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CLOSING DEALERSHIPS WILL NOT HELP GM, 

BUT WILL HURT COMMUNITIES
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GM recently announced plans to close nearly 3,000 dealerships over the next 12 months.  While the move may sound impressive to pundits and policy makers, the simple truth is that arbitrarily slashing the dealer network will do nothing to help America’s ailing automakers because dealerships are not a cost center.  

Dealers are independent businesses which generate over 90% of all automobile manufacturer revenue and provide a vast distribution channel at virtually no cost to the manufacturer.  Dealers pay for vehicles and parts inventory before those items leave the factory, as well as paying for employee costs, facility costs (land, building, etc.) up to and including the manufacturer signs and brochures you see in the showroom.  The fact that dealerships are a no cost item for manufacturers is further supported by the numerous statements by GM executives that their cost structure remains the same whether they have 6,500 dealers or 3,500 dealers.  

It is an established fact that reducing dealers does nothing to reduce manufacturer costs; however it is clear that large dealer reductions will have a dramatic negative impact on a manufacturer’s revenue.  This only makes sense – the 3,000 dealerships GM is proposing to cut will no longer be buying cars or parts, which is the primary way an automobile manufacturer generates revenue.  Estimates indicate that GM would lose over $30 billion in revenue as a result of these dealership closures at a time when revenue is the key to GM’s survival.  Every GM and Chrysler dealership in the country has excess vehicle inventory, so any expectation that the surviving dealerships would buy additional vehicles is wishful thinking.  

In addition to the dramatic loss of revenue, without any corresponding decrease in expenses, these arbitrary dealership closings will result in the immediate loss of over 150,000 jobs. In this depressed automotive economy it is likely that few if any of the employees will be able to find a job in the remaining dealerships.  

Before you dismiss these facts as coming from a business man not willing to face market reality; let’s look at this from a taxpayer’s perspective.  We taxpayers should be asking the government task force to do two things:

· Make sure that the 18 billion dollars that we lent to GM and Chrysler is paid back as soon as possible, and

· Help assure GM and Chrysler can be viable companies going forward.

Make no mistake these massive dealer reduction plans are coming from the Auto Task Force.  GM and Chrysler’s viability plans contemplated that their dealer bodies would be reduced by the elimination of brands (Saturn, Hummer, Saab) and consolidation created by the market.  These plans reflect the companies understanding that dealer reduction does not impact cost and negatively impact revenue and hurts customer satisfaction.  The Automotive Task Force is reacting to advice from Wall Street consultants (the same people who perpetuated most of this economic mess in the first place) who have little idea about how the automotive business works.  

We taxpayers, whether we like it or not, are investing in these companies, and we need to seriously question a government sponsored business plan which; 

· doesn’t reduce costs 

· dramatically reduces revenue 

· puts 150,000 Americans out of a job 

· negatively impacts customers these companies desperately need to satisfy and retain by forcing them to drive long distances for service and sales assistance.  

In conclusion, the President stated that everyone associated with the domestic auto industry must make sacrifices.  Over 1,000 dealerships have closed in the past year and over 800 more may go out of business this year.  We are not asking for a bailout.  These dealerships closed as the result of market forces, and dealers as independent business people know and accept the will of the marketplace.  Dealers who are willing to put their money and future on the line to continue to buy GM and Chrysler products, pay employees and take care of customers should NOT be arbitrarily put out of business by a misguided government task force.  At the end of the day it will be automobile consumers, not the Auto Task Force or Wall Street investment bankers who will decide the fate of GM and Chrysler.  We need to focus on things that will help the domestic industry get their financial house in order so they can focus on building world class vehicles.  

Thank you for the opportunity to se the record straight.
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