable amounts. 

- The dealer will ensure that the service employees have the required 7 
knowledge with regard to contract goods, repair methods, methods of 
workshop management. 

- The Company will supply the dealer with customer service documen- 8 
tation, manuals, which must be available to service employees. 

- The dealer will carry out repairs on and service vehicles, whether or 12 
not that vehicle was sold by the dealer. 

Warranty Procedures 

- The Company shall issue to the dealer the warranty pol icies and 12  
procedures manual, the terms of  which shall be complied with by the 
dealer. 

■ 

- The Company shall provide a customer warranty. 12  
- The appropriate warranty shall be properly completed and signed by 4 

the dealer before being given to the customer. 
- The Company will notify the dealer of any variation, withdrawal or 4 

substitution of the warranty. 
- In carrying out warranty work, the dealer shall  not make a charge to 12  

the customer for any labour or  parts involved. 
- The dealer shall maintain full records of repairs carried out under 12  

warranty. 
- The dealer's warranty records shall be open to the inspection of the 8 

Company without notice. 
- The dealer will provide to each customer a record of all work under- 6 

taken. 
· The Company will reimburse the dealer or credit the dealer's account 12 

in respect of valid claims submitted for warranty or recall work. 

Termination 

- Either party may terminate this agreement by giving to the other party 
not less than 12 months' written notice expiring at any time. 

10 



Termination by the Company 

- The supplier shall have the right at any time by giving notice in 12 
writing to the dealer to terminate the agreement forthwith upon 
occurrence of any of the following events: 

• Death or physical or mental incapacity or d isappearance of the dealer 8 
or of the principal owners of the dealer; 

• Any act of bankruptcy by the dealer or arrangement with its creditors 12 
for liquidation of its debts; 

• Any change in the constitution of the dealer or compulsory or 12 
voluntary winding up of the dealer; 

• Assignment by the dealer of any interest in the agreement without the 7 
Company's prior written consent; 

• Any change in the ownership of the dealer involving more than 10% 1 1  
of that ownership or any change i n  the persons responsible fo r  the 
management, without the prior written consent; 

• Failure by the dealer for any reason to function in the ordinary course 3 
of business for more than 5 /7 consecutive business days; 

• Disagreement between the owners or managers that in the opinion 8 
of the Company may affect the operation, business reputation or 
interests of the dealer or the Company; 

• Conviction or indictment of the dealer of any criminal offence; 3 
• The dealer failing to obtain or ceasing to hold any licence required 2 

under the Consumer Credit Act 1974 or any other licence; 
• Failure of the dealer for any reason to pay the Company; 10 
• Submission by the dealer to the Company of a false or fraudulent claim 5 

for payment or credit or other report or statement; 
• In the event that any misrepresentation arising by commission or 3 

omission by the dealer or his representative shall have been made to 
the Company; 

• The termination of any other agreement for the distribution and/ or 1 
servicing of vehicles or related parts made between the Company 
and the dealer; 

• The dealer's repeating or persisting in after warning any breach of 1 1  
the agreement; 

• Any change in the working capital or networth of the dealer; 4 
• If the dealer shall move the premises specified in the agreement to 8 

any new or different place, or establish or use any additional place of 
business without the prior written consent of the Company; 

• If the dealer without the prior consent of the Company shall distribute 5 
new motor vehicles that compete with the vehicles of the Company; 

• Failure by the dealer to take delivery of the Company's products; 3 
• If the dealer fails to achieve the performance requirements described 5 

in the agreement. However, this applies only if the Company has given 
the dealer prior written notice of its dissatisfaction on 2 occasions; 

• If the dealer engages in any activity or business which is likely to 4 
affect the goodname, reputation or image of the Company. 

-

Termination by the Dealer 

- The dealer shall have the right to terminate the agreement at any time -
upon the occurrence of any of the following events: 

• the liquidation of the Company; 6 
• the making of any arrangements with creditors, the appointment of 6 

a Receiver or the bankruptcy of the Company; 
• the Company, after warning, persists in or repeats any breach of the 4 

agreement. 



- The dealer shall have the right to terminate the agreement, in any of 
the following circumstances, provided that it has given notice: 

• failure of the Company to provide a reasonable supply of replacement 1 
parts and technical services except for reasons outside its control; 

• failure of the Company to provide sufficient numbers of vehicles; I 
• failure to pay bonuses, warranty claims and other monies; 2 
• without cause. 1 

Consequences of Termination 

- All monies owing to the Company shall become due and payable by 8 
the dealer immediately without any deduction or set-off 

- The dealer shall immediately remove at the dealer's own expense 12 
all signs, stationery or other materials bearing any of the trademarks and 
tradenames 

- The dealer shall immediately discontinue all use of the trademarks and 12 
tradenames 

- The dealer shall immediately return to the Company all advertising 10 
and promotional materials and l iterature and all technical materials 
manuals supplied by the Company 

- The Company may cancel any orders for products not delivered to the 10 
dealer 

- For any orders undelivered which the Company agrees to fulfil, 7 
the dealer shall secure all payments in such manner as the Company 
requires 

- The dealer shaJl refer any customer seeking warranty work or any 2 
unfinished warranty work to another authorised dealer selected by the 
company 

- The Company may agree to purchase from the dealer any unused, unsold 11 
and undamaged products 

- In the event that the Company agrees to purchase any product, it shall 10 
purchase them at the lesser of the actual cost of purchase by the dealer 
from the Company 

- The Company shall collect all vehicles on consignment 2 
- The Company can enter the dealer's premises within or outside normal 5 

business hours 

Arbitration 

- Any difference arising between the parties in relation to the matters 1 
contained in the agreement shall be referred to arbitration by an Arbitrator 
who sha11 be appointed by the President of the SMMT 

- ... Arbitrator appointed either by the President of the SMMT or the 2 
President of the RMI 

- ... Arbitrator appointed by the President of The Law Society 1 
- ... under the Arbitration Rules of the Chartered Insti tute of Arbitrators 1 

■ 



Section 3: Obligations of the Manufacturer Towards the Dealer 

Assistance Provided by the Manufacturer Frequency of events 

- The Company will provide systematic expert advice to the dealer 4 
by making available field service and specialist personnel regarding 
management, service, parts advice 

- The Company will hold training courses and seminars on relevant 5 
subjects and make available for this purpose trainers, training media, 
training methods and facilities 

- The Company will make available to the dealer in dealership and 4 
self-study programmes as well as documentation on relevant subjects 

- The Company will advise the dealer to the extent possible in questions 3 
of investment, especially with respect to design, layout, equipment and 
maintenance of premises. 

- The Company will supply or recommend systems and programmes for 7 

planning business activities as well as Company standardised programmes, 
own programmes for an efficient administration and stock control and 
further technical and organisational business material on relevant subjects 

- The Company will assist the dealer by means of direct marketing 8 
techniques, national advertising, sales promotion, public relations and 
publicity activities 

- The Company will assist the dealer by providing advice in relation to 4 
the dealer's local advertising activities 

- The Company will contribute by means of organisation and sales 2 
promotion to an efficient conduct of the dealer's used vehicle business 

- The Company will provide the dealer with technical literature 10 

■ 
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APPENDIX 4 

DEALER ASSESSMENT TABLE 
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Manufacturer 1 Manufacturer 2 Manufacturer 3 Manufacturer 4 Manufacturer S Manufaelurer 6 

1 The Dealership 

People 

* * * * A nominated Dealer Princioal for the individual site 
* * * 

Each manae:er has a conv of his own iob description 

All staff are smartly attired, appropriate to the job • * * • 
function 

All company seminars t'o be attended by the • * 
aoorooriate staff 

An updated staff llsting to be provided to the * * 
Business Manager twice a year or at such intervals as 
r4!!ffllired bv the comoanv 

Customer Care responsibility to be assigned to a * * 
senior executive 

* * * * * * 
Customer satisfaction obiectives met at all times 

* 
Adeauate clerical staff emoloved 

Systems/Procedures 

* * * • * * 
Comoosite information submitted to the comoanv • * 
Monthlv inout 

Written consent provided to the company to gain * 
access to the comoosite 

* * * * * •Use of comoanv's comorate stationerv 

Communication terminal installed, capable of * * * * • * 
communicatin2 with the comoanv <DCS terminals) 

Accounting system providing management accounts * * * * * * 
bv deoartment 

Annual audited accounts sent to the business * * * * • • 
manaszement deoartment 
PartidpaHon of the dealer accountant in annual * 
conferences and other development prol?J'ammes 

An annual, calendarised budget/business plan for • • * 
each deoartment 

.General meeting of all staff at least once a vear 



Training needs assessed and construction and 
comoletion of a trainim? olan for each mana2er 
A nominated customer relations contact registered 
with the comoanv's customer relations deoartment 
A suitable representative attending all company's 
seminal'II. meetincm. conferences 
A monthly meeting covering DOS and DCI n.-sults 
when oubllshed with manai:rers and staff 
Comollancc with J_.islation. i.e. Health and Safotv 
Vehicle prices must show on-�road charges and 
statutorv fuel consumotion must be disolaved 
Marketin2 olan to be oroduced for the vear 

Facilities 

Entrv to dealenhio well defined 
Customer narkin2 well defined 
Internal and external directional sisma2e 
Housekeeping of the interior and the exterior to a 
hi2.hslevel 

Internal and external decor maintained to a hi2h level 
Washroom facilities available for customer use 
A business centre available with fax, telephone and 
ohotocooier for customer use 
A customer waiting lounge area including 
refreshments facilities ma2azines. 'IV and video 
An adequate staff room provided including washing 
facilities 
The opening hours for all departments dearly 
disolaved 
Minimum of 60 hours l'lf!r week 

Manufacturer 1 
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* 

• 
• 
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• 
• 
• 

• 
• 
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• 
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Manufacturer 4 
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Manufacturer 6 
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* 

* 

* 
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2 The Sales Department 

People 

Individual tamets set for volumes and orofit 
Individual obiectives for CSI 
Individual obiectives for accessories 
Individual oerformance monitored re2ularlv 
A salesman incentive scheme 
Individual finance and Insurance obiectives 
Sufficient sales staff emoloved 

Sales staff must attend the comoany's traininll: courses 

Systems/Procedures 

Provision of sales forecasts and registration data to 
the business deoartment as rcouired 
A showroom activitv control system in place -
vehicle ageing by model for both �ew and used 
vehicles 
A stock tum chart is completed on a monthly basis for 
new and used vehicles 
Completion of daily operating controls submitted to 
the dealer orincioal 
Entering of orders for production by the due date in 
line with the reauired schedule 
All vehicles supplied to retail and fleet customers 
followim? the comr,anv's hand-over orocedure 
Dealers must conduct daily sales meeting to discuss 
the orevious day's activities 
All sales staff to attend monthly meetings to discuss 
oerformance al!ainst sales olan and bud2et 
comr,anv 
A company's approved new and used extended 
warrantv orol?ramme 
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Manufacturer 1 Manufacturer 2 Manufacturer 3 Manufacturer 4 Manufacturer S Manufacturer 6 

Prospecting 

An approved customer prospect system, with * * * * * * 
evidence of continuous use 

* * * * * * A customer follow-uo svstem 

Fad.lilies 
* * * * * •New vehicles must be showroom PDI oreoared 

Used vehicles displayed without obstructing viewing • 
into the showroom 
New vehicles must not be displayed with used * * * * * * 
vehicles 

Marketing Activities 

New vehicle advertising/promotional activity to be * • * * * * commensurate with sales volume*&: equal to 1%+ of 
the retail value of new vehicle sales turnover 
The company's partnership advertising programme is * 
incremental to dealers' own activitv 

* * * * * * New vehicle marketin2 orouamme 
* At least. one maior nromotion to be imnlemented 

A minimum of two promotions and one off-site • 
loromotion aMuallv 
At least two corporate direct mail programmes in the * * 
DAR 
Sufficient showroom promotional literature held in * • • * • * 
stock and disnlaved nrominentlv 
Monitor sales and advertising effectiveness for new * * * 
and used cars bv IN!Oeraohical location in the DAR 

* •Conies of all advertisements are retained 
The company's advertising code of practice Is adhered . . * 
to at all times 
All sales persons to be provided with menu pricing . • 
for company's accessories including fitting 

I ■ 
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Manufacturer l Manufacturer 2 Manufacturer 3 Manufacturer 4 Manufacturer 5 Manufacturer 6 

A number of demonstrators vehicles based upon the * * * • * * 
territorv olannin2: volume obiective 

* The ue of these units must not exceed 180 davs 
Demonstrators to be available, clean, serviced and * * * * * * 
fuelled ready for use 

* * Demonstrator log for each vehicle 
Advertise�ents devaluing or demeaning the product • • • • * • 
cannot be placed ..Advertisin2 outside the DAR not allowed . 
3 The Service Deparbnent 

People 

1 Annual budget prepared by manager, agreed with * * • * • • 
dealer t1rincioal and oerformance monitored 
Service objectives, performance and promotional * 
activities discussed at monthly meetings 

* * • * • * Aooroorlatelv staffed 
Personnel required to attend the company's training • * * * * • 
courses 

Systems/Procedures 

To submit Service statistical information to the * * * • * * 
company at reaulred intervals 
All cars are road tested after completion of work and * * •1°" are quality checked by the service manager. 
Results recorded in a quality c:ontrol 102 
A complaint procedure is in place including a * • * * * * complaint log available for inspection by the business 
mana2er 

All vehicle interiors protected by company's * • * * 
approved protection products 
AH cars washed before returning to the customer 

•To complete daily operating controls 
Service and warranty policies/ procedures kept up-to- * • • • * 
date 

I I  
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Manufacturer 1 Manufacturer 2 Manufacturer 3 Manufacturer 4 Manufacturer S Manufacturer 6 

Company's PDI and Service check sheets to be used 
Customers to be notified of recall and service 
campaign work that affects their vehicle. A recall 
register to be maintained to monitor progress 
Service/ repair lead times for workshop bookings not • 
to exceed five days, three days preferred • * Two+ oorporate direct mail programmes in the DAR 
Sufficient showroom promotional literature must be . * • . • • 
held in stock & prominently displayed 
Pictorially monitor sales & advertising effectiveness 
for new &; used vehlcles by geographical location 
within the DAR 

* •Copies of all dealership advertisements retained 
Company's advertising oode of practice adhered to at * • •all times 
All sales staff to be provided with menu pricing for 

. •company's accessories including fitting 
Dealers must, as a minimum, have available a number 
of demonstrator vehicles based on their new vehlcle * * * • * * territory planning volume objective 

* The age of these units must not exceed 180 days 
Demonstrators must be available, dean, serviced & * . . . • •fuelled ready for use 

* •Demonstrator log for each vehicle 
Do not place discount/ distress advertisements which * • • • • •devalue or demean the product •Do not place advertising outside the DAR 

f---------

An approved workshop booking system must be 
used, providing immediate details of "hours * available"s&; Hunsold hours" for each day 
Reoommended service prospecting &; customer follow * * * * * • up systems must be used 
Systems that record individual vehicle service * • • • * •histories &; customer information must be maintained 

* • • * • * Courtesy cars must be available for service customers 



• • 

• • 

• • 

Dealers must inform customers in writing when non-
company parts are used 
Dealers warranty labour rate for the year set at the 
beginning of the year 

Facilities 

Clean waiting area wi th customer telephone must be 
provided 
Workshop with not less than the recommended 
number of workbays 
Tools &: equipment must meet required standards 
Layout of the service department should promote 
efficientn&: safe working practices 
Storage areas must be available for large workshop 
equipment, packagingn&: waste materials 
The authorised body repair centre is using one of the 
approved company paint schemes 
Workshop eauiooed to current listing 
Collection/ deliverv service required 
Service cars 
Drop.off service 
Pager service 

Marketing Activities 

Company's menu pricing band is located in a 
prominent location &: is updated 
Labour sales targets are agreed between dealer 
principal and the service manager 
Incentive structure for achievement of targets 
Seasonal service promotion &: advertising schedule is 
carried out when reQuired bv the company 
At least two major service promotional events or 
direct mail programmes must be implemented 

Manufacturer 1 
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4 The Parts Department 

People 

Parts manager has responsibility for the preparation 
&: monitoring against budget of parts &: accessory 
sales &: gross profit 
Dealers with a parts turnover in excess of £150K p.a. 
must employ a full-time parts manager/supervisor 
Staffing levels for the parts department must be 
agreed with the company's parts zone manager 
Parts staff attend the company's training courses 

Systems/Procedures 

Parts department profitability and budget must be 
monitored and reported on a monthly basis 
A parts/stock control system must be in operations&: 
be monitored &: reported on a monthly basis 
Daily, weekly &: monthly sales reports with stock 
level, profit/losss&: margins b�les type required 
Manager/ supervisor responsible for achievement of 
deparbnental sales tanrets on a monthly basis 
Manager/ supervisor responsible for recording lost 
sales &: producing stock agein_g_reports 
Implementation of weekly deparbnental meetings 
Completing daily operating controls on a daily basis 
Trade discount structure must be operated &: 
promoted to existing &: ootential customers 
Parts delivery service operated/ supported by a sales 
representative if ootential business is available 
Installed an approved parts prospecting system, 
customer records &: a trade sales Derformance svstem 

Facilities 

Office for parts manager/ after sales manager 

Manufacturer 1 
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Manufacturer 1 Manufaclurer 2 Manufacturer 3 Manufacturer 4 Manufacturer 5 Manufacturer 6 

An adequate goods inwards area, suitable to store .. * * * * * parts awaitine: fitting/supply 
Parts department must be secure & .ln•line with the 

* * * * * •company's reauirements 
Each point--of--sale must have an approved microfiche 

* • *svstem plus the latest parts catalo211e 
Separate workshop, retail &t trade counters of 

* * * * * *sufficient size 

Marketing Activities 

Menu pricing information distributed to all customer- • • * * • *fadne: staff (including service & parts) 
Promotional budget allocated to a value of 0.5%+ of 

*total parts/ accessories turnover oer annum 
Dealers must participate in all company's parts 
marketing programmes including national, regional, 

* * * * * *local initiatives &t product launches 
Sales targets and Incentive structure agreed for all *parts staff 
Preparation and presentation of quarterly marketing 

*plans to the business manager 

Parts Stock Policy 

Parts numbers must be kept in stock & regularly 
*reviewed 

Parts obsolescence policy including disposal 
supported by dealer principal & evidence of • • • * * •implementation 
Parts customers must be offered payment options 
other than cash or cheque eg Visa/Mastercard, •Switch/Delta or Transax 

* *Total inventory checked once a year 
Sufficient stock level according to company's 

* * * * * *requirements 
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Questionnaire of the field survey 

Training 

Ql. Is any of the training provided by the manufacturer compulsory? Yes D No D 
No but training incentives D 

if "No" or "No but.-", go to QS 

Q2. Is there a minimum number of days attendance per person each year required? 
Yes D No D 

if "No", go to Q4 

Q3. If yes, how many days of attendance each year per person are required? 
______ days for service personnel 
______.days for parts personnel 
______ days for sales people 
______ days for management 

Q4. How many people from which area/department attend manufacturer's training annually? 

Sales Department 
Service Department 
Parts Department 
Administration Department 
Other (please specify) and then, go to QS 

QS. If manufacturer 's training is not compulsory, even so do you use it sometimes? 
Yes D No D 

If "No", go to QS, Q9, Qll and then the next section 

Q6. If yes, which of the manufacturer 's training courses do you attend ('lick where 
appl icable)? 

Technical training courses □ 
Sales training courses □ 
Management/financial training courses □ 

Q7. The incentives for using manufacturer 's training are (lick where applicable): 

None at all □ 
Use of training levy which □ 
is charged regardless of take-up 
Bonus payments for training users □ 
Other incentive (please state) □ ----

■ Q8. Do you use non-manufacturer training, namely outside consultants/agencies? 
Yes D No D 

If "No", go to Qll 



If "No", go to Q20 

Q9. If yes, could you please state the names of the main outside organisations used:._______ 

QlO. Approximatively, what percentage of training is provided by these outside 
consultants/agencies, as opposed to training provided by the manufacturer for: 

- Technical t raining: ___ % by external consultants 

- Management training: 
- Sales training: % by external consultants 

% by external consultants 

Qll. Does your dealership have its own training staff employees which it uses for in
Company training? 

Yes □ Not□ 

Q12. Is manufacturer's training {lick where �licable): 

at dealer 's expense LJ 
at manufacturer 's expense D 
shared between the two D 

Q13. Could you please score the quality of training provided by the manufacturer; 10 is 
excellent and zero is very poor: ____ 

Q14. Could you please ring the words which best describe the importance of training provided 
by the manufacturer: 

Not very Moderately Important Crucial 
important important 

QlS. What happens to dealers l ike yourselves if you do not regularly send your  staff to the 
manufacturer 's training programmes? 

Dealer assessment 

Q16. Is your dealership formally assessed by the manufac turer? Yes D Not□ 

■ 
Q17. If yes, what areas/departments are 

The Sales Department 

111e Service Workshop 

Parts sales 

Vehicle stock levels 

Parts stock levels 

Customer satisfaction 

assessed (lick where applicable)? 

□
□
□
□
□
□ 



Showroom □ 
Local advertising □ 
Training □ 
Demonstrators □ 
Bodyshop □ 
Opening hours □ 

Other (please specify) ____________ □ 

Q18. How often is your dealership assessed?(lick where applicable) 

Monthly Quarterly 3x/year 2x/ year Annually Continuously 

The Sales Department 
The Service Workshop 
Parts sales 
Vehicle stock levels 
Parts stock levels 
Customer satisfaction 
Showroom 
Local advertising 
Training 
Demonstrators 
Bodyshop 
Opening hours 
Other (please specify) 

Q19. Who carries out the assessment (job title)? ___________ 

Q20. Does the manufacturer use mystery shoppers? Yes D No □ 

Q21. In the event the dealership does not meet the minimum standards required, what are the 
results in terms of action to be taken (you may need to tick more than one box): 

Non allocation of D 
bonuses(or similar cash 
consequence) 
Warnings by manufact. D 
Persuasion by manufact.D 
representatives 
Could lose franchise D 
Other (please state) D■ 



Disputes 

If "No", go to Q26 

Q22. Have you, in the last year, had some serious d ispute with the manufacturer? 
Yes O No 0 

Q23. If yes, what were the reasons of the disputes? _t_________________ _ 

Q24. Has (ve) the dispute (s) been solved? YestO Not□ 

If yes, how?______________________________ __ _ 

Q25. Did you receive any help from the R!vU/dealer council? Yest□ Not□ 

Dealer agreement 

Q26. Do you believe that the dealer agreement is Click the appropriate box): 

□ 
weighted 
weighted slightly in favour of the manufacturer 

very much in favour of the manufacturer □ 

a balanced document 

weighted very much in favour of the dealer □ 
weighted slightly in favour of the dealer □

□ 

Q27. 
dealer agreement? 

Have you ever had any disputes with Lhe manufacturer about any of the 
No D 

terms of the 
Yes D 

Q28. If yes, which ones?____________________________ _ 

Q29. How many times in a year do you look at it or any part of i t? _________t __ _ 

■ 

__t



Assistance provided 

Q30. What categories of assistance are provided by your manufacturer (tick where 
applicable): 

(delete) Dai ly  Weekly Monthly Less than When 
monthly required 

- advice from technical personnel Yes/No D □ □ □ □ 
- "hands on" technical assistance Yes/No D □ □ □ □ 
- expert advice (about investment, & design, 

equipment and maintenance of premises) Yes/No D □ □ □ □ 
- supply or recommendation of IT systems Yes/No D □ □ □ □ 
direct marketing, sales promotion, PR, Yes/No D □ □ □ □ 

publicity 

- advice regarding local advertising Yes/No D □ □ □ □ 
- assistance in terms of a used car program. Yes/No D □ □ □ □ 
- market research surveys Yes/No D □ □ □ □ 

Q31. Please score the quality of each type of assistance provided by your manufacturer; 10 is 
excellent and zero is very poor: 

- advice from technical personnel □ 
- "hands on" technical assistance □ 
- expert advice (about investment, & design, layout □ 

equipment and maintenance of premises) 

- supply or recommendation of IT systems □ 
- direct marketing, sales promotion, PR, publicity □ 
- advice regarding local advertising □ 
- assistance in terms of a used car programme □ 
- market research surveys □ 

Q32. Please tick the box which best describes the importance of each type of assistance 
provided by your manufacturer: 

Not very Moderately Important Crucial 
important important 

- advice from technical personnel □ □ □ □ 
- "hands on " technical assistance □ □ □ □ 
- expert advice (about investment , □ □ □ □ 
& design, layout, equipt. of premises) 

- supply or recommendation of IT systems □ □ □ □ 
- direct marketing, sales promotio, PR, □ □ □ □ 
publicity 

- advice regarding local advertising □ □ □ □ 
- assistance in terms of a used car progr. □ □ □ □ 
- market research surveys □ □ □ □ 

■ 
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Communication 

Q33. Which people (approx. job titles) in the manufacturer 's organisation does your company 
mainly liaise with by personal contact (visits): 

Titles Number of times personally contacted 
Once/week x times/week Once/month x times/month Once/year x times/year 

1. 

2. 

3 .  

4. 

Q34. Which people in the manufacturer 's organisation does your company liaise with by 
phone: 

Titles Number of times contacted by phone 

1.  
Once/day x times/day Once/week X times/week Once/ month x times/month 

2.  

3.  

4. 

Q35 . Does the manufacturer use E-mail to contact tl1e dealership? Yes D 
l fyes,what 
for? 

Q36. Does the manufacturer use satellite TV to contact you? Yesr□ 

No D 

Nor□ 
If yes, what for? ______________________________ 

Q37. Does the manufacturer use a FAX to contact you? Yesr□ Nor□ 
If yes,what 

for? ------------------------------

• Q38. What are your routine communications with the manufacturer: 

Nature of link (computer, Fax, order Daily Weekly Monthly 
forms, verbal . . .etc) 

-Parts sales 
-Parts ordering 
- Vehicle sales 
- Vehicle ordering 
- Workshop sales 
- Warranty work 



-Hire purchase sales 
(vehicle funding) 

-Used vehicle sales 
-Used vehicle acquisitions 
-Others (please specify) 

Q39. Do some of the manufacturer personnel have friendly social contact with yourself or 
people in your dealership? Yes D No D Had in the past if not D 

currently 
Q40. If yes, approx job titles: _______________ 

Q41. How was your choice of IT equipment made? 

dealer 's choice □ 
manufacturer specified totally □ 
manufacturer required compatibil ity but otherwise dealer 's choice □ 
specified by dealer chain HQ (for large dealer groups) □ 

Identification questions 

Q42. Could you please indicate the type of dealership you operate: 
- is it an independent dealership D 
- is it a dealership which is part of a dealer group/chain D 

Q43. In which county of  the UK is  your dealership located: 

County ______ _ 

Q44. a )Which manufacturer 's vehicles are sold from your own outlet? __________ _ 

b) Which manufacturers supply your dealership( if a group) as a whole? ________ 

Q4S. How many years have you been operating this franchise? _____________ _ 

Thank you very much for your help. 

■ 
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Covering Letter 

8th February 1994 

Dear Sir, 

A study of Dealer-Manufacturer Interaction 

Please would you take a little time to complete this questionnaire on 
behalf of the University of Luton. The purpose is to summarise important 
aspects of the way in which Motor Industry dealers interact with their 
suppliers. 

The questionnaire is confidential, of course, and no readers will be able to 
disentangle your individual response from the aggregated analysis. The 
research is purely academic, leading to a PhD and forming part of an 
extensive study of the relationships within marketing channels. 

The study has the full support of Company X Ltd., and more particularly 
Mr. Xr-Network Planning Manager. 

Would you please complete the enclosed questionnaire and return it in the 
pre-paid envelope provided by Wednesday 23rd February 1994 at the 
latest. 

Thanks for your co-operation. 

Your sincerely, 

Marie-Raphaele Petit Rafer 
Researcher 

P.S.: If you would like to receive a summary of the analysed data, please 
tick this box, and write your name and address: 

Name: 

Address: 

-
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Follow-up Letter 

4th March 1994 

Dear Sir, 

A study of Dealer-Manufacturer Interaction 

About four weeks ago I wrote to you regarding a study of Dealer
Manufacturer Interaction carried out by the University of Luton. 

According to our records we have not yet received the completed
questionnaire from your own organisation. I am enclosing a copy of both 
the questionnaire and the initial covering letter in case these have been 
misplaced. 

Can I encourage you to take a few minutes to complete and return the 
questionnaire; the information will be very useful to us when aggregated 
over all the businesses we have contacted. 

I would emphasise again that all information received will be treated in 
the strictest confidence and used for academic purposes only. 

I look forward to receiving your completed questionnairee, using the pre
paid envelope provided by Tuesday 15th March 1994 at the latest. 
Thanks for your cooperation. 

Your sincerely, 

■ 
Marie-Raphaele Petit Rafer 
Researcher 
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Semi-structured interviews: 'Expansion and explanations of 
certain issues covered in the field survey questionnaire' 

Training 

l} According to dealers, the proportion of technical as opposed to non
technical training provided by all the manufacturers studied is equal. This 
finding contradicts my chapter on 'Training Analysis' emphasising a 
higher provision of technical training courses offered to the dealers. How 
do you explain this discrepancy between 'reality' and dealers' 
perceptions? 

2 )  Also, how do you explain that, within a same network, dealers have not 
the same perception of the compulsory aspect of training? 

3} According to dealers, the dealers belonging to Japanese networks are 
apparently less provided with both technical and non-technical training. 
How do you explain this trend? 

Conflict 

4} According to my results, conflict between manufacturers and dealers 
has no significant impact on the continuity in manufacturer-dealer 
relations. How do you explain that fact? 

5} Do you usually experience conflict more often with the dealer groups, 
as opposed to the independent dealers, or not? 

Manufacturer's support 

6} In terms of assistance provided to dealers, do you think that one 
manufacturer's support is approximately as good as another' s? Is there 
uniformity in the provisions of assistance? 

7} It was observed that the assistance provided to dealers has no effect on 
dealers' satisfaction with the franchise. What reasons, do you think, make 
the dealers stay in a particular franchise for many years? is it only because 
of straight commercial factors (i.e. manufacturers' market share}? 

Communication 

8 )  My survey showed that a quite highe% of dealers stressed the fact that 
they do not have any contact with either the District or the Zone 
Managers. Isn't it surprising? How do you explain this finding? 

What is exactly the purpose of these visits? Are they regular visits? What 
do manufacturers' representatives discuss about with the dealers? 

■ 



9) In terms of frequency levels of communication, do you treat the new 
dealers exactly in the same way than the "old dealers11? 

10)  Do you think that the power balance is influenced when 
manufacturers' representatives maintain friendly social contacts with the 
dealers? What are the consequences of that particular situation? 

Market shares 

11 )  Do you think that the manufacturers displaying high market shares 
experience conflict more often with their dealers than the manufacturers 
with low market shares? 

12) According to you, why are the dealers supplied by high market share 
manufacturers more satisfied with the training provisions and other 
assistances (in terms of quality), than the ones supplied by low market 
share manufacturers? 

■ 



APPENDIX 9 

SEMI-STRUCTURED INTERVIEWS: 

'Strategies adopted by the car manufacturers' 

■ 



Semi-structured interviews: Strategies adopted by the car 
manufacturers 

1- Network structure strategy 

- What is your current number of dealers? 

- Is your strategy to increase the number of dealers in the short or longer-
term? 
If yes, why? (advantages/benefits of such a strategy) 
Any particular criteria of new dealers' selection? 

- If your strategy is to decrease the number of dealers, what are the 
selection criteria for the ones you will keep? 
Why having chosen the 'rationalisation' strategy on either a short or 
longer-term basis? (advantages/benefits) 

- What are the consequences on power relationships for both cases? 

- What is your attitude towards the growth of the dealer groups(i. e. in the 
sense they would be able to develop their own marketing initiatives)? 
What is the Company's strategy in terms of the dealers belonging to 
chains distributing your products? (is there a limited number?) 

- What is your attitude towards multi-franchising? What is the Company's 
attitude towards the new regulation of the Block Exemption which now 
allows the dealers to possess and manage more easily multi-franchised 
outlet�? 
How do you plan to react towards this phenomenon? 

- Are you able to say anything about your Company's policy in relation to 
alternative distribution systems? 

2 - Pricing/sales strategy 

-Do you think that there will be an additional dealer margins cut in the 
short-term, initiated by the market leaders? If yes, are you prepared to 
follow them? 
If not, is your policy to move forward fixed handling fees? 
Don't you think that it could be a detrimental action for the dealers' 
profitability? 

- Do you have any actions/programmes in relation to dealers' 
profitability? 

■ 



- Can you tell me what your current policy is in relation to sales & selling 
systems (e.g. new sales systems, lean retailing procedures)? Are you 
introducing any changes? 

- What percentage of direct sales does the Company achieve, as a 
proportion of the total sales completed? 
Are dealers given a fee for processing direct deals negotiated by 
manufacturers? or bonus/ commission from PDI? 

3 - Aftersales strategy 

- What % of dealers' profit comes from aftersales: 
parts: % 
servicing activities: % 

as opposed to new car sales: % used cars: % 

- Higher technology_, vehicles more and more reliable_>so longer service 
intervals-_> less money for dealerse+ smaller margins--:;;,Where do dealers 
make money from and so, where do you make money from? 

- Are you making changes to aftersales systems (e. g. extension of 
warranty periods, simplifying warranty systems)? 

- How do you feel about the new clause in the revised Block Exemption 
stating that dealers are now legally allowed to use competing parts and 
accessories? Does this imply less manufacturer's control? Do you have any 
plan t? tackle that issue? 

4 - Ordering and supply strategy 

- Are you following a lean distribution approach or do you require the 
dealers to order a preselected ratio of model types? 

- Will lean production distribution, according to you, give more control to 
the dealers in ordering and selling decisions? 

- Are you planning any changes in either the paperwork or the systems for 
ordering? 

5 - Marketing/Sales promotions strategy 

- What is your current and future policy to support your dealers, and so 
improve customer retention levels, in terms of: 

advertising? 

-



direct mail? for used cars and new car sales 

point of sale? 

brochures? 

- How do you feel about the fact that, with the revised Block Exemption, 
the dealers are allowed to prospect outside their designated territory? 
What are the consequences in terms of dealers' control and balance of 
power? 

6 - Monitoring/control strategy 

- What are your current dealer assessment procedures? 

- Are you planning to introduce any change in these procedures? 

- What are your 'Top Priorities' in this matter? (e.g. corporate ID 
standards, CSI programmes) 

7- Partnership 

- What actions/programmes are you setting up to establish and maintain 
a 'true' partnership with the dealers? 

- What are your 'Top Priorities' in this matter? 

NB: The interview with the trade association's representative covered the 
same areas; however, the questions were adapted to his particular role 
within the channel of distribution. 

■ 
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