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The Obsolescence of Sales Events

For used vehicles, sales events are largely a function of a bygone era, when shoppers had little

transparency into vehicle prices or values without entering the store. The purpose was to use a sampling of
low-price/high-value demonstrations to generate urgency in shoppers who are thinking about buying

a vehicle and store preference for those who are definitely in-market for a vehicle. Today, shoppers

have access to market pricing on millions of vehicles and enough information about many of them to
formulate initial value estimates.

New-vehicle sales at the dealer level are quickly losing their impact, and coming changes will further
erode their effectiveness. Information transparency regarding vehicles, prices, and interest rates is
leading to the obsolescence of dealer specific sales events. This is not unique to the automobile
industry. Other durable goods industries are already responding to the changes in consumer behavior
brought on by readily available market information. Auto dealers must do the same.

More and more dealers are turning their used-vehicle inventory in less than 45 day, and many in less
than 30. Keeping new-vehicle inventories to less than 60-days supply has become a priority for many
manufacturers as well. When every shopper has 24/7 access to information in a competitive market
place, the job of blowing out inventory is constant, and the blowout sales event becomes obsolete.

History of Sales Events

Prior to television, newspaper advertising gave dealers an opportunity to show a sprinkling of their
inventory with attractive pricing, valuet, or discount information. Because consumers lacked access to
other pricing information without entering the store, their only method of comparing price was to
compare one dealer's print ad to another. Because very little information was available about the
vehicle, comparing value was difficult. This often drove a race to the bottom for pricing among the few
vehicles posted. Dealers often advertised their most stripped-down vehicles as loss leaders in order to
generate a favorable perception of value across the store's entire inventory during the sales event.

Another approach was to offer discount information. Since the consumer could not compare the price
to other relevant vehicles, giving them a new price relative to a previous price gave a sense of enhanced
value. This has always been the most effective method of promoting sales with TV or radio advertising.
The shopper cannot listen to two dealers' messages at the same time, so there is little ability to compare

! The word "value" has many definitions. Throughout this paper value is defined as benefits divided by price.



prices by means of radio. Comparing the sale price to the old price, MSRP, or retail book value remains a
favored way of using TV or radio to generate a perception of unusually high value.

Television took sales events to a new level. Newspaper advertising has always been an

effective means

of traffic-now advertising. Shoppers generally don't look at the ads unless they are thinking about

buying a vehicle. When they are in market, they may purchase a paper for the sole purpose of obtaining
the auto ads. Television, on the other hand, was interruption advertising at its finest. It was far more
intrusive than radio, but an expensive means of gaining frequency. For nearly 50 years, the dominate
approach to dealership advertising was a sales event announced via television, supported with
frequency through radio, and demonstrated with value demonstrations in the newspaper.

Prior to the internet, newspapers dominated many dealer budgets because it was the only traffic-now
advertising available. When consumers were serious about buying a vehicle, they knew to look in the

local paper for available pricing. Many consumers who did not subscribe to the paper would buy one

just for the car advertisements. This still happens today, although to a lesser extent. Combining
interruption advertising with a sales event became an alternative to newspaper. As the newspaper

industry consolidated, the only thing keeping newspaper advertising rates in check was the combination of
sales events with radio and television. Linking the newspaper to the event made it more effective and a
rational media blend.

Price discrimination, the act of offering the same thing to different people at different prices, had a
great deal to do with the success of sales events. Shoppers had to either negotiate their way into a good
deal or wait until what they wanted could be purchased at the sales price. Some shoppers like price
discrimination. It allows them to feel as though they received a price that was better than what others
received. Some people hate price discrimination. They worry whether they will pay too much for what
they receive and some simply have a strong distaste for the negotiating process. For this latter group, the
opportunity to buy at a sales price was at least a partial relief. However, the practice of bait-and- switch
advertising often caused these half-glass-full shoppers to doubt all dealers' advertising.

Price discrimination is natural. The only real antidote for it is perfect information. If both the buyer and
the seller have complete and perfect market information, then the range of transaction prices for
identical or very similar products becomes very small. The internet brought vast improvements in
information transparency to all parties. Those improvements continue to get better and better each

year. The impact has been nearly ubiquitous. Those shoppers who like the benefits of negotiating price,
either real or perceived, seek information from the internet in order to better perform in those
negotiations. Those who don't like negotiating can search for adequate pricing online. For the latter
group, those vehicles not posted with competitive pricing online are simply not considered.
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If shoppers have transparency into the competitive pricing of a sufficient number of vehicles at any
time, then the benefit of responding to a sales event are greatly diminished. If the sales prices are not
lower than competing offerings, then there is no urgency. If the sales prices are lower than competing
offerings, then those prices can be clearly seen online when shopping for the specific vehicle desired. In
other words, the promise of a store-wide sale offers no urgency to shoppers who can see competitive
pricing at the individual vehicle level at any time.

Some of the most successful sales in the 1970s were tied to membership programs, such as credit union
sales. Today, a variety of membership programs offer pre-negotiated pricing from select dealers on an
ongoing basis. A Costco, Sam's Club, or BJ's member can receive the pre-negotiated price any time of

the year. Before shedding a tear for the good old days when membership sales brought a sense of
urgency to reluctant buyers, we need to remember that everyday low pricing breeds confidence into
shoppers who might otherwise fear that a subsequent sale will occur, causing remorse.

So what is a store to do if it needs to suddenly shed unwanted inventory? With used vehicles, dealers can
discount individual units to the degree desired with absolute knowledge of how those sale prices
stack up to the competition. There is no need to spend money on interruption advertising to announce



the sale. Shoppers looking for the vehicle in online listings will immediately recognize that the vehicle is
aggressively priced.

Value Parity

It has long been said that each used vehicle is unique. To some degree, that is true. However, a

multitude of vehicles may be of equivalent value. Information transparency has provided many shoppers
with a consideration set of used vehicles that, while unique, offer value parity. Increasingly, information
transparency is causing a more direct relationship between prices and benefits. The graph below
demonstrates a set of vehicles that are unique and have correspondingly unique prices. The resulting
values are equivalent. This value parity puts greater pressure on dealers to enhance preference for their
vehicles as well as preference for the store.
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There is a difference between putting individual products on sale and having sales events. Online listings
services allow dealers to put any vehicle on sale at any time. Price changes on individual vehicles are
becoming systematic with the help of software tools. Sales events, on the other hand, still require
expensive interruption advertising. The effectiveness and efficiency of that advertising has diminished
with the use of TiVo, Netflix, HBO, DVDs, iPods, and satellite radio. The decline of interruption
advertising combined with the advent of online services allowing any dealer to promote any vehicle at a
sale price at any time has greatly diminished the importance of sales events to both buyers and sellers.



New Vehicles

Both online listings and leads service have contributed to the declining importance of new-vehicle sales
events. Online listings may one day begin to eclipse both sales events and leads services, but there are
some improvements that need to be made before that will happen. Currently, far fewer shoppers
perform inventory searches for new vehicles compared to used. To be fair, there are at least three times
as many used-vehicle buyers, but this only partially explains the difference. Many dealers do not
currently post offer prices for new vehicles. Some assume MSRP is sufficient to drive traffic with the
traditional negotiating occurring in the store.

On some sites, it is difficult to know whether the price listed is the offer price or MSRP. This will change
as listings sites provide multiple prices in order to demonstrate the discount. One of the next major
changes in automotive advertising will be the way new vehicles are priced and displayed online. Listing
services focused on new vehicles may look a bit different than used-vehicle listings do today but the
result will be the same, greater real-time transparency resulting in diminished importance for sales
events.

Leads services like AutoUSA, Dealix, Autobytel, and Cars.com's NewLeadsPlus present an interim
alternative to sales events. Leads services have been maligned as a poor consumer experience.

However, millions of shoppers are choosing to submit multiple sales leads rather than enter a store with
insufficient information. Stores may grumble because the leads are not unique. However, the
competitive nature of the marketplace is exactly what many shoppers want, and they are buying
vehicles. Dealers not choosing to participate in the competitive market place are finding themselves out
of the consideration sets of an increasing number of shoppers.

Manufacturer led sales events will not end. Manufacturers will still pressure their dealers to comply with
manufacturer publicized sales. If the manufacturer's network of dealers holds 120-days supply of a given
model, it may be more cost effective to publicize a sales event with interruption advertising, cash on the
hood, and/or subvented financing than it would be to cut production or delay the introduction of a new
model.

Manufacturers have no mechanism for setting the transaction price of individual vehicles. If
manufacturers could sell vehicles directly, they could use their own pricing to drive down the
transaction prices — and margins — of their franchised dealers. This is one reason why manufacturers are
not afforded this privilege. Better transparency of new-vehicle offer prices represents a new tool for
dealers but manufacturers are shut out from this form of advertising. Therefore, it is expected that
manufacturers will continue to instigate sales events for years to come.



Consumer Shopping Habits

Shoppers are already changing their shopping habits for other durable goods. Shopping online allows
the consumer to compare market pricing in a matter of seconds. Retailers like Amazon.com, Home
Depot, and Walmart are not limited to a single brand of electronics or appliances. Shoppers can
compare prices online. Increasingly, these retailers are expanding their online offerings far beyond what
is offered in the stores in order to become a more complete marketplace. 2 In the auto industry,
shopping sites like AutoTrader.com, Cars.com, eBay.com, kbb.com, and others exist to provide a similar
shopping experience with competing offers from various brands and retailers.

Many consumers have expanded their radius of dealers for consideration. If the right vehicle at the right
price can be found online, it may be worth traveling further for than sales events were. The majority of
used-vehicle searches on Cars.com and AutoTrader.com are greater than the default settings of 30 miles and
25 miles respectively. Most searches from rural markets are over 100 miles. Although the number of
franchised dealers has diminished in recent years, the number of dealers each dealer competes with has
increased. More importantly, the number of vehicles competing with each vehicle being offered has
skyrocketed.
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Even with fewer dealers, a larger shopping radius means
more competing dealers. As some remaining dealers
become larger, the resultis far more competition among
vehicles.

20n February 18, 2010, Walmart.com offered 111 different vacuum cleaners from 14 different brands. The site

also offered 91 refrigerators and freezers from 11 brands. Amazon.com offered 47 different vacuum cleaners from

12 brands. Homedepot.com offered 494 refrigerators and freezers from 15 brands. These retailers are not representing a
brand; they are making a market for competing products by aggregating offerings.



The Example

The success of CarMax contributes even more evidence that sales events are becoming obsolete.

Because CarMax eliminates price discrimination and carries a very large inventory of used vehicles, it
effectively makes a market for some shoppers. Anyone who is willing to believe that CarMax is simply a
conduit for a variety of wholesale outlets, applying a standardized and fair market-up to each vehicle,
can shop CarMax exclusively with the same level of confidence they might have shopping on
Walmart.com or Amazon.com. Clearly, this description applies to an insufficient number of shoppers.
Even mighty CarMax, whose policies and branding advertising fit the current market, finds that it must
also list its vehicles in competitive market places like AutoTrader.com and Cars.com.

The declining effectiveness of sales events is a huge blow to interruption advertising, particularly
television and radio advertising. Electronic media could be changed quickly and inexpensively, making it
ideal for sales events. Looking forward, television and radio should be reserved for branding. This has
always been what interruption advertising is best at. There are enough alternatives for efficiently
reaching in-market shoppers and driving traffic now to render sales events obsolete. The dealer's

pricing, demonstration of product, and mix of advertising must be ever present. Successful dealers will
abandon weekend sales events and match the continuous nature of modern auto shopping.

Dennis Galbraith is the owner of RevenueGuru.com and a leading expert in auto dealer marketing. He
can be reached at DennisGalbraith@gmail.com or 910-339-9700.
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Over 7,500 dealers use ContactAtOnce! to connect with customers through chat. The peak time for chat

is Monday-Friday afternoons. Many shoppers are looking at vehicles online while at work. They cannot

talk on the phone, but want the kind of live interaction that email simply does not provide. Chat is the

perfect solution for finding out which dealer to visit first, which is why dealers that add ContactAtOnce!
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AutoUSA%

America’s Best Source for Online Customers.

As America's Best Source of Online Customers, AuotUSA is committed to providing dealers with top
quality internet customers. Backed by AutoNation, America's largest automotive retailer, their success
is built on a combination of superior web-based technology and excellent customer service. They
deliver value because they think like a dealer. For more information, click the AutoUSA logo.
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LIVE MARKET VIEW

As buyers are empowered online with choice and information, old methods for stocking, appraising,
pricing and merchandising have become less effective every day. But many dealerships nationwide are
finding success with a new approach to these management functions. This approach ¢ Velocity
Management ¢ may vary in practice from dealer to dealer, but it begins with these basic principles.

1. Alive Market View trumps a historical view.
2. Used Inventory is a capital investment that returns more as it turns more.
3. The used vehicle department is the Internet department.

For more information, click the vAuto logo.
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