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Business in focus:
The US automotive sector
COVID-19 has reshaped the sector and those
changes will be felt for some time to come
ince Carl Benz built the
first-ever automobile in
1885 - a one-cylinder,
one-seat, open-air motorised carriage
- the automotive space has been
through countless changes.
Benz’s groundbreaking invention
was the first spark in a boom that
resulted in the formation of over 1,900
automotive companies. Since then,
World Wars, The Great Depression,
multiple oil crises, and The Great
Recession have dramatically reshaped
the sector.
Stalling demand and tightening
finances during The Great Recession
forced the Chrysler, Ford and General
Motors - the Big Three - to eliminate
once-great brands. Thus began the
exodus of automotive stalwarts, such
as Hummer, Mercury, Oldsmobile,
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Plymouth, Pontiac, Saab, and others.
This, ultimately, led to the eventual
$62 billion government bailout and
bankruptcy of Chrysler and General
Motors.
Since the bailout and bankruptcies,
the automotive industry managed to
mostly recover and remain consistent.
However, no one could have predicted
a virus would send the industry into
another panic.
This is exactly what has happened
with COVID-19. It has triggered
economic woes and put, once again,
massive pressure on the automotive
industry.

Lessons learned

With unemployment rates soaring
and even those who had jobs wary of
the large expense of buying a new car,

manufacturers saw steep global drops
in auto sales. The forced and voluntary
closure of dealerships to stop the
spread of COVID-19, further fuelled the
sector’s downward spiral.
Closed dealerships and limited
income weren’t the only problems
car makers faced. In our increasingly
globalised economy, many rely
on Chinese companies to provide
various components. With China
being ground zero of the COVID-19
outbreak, manufacturers struggled to
maintain quotas and this left those in
the market for a new car unable to find
the models they wanted.
“While auto sales are down and will
continue under pressure through the
year, there was also a significant loss
of production from March through
May,” according to Stephanie Brinley,
an automotive analyst at IHS Markit.
This perfect storm of tightening
consumer wallets, reduced demand
and supply chain issues added up to a
71% drop in automobile sales in China,
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a 47% drop in the US and an 80%
decrease in Europe.

Shifting gears

By April 2020, the pandemic had
dragged global vehicle sales down by
roughly 50% compared to the same
time in the previous year. With
dwindling sales and new inventory
growing roots on showroom floors,
automakers and dealerships had
to think outside the box to keep their
stock moving.
The issues buyers had were twofold.
First, there was a lack of security
in their jobs, and shoppers couldn’t
imagine getting tied into financing
terms only to lose their jobs the
following week. Also, social distancing
guidelines left potential buyers fearful
of venturing into showrooms.
Customers’ financial issues also
resulted in automakers and their
respective finance arms offering
unprecedented deals to ease
buyers’ minds. These offers included
0% financing for five or more years,
unheard of cash incentives, and even
90-day first payment deferrals on
leases and financing.
Beyond the great offers, social
distancing rules and a general fear
of potentially contracting COVID-19
from in-person car shopping, caused,
potentially the largest shift for the
automotive industry. One that may
shake up the industry forever.

Never the same?

Addressing the issue of social
distancing amid the coronavirus
pandemic was a priority for both

automakers and dealerships. It was
this focus that led to a shift in the
car-buying experience that may
forever change the industry.
In the US, car dealerships took
a page straight out of the food
industry’s book by offering online
ordering, distanced pickup, and
even delivery options.
Buyers could shop for the car they
preferred, build it, secure financing,
and place their order online. Heck,
they could even schedule a test drive
and trade-in appraisal online.
Once the buyer has submitted their
order, the dealership prepares the
paperwork - most states still require
in-person ‘wet’ signatures to purchase
a new vehicle - and sets up delivery.
When the car arrives, the customer
looks it over, confirms all is well, signs
the paperwork and, then, the whole
transaction is finalised.
While this online buying process and
at-home delivery is nothing new in the
used-car space - Carvana and Vroom
have done it for years - it’s still fresh
for new-car dealers, at least ones not
bearing the Tesla name.
Many in the industry likely saw this
as a temporary solution. But, going
forward, customers may force the
industry’s hand.
Much like retail shopping, once car
buying goes online, reeling buyers
back into showrooms may prove
difficult.
Not only is online shopping more
convenient, but many car buyers
weren’t fond of and felt intimidated
by dealerships in the first place.
This may result in a new normal for

the automotive industry where a large
portion of sales will happen online.
Yes, dealerships will still exist - much
like there are still other brick-andmortar retail stores - but the online
car-buying experience may become a
permanent change post-COVID.
Some manufacturers have even
embarked on more drastic changes –
either COVID or non-COVID-related at
the current time.
A key example being Ford, which
recently overhauled its operational
structure and placed a new CEO, Jim
Farley, at the helm.
“During the past three years,
under Jim Hackett’s leadership, we
have made meaningful progress
and opened the door to becoming a
vibrant, profitably growing company,”
Farley said.
“Now it’s time to charge through that
door.
“We are going to compete like a
challenger – allocate capital to higher
growth and return opportunities to
create value – and earn customers
for life through great products and a
rewarding ownership experience.”
Farley became the firm’s 11th CEO
in Ford’s 117-year history and his
deployment comes alongside a new
CFO in the form of John Lawler and
confirmation that a new CIO and CMO
will follow.
“John knows our company
inside-out, has a clear view and great
ambition for what Ford can be, and
articulates what’s needed to get
there,” Farley added “
As CFO, he will help assure we have
the means to fund those ambitions.”
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Looking to the future

While the huge incentives and
outbreak-related finance payment
deferments have mostly dissipated,
it’s becoming increasingly clear that
the pandemic has permanently
reshaped the automotive industry.
When Forbes asked David Hult, the
Asbury Automotive Group CEO, about
online sales and car delivery in the
future, he said: “We’re entirely
focused on creating a 100% online
transaction.” And, when the CEO
of the seventh-largest new-car
dealership group in the US says
online car sales are here to stay, it’s a
statement that holds a lot of weight.
This shift could continue reshaping
the automotive space. With auto sales
happening online without any human
interaction, where do salespeople fit
in? If they remain on the job, can they
still make a living selling cars?
These are all questions dealership
management teams will have to
address with the seemingly inevitable
shift to digital sales.
With more dealerships moving
to online sales and vehicle delivery
comes more competition and pricing
transparency.
This will virtually eliminate dealers
having the upper hand in pricing,
limiting their new-car profit - which
was already scant, if not nonexistent

to begin with. This may lead many
dealerships to lean even more heavily
on fixed-op revenue from parts and
service.
The shift to online sales will also
force dealerships to transition from
sales-focused facilities and teams to
tech and logistics focused facilities
and teams. This could, for example,
mean technical and logistics teams
head to the showrooms to take the
place of a portion of sales staff.
There are two key issues lingering
over the auto industry. The first is
whether online car sales will indeed
continue post-pandemic or not.
Sonic Automotive CEO David Smith
appears to think it won’t. “It’s still such
a large purchase for most people,”
Smith told CNBC. “It’s not like going to
the grocery store. It’s a big deal. It’s a
big purchase. People like to see it and
browse.”
But with over 7,000 dealerships
signing up for AutoTrader’s new Dealer
Home Services programme, which
helps dealers offer ‘no contact’
interactions via virtual vehicle tours,
at-home test drives, and local vehicle
delivery at no additional cost to the
dealers, the odds appear to be
stacked against Smith and others
of the same opinion.
The other issue is the pace at which
dealerships adopt technical changes.

The auto industry was among the
slowest to adopt websites and
publishing inventory online, so their
track record of changing isn’t great.
Yes, dealerships have been quicker
to adopt changes today than they
were a decade ago. They also changed
quickly when the pandemic struck.
However, it was a case of adapt or
potentially go out of business, so their
hands were forced.
Are these dealerships willing to
make the permanent changes they
need to deliver ongoing online car
sales just because the market may
demand it? That remains to be seen.
Regardless of the outcome, the
automotive industry must hone its
agility as it prepares to navigate the
post-COVID market.

Justin Cupler is managing editor of
www.itpro.com.
Find out more by visiting the
website - we have lots of fantastic
content aimed at business decision
makers.
You can also sign up to the weekly
newsletter by entering your email
details here.
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