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ABSTRACT: This paper proposes an explanatory model for the configuration of automobile distribu-
tion channels. A case study was developed, using two sources of information: 1) the literature on the
distribution of specialty goods and on automobile distribution and 2) interviews conducted with deal-
ers and automakers. The survey allowed the identification of three variables for the proposed model:
dealer size, consumer behavior and the legal environment. The model comprises three possible orga-
nizational forms for the distribution business: isolated single-brand, single-brand group, and multi-
brand group. This study is expected to contribute to a better understanding of the evolution of the
sector, as well as to support the analysis of future auto distribution trends.
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1. INTRODUCTION

In the early twentieth century, autonomous import-
ers began to market automobiles in Brazil, mainly in
Rio de Janeiro and Sao Paulo, its largest urban cen-
ters. At that time, the number of units sold was small,
and the number of potential clients was limited. The
availability of good roads, replacement parts, fuel
and service stations was scarce outside the urban
areas. Therefore, automobile dealers tended to con-
centrate in large cities during the early years.

After 1919, auto assembly began with the CKD pro-
cess (Segre and Coutinho, 2001). Yet, the industry
only began to grow with the arrival of foreign auto-
makers during the 1950s. Hence it became necessary
to implement a distribution system that would be
compatible with the size of the country and the rap-
idly growing sales. The franchise system, which was
already in use in USA and Europe, was adopted as a
means to expand distribution.

During the 1960s and 1970s, the leading automakers
in the country (Ford, GM and Volkswagen) devel-
oped an extensive dealership network that covered

67

the entire Brazilian territory. Those major brands,
later followed by Fiat, quickly implemented 400 to
800 dealerships each throughout the country. The
expansion of the distribution network helped to con-
solidate the image of the brands among consumers,
provided a more reliable supply of parts and servic-
es, and established each brand in all major markets
in the country. On the other hand, the process lead to
intra-brand competition, because of the proximity of
many dealerships as well as because of negotiation
difficulties arising from the large number of dealers
in the system.

Until the early 1990s, automobiles made in Brazil
were technologically outdated in comparison with
the ones produced by the same automakers in Europe
and the US, due to import restrictions and domestic
content quotas imposed by protectionist policies.
The situation benefited automakers and distributors
with high profits and the absence of threats from ex-
ternal competition. However, the opening of Brazil-
ian markets in the early 1990s allowed consumers
to have access to a greater variety of technologically
advanced products. As a result, industry and dealers
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faced a reduction in profits, and both had to under-
go restructuring processes. For the automakers,

the use of mechanisms such as global sourcing
and supply chain management helped to achieve
reductions in costs, but the distribution side still

faced a challenge. After the markets opened to im-
ports, dealer profitability gradually declined (Arbix
and Veiga, 2001). As a result, some companies were
forced to close or sell their operations to groups that
were financially stronger, due to increased competi-
tion and a general lack of managerial capabilities to
face the new market conditions.

Automobile distribution in Brazil is done by dealers
which are chosen by the automakers. The relation-
ship between the parties is regulated by a concession
contract characterized as a franchise agreement. Such
contracts define relations between the parties under
the Federal Law that regulates the sector. For the most
part, the dealerships are family-funded businesses.
They face high costs related to equipment acquisition
and maintenance, stocks of replacement parts and
sales personnel. Revenues come from profit margins
on new and used auto sales, shop services, replace-
ment parts and other sources such as insurance and
vehicle financing (Donada and Vidal, 2001).

There are currently about 2,700 auto dealers in Brazil
(ANFAVEA, 2009). There are no reliable data about
how many of those dealers are part of distribution
groups (dealers representing one or more brands
from the same corporation) and how many are iso-
lated distributors (dealers that represent a single
brand in a single geographic area). It is known, how-
ever, that the number of groups formed by acquisi-
tions or new concessions has grown rapidly (Olmos,
2006). The major driver for the formation of distribu-
tion groups appear to be cost-related. The potential
for economies of scale in new vehicle sales and the
possibility of proportionally smaller investments in
expensive and complex service shops would justify
the formation of distribution groups (Tortato and
Marx, 2004). Hence it is possible to observe chang-
es in the configuration of new vehicle distribution
channels over time. The understanding of how those
changes occur can contribute to a better understand-
ing of distribution channels for specialty goods in
general. The objective of this study is to propose an
explanatory model for the evolution of the configu-
ration of distribution channels for specialty goods in
general, and the case of distribution of new vehicles
in particular, based on the identification of the vari-
ables involved.

2. LITERATURE REVIEW

When viewed in isolation, distribution in itself rep-
resents a cost for the producing organization (Berta-
glia, 2005). The transfer of a product from the pro-
ducer to the buyer generates costs that will be paid
in the end by the consumer. For the producer, a re-
duction in distribution costs can result in improved
competitive conditions in the consumer market.
Lassar and Kerr (1996) point out that producers will
ground their choice of distribution strategy on the
relationship between the desired amount of control,
or power, over the channel, and the resources that
are required to maintain it.

The choice is also determined by the type of con-
sumer goods, which can be classified as: conve-
nience, comparison or specialty goods (Novaes,
2004; Lambert and Stock, 1992; Bucklin, 1963). Those
three types of goods entail respectively three ba-
sic forms of distribution: intensive, selective and
exclusive (Novaes, 2004; Lambert and Stock, 1992;
Bucklin, 1963). These alternative forms characterize
marketing channels in terms of their distribution in-
tensity (Kotler, 2000; Mallen, 1996; Cespedes, 1988).
The present case deals with specialty goods. These
are typically expensive and are purchased sporadi-
cally. In general, they are associated to characteris-
tics such as brand, prestige, quality or some specific
aspect of performance. Automobiles, perfumes and
designer clothes are examples of specialty goods.
They usually require adequate spatial environments
to receive clients, and sometimes specialized techni-
cal assistance is necessary.

The usual distribution form for specialty goods is
exclusive distribution. In that case, producers gen-
erally choose one representative for each region.
The relationship between producer and distributor
tends to be intensive, including strong exchanges
of information, training and mutual commitments.
Exclusive distribution has been the choice of au-
tomakers to deliver their product to consumers.
Such choice is related to the characteristics of the
product, which can be classified as a specialty good
(Bernheim and Whinston, 1998; Li and Dant, 1997).
Automobiles are usually associated with high costs,
brand name, prestige and specific performance as-
pects. Therefore, the maximization of results by
the producer (automaker) would be obtained to-
gether with the maximization of results by the dis-
tributor, since the latter represents a single product
(Coughlan et al., 2001).
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According to Grande (2004), some of the factors
that may influence the determination of the struc-
ture of distribution channels are: range of customer
services, social and cultural factors or consumer be-
havior, the legal environment, available technolo-
gies, and transaction costs. Customer service level
is influenced by several factors. Kotler (2000) points
out five major factors that determine service output
levels: 1) Lot size: the number of units available in
the channel; 2) Waiting/delivery time: average time
the customers of that channel wait to get the prod-
uct; 3) Spatial convenience: physical or virtual ac-
cess points to the product; 4) Product variety: range
of product assortment to serve different customers;
5) Service backup: add-on services provided by the
channel, such as delivery, credit, repairs and war-
ranty offered by the channel.

In general, the greater the range of services provided
by the channel, the higher its costs. Thus the objective
of many channel components is to minimize them.
One of the ways is to outsource tasks, so that the
channel component may concentrate on its functional
abilities and become specialized (Grande, 2004).

Social and cultural aspects or consumer behavior
also influence the composition of the distribution
channel. Educational level, median age of the popu-
lation, internal migration, changes in lifestyles, fam-
ily sizes and other situations may affect directly how
the distribution channel is established. The habit of
testing, seeing or touching a product may be decisive
for the configuration of a channel. Such situations
may even justify the persistence of economically in-
efficient channels for long periods (Coughlan et al.,
2001). Customer behavior and its changes over time
may produce significant changes on distribution
channels (Frazier, 1999). The attention given to fac-
tors such as service levels, social and cultural aspects
reveal a specific concern with consumer behavior
and seek to meet the peculiarities of the markets in
which they are inserted. Therefore, when seen from
the viewpoint of how the distributor is organized,
the relationship among them becomes apparent.
The distributor would seek a channel configuration
to meet the needs of the customer (Frazier, 1999).

The legal environment may also determine the
structure of a distribution channel (Coughlan et al.,
2001). Different political systems or agreements may
entail different ways of configuring a distribution
channel. Restrictions on ownership of local compa-
nies by foreign corporations may lead to different
distribution channel configurations for the same

product in different countries. The prohibition of ex-
clusive distribution contracts may lead to a similar
situation, depending on the country where it is ap-
plied. In the United States, several retailers have re-
fused to accept producer demands for exclusive dis-
tribution. Over the past eighty years, such debates
have led countless producers to abandon exclusive
distribution in that country (Besanko e Perry, 1993).
In Europe, competition laws are being reviewed,
indicating a trend towards more open distribution
channels as a way to foster competition and to ben-
efit customers.

The influence of laws appears to be directly related
to the configuration of distribution channels, since
the legislation creates possibilities to direct and to
organize distribution structures. When laws provide
clear incentives for market competition, distributors
appear to seek a greater market intensity. Such is the
case of the US market, in which many distributors
represent the same brand in distinct points of sale,
while others sell different brands in the same space.

The Internet is another influencing factor on chan-
nel structure, due to its widespread access on the
part of the producer, the distributors and the final
consumer. The Internet improves product com-
mercialization, increases information flows and en-
hances coordination among agents in the channel
(Grande, 2004; Pitt, Berthon and Berthon, 1999). The
intensive use of that technology by consumers forces
distributors to be well informed about the products
they represent; otherwise they will be disregarded
by their clients.

Transaction costs also influence the distribution
channel. The transaction cost economics approach
presupposes that economic agents operate in a
context of bounded rationality and opportunism
(Grande, 2004; Williamson, 1996). Thus companies
would seek to establish governance structures to
minimize transaction costs. Such costs depend on
transaction attributes, asset specificity and uncer-
tainties involved (Williamson, 1996).

The advantages associated with returns to scale
achieved by organizations with higher distribution
capabilities are intrinsic to transaction costs. Hence
the size of distributors could contribute to reduce
their basic operational costs (Williamson, 1996).

In several types of industries where relationship
chains exist, there is a great probability that one of
the members will shape the objectives, the division
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of labor and the ability of the agents to raise their ac-
tivities in the chain (Gereffi, 2001). Humphrey and
Schmitz (2001) use the term governance to express
the fact that some groups in the chain determine
or control the parameters that shape how the chain
operates. For those authors, governance would be
justified by the need of key actors to uphold their
reputation in terms of quality, safety, environmental
measures, labor relations and other factors, which
could be compromised by other actors along the
chain, in underdeveloped or developing countries.

Therefore, the decision about channel configuration
can be a function of more than one of the variables de-
scribed above. Conlflicts may exist between compo-
nents, such as cost reduction and increase in level of
service. While strictly economic approaches advocate
cost reductions as a way to increase competitiveness,
marketing approaches advocate expanded services
as a way to gain customers and increase competitive-
ness. Thus the levels of both costs and services offered
by the organization will be conditioned by variables
that are specific to the sector in question.

In all, six variables were found with the potential to
compose the model: size of distributors, governance,
range of services, consumer behavior, legal environ-
ment, and the use of the Internet. These variables are
shown in Table 1.

3. RESEARCH METHODOLOGY

The research design followed a case study approach
with exploratory purposes. In order to propose the
explanatory model, its variables were first identi-
fied by a review of the literature, followed by semi-
structured interviews. The first procedure was used
more intensely in the beginning of the investigation.
That stage consisted of collecting information about
the main themes under study, such as distribution,
exclusive distribution, criteria for channel choices,
and relationships along the channel. After the litera-
ture review, it was possible to identify six variables
that may influence the configuration of the distribu-
tion channel. The identification of those variables
was important for the preparation of the interviews
for the second phase of the study.

In order to achieve a representative view of the
sector, the second phase surveyed representatives
from automakers and distributors, including iso-
lated operations as well as dealers that are part
of larger groups. The sample was intentional and
non-probabilistic. The interviews were conducted

in two stages. The interviews followed a preestab-
lished design, but allowed a great deal of flexibility
to accommodate a variety of topics. The first stage
of interviews served essentially to clarify important
aspects of the distribution business and to identify
research possibilities. The second stage comprised
interviews with representatives of three automak-
ers and eight dealers.-

The survey population comprised the upper mana-
gerial level of automakers and distributors, includ-
ing owners, directors or managers. A total of four-
teen interviews were conducted with producers and
dealers of the following brands that operate in the
Brazilian market: Fiat, Ford, General Motors, Hon-
da, Renault, Toyota, Volkswagen and Volvo.

The objective of the interviews was to identify the
variables that the representatives from producers
and dealers of new vehicles consider important
for the configuration of the distribution channel.
Even though the design of the semi-structured in-
terviews was based on the literature review, the
process allowed respondents to express their own
views about what they perceived as important
variables. The interviews allowed the identifica-
tion of three variables, also present in the litera-
ture. All variables that were found during the bib-
liographic and field research were analyzed criti-
cally, and three variables were selected to compose
the model; all of them could be identified in both
research procedures.

4 IDENTIFICATION OF VARIABLES FROM FIELD
SURVEY

After the opening of Brazilian markets in the early
1990s, the automotive sector began a process of dras-
tic restructuring. Among the large automakers (Fiat,
Ford, GM and VW) a trend to reduce the number
of distributors became clear. The basic goal was to
make the business more profitable. That required a
reduction of margins, both for the producer and for
the distributor. In addition to external competition,
the entry of new automakers in the country was a
threat to the established ones.

As a consequence, the market underwent more sig-
nificant changes over a period of six to seven years
than it had over the previous three decades. At that
point the automakers began to give greater impor-
tance to the financial strength of the dealers. The
ability to provide circulating capital, to support their
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vehicle quotas and to uphold their commitments
became an important issue. As a result, some long
established dealers found themselves under pres-
sure. Those distributors were small-sized and often
lacked focus on this specific activity. They were part
of business groups that operated in other areas and
for several reasons were not fully dedicated to the
dealership business.

By giving particular importance to the financial
strength of the distributors, the automakers were even-
tually faced with the formation of dealership groups.
Some of these groups operated with the same brand in
several locations. Others began to identify the oppor-
tunity to distribute for competing brands. That trend
was opposed to what the automakers had wanted.
Previously, the franchise agreements included contrac-
tual clauses to prevent dealers from selling different
makes. However, due to the market circumstances at
that point, involving fragmentation, increased com-
petition and growing consumer rights protection, the
automakers were forced to accept the new reality. The
increase in dealership size and their consequent ability
to represent other brands was a new reality that had to
be accepted by the automakers.

Thus size of dealership emerges as a possible variable
to influence the configuration of the distribution chan-
nel. In the early stages of the distribution business,
dealerships were small, served limited areas and had
few opportunities for growth. As a consequence, dis-
tributors represented a single brand and usually had
only one point of sale. Over time, as some distributor
groups became more capitalized and automakers in-
tervened to reduce the number of franchises, dealer-
ships grew larger, allowing them to represent more
than one brand and also to open additional points of
sale. Size may be understood as a set of characteris-
tics related to the dealer’s financial and managerial
capabilities. Harbour (1996) suggests that dealership
size can be classified as small (sales of up to 120 auto-
mobiles per year), medium (annual sales between 120
and 499 automobiles) or large (more than 500 auto-
mobiles per year). Hence, small-size dealers will tend
to have single operations. Large-size dealers will tend
to form groups and represent one or more brands. In
turn, medium-size dealers may adopt either form.
Size is an internal variable of the dealer and it may
reflect a corporate strategy.

Another important point is that vehicle sales had
long been a passive process. Customers would come
to the dealership and either take what was in stock
or wait for a long period to have the product they

wanted. They had little ability to argue, because in-
formation was scarce. They also had little margin for
negotiation because of the limited supply. With the
economic opening of the early 1990s, consumer be-
havior changed, and so did market conditions. The
increased availability of consumer goods created a
different environment. A more competitive market
enabled consumers to experiment and compare dif-
ferent products. This happened in association with
increased access to information, which was due in
part to the political opening of the mid-1980s and the
expansion of content providers such as magazines,
newspapers, radio and television programs and spe-
cialized Internet sites. Consumers obtained more in-
formation about products, began to make compari-
sons and to perceive the benefits and disadvantages
of each vehicle, relating that to market prices.

Another aspect related to consumer behavior is In-
ternet sales. The biggest differential of Internet sales
is the reduction of some taxes, resulting in a smaller
final price than the one charged in the stores. How-
ever, that also implies a smaller margin for the dealer.
Yet, the field research indicated that consumers do
not buy automobiles in the web, such as in the case
of purchase of airline tickets or some retail goods.
Consumers simply close the deal via Internet. It is
the last step of a process that had several previous
steps, most of them inside a dealership. Possibly be-
cause of the amount involved and the sensory needs
of consumers, they must see, test, and compare the
product before going to a computer terminal, often
inside the store itself, to finalize the purchase.

One issue that emerged spontaneously during the
survey was the significant role of women in new
vehicle acquisition. Distributors are clearly aware
of an increasing participation of women during the
purchase process itself and in the men’s decision to
buy. Some previously overlooked aspects such as
interior decoration of shops and service areas now
receive more attention. According to some dealers,
women are less keen on Internet use and express the
need to try the product they are buying, similarly to
what happens in a clothing store.

Therefore, consumer behavior appears to be one of
the variables that affect the configuration of distri-
bution channels. Until the early 1990s, while con-
sumers behaved in a passive way, dealers could be
organized in isolation. Due to the lack of alternatives
and limited choices, consumers tended to be loyal
to a given dealership, since that could mean better
negotiation conditions in the future. As the market
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opened, consumers perceived new possibilities and
began to give greater importance to other aspects
such as variety of choice, customer service, payment
conditions, access to information, performance com-
parisons, etc. In other words, they started to behave
more actively. Under those conditions, dealers must
be prepared for a customer who is not loyal and is
well informed. Hence one of the solutions was to
create groups that represent more than one brand
as a way to “surround” the potential buyer. The con-
sumer behavior variable is external to the dealer,
upon which it does not have control.

One additional aspect that arose as important during
the survey is the legal environment. The legislation
about competitive conditions has evolved slowly in
Brazil. That also applies to vehicle distribution. Until
1979, there were general laws that applied partially
to the relations among dealerships, automakers and
consumers. At the time, the country was seeking
internal solutions for its development and that en-
tailed a general neglect of incentives to competition.
Thus the legislation did not stimulated competition
and markets were virtually captive.

In 1979, a federal bill was passed to regulate the rela-
tionship between automakers and dealers. In fact, it
established vehicle supply conditions in the country.
The law as well as prevailing practices at the time
regulated the distribution business very tightly. For
dealers, there was a clear delimitation of profit mar-
gins, prohibition of active sales outside their terri-
tory, and other conditions that practically excluded
competition within the dealership business.

However, with the market opening of the early 1990s
and the associated changes in macroeconomic condi-
tions, the law was updated. The changes in the feder-
al law caused significant changes in the distribution
sector, because market delimitation and fixed profit
margins gave way to open competition. In practice,
it became possible for a dealer to sell automobiles in
any place of the Brazilian territory. The extinction of
fixed profit margins put an end to the single automo-
bile price in each geographical area. It was replaced
by the public retail price, a sort of ceiling price for
the dealer. Below that value, distributors became
free to set prices according to their profit margins.
That led to increased competition and even preda-
tory tactics among distributors. Changes in the Law
are now being studied to allow more operational
flexibility, considering that much has changed since
the early 1990s. However, any changes would have
to contemplate the needs of both automakers and

distributors; negotiations could take a long time and
would require the mobilization of politicians around
the need to revise current legislation.

Hence the Legal Environment also appears as one
of the variables that affect the configuration of the
distribution channel. At an early stage, when ma-
rkets were restricted, the legislation benefited the
isolated dealer and the single-brand representative.
That benefit occurred to the extent that, under limi-
ted competition, each dealer obtained enough reve-
nues from a small consumer base. With the changes
in market conditions and increased competition,
the law changed, allowing passive sales outside
the dealer’s area and removing restrictions to retail
pricing. Under the new conditions, single-brand de-
alers began to face profitability problems, and the
formation of multi-brand groups was intensified as
a way to mitigate the problem. This variable is exter-
nal to the distributor, but it may some interference
upon it through its representative entities.

The three variables obtained through the field sur-
vey are summarized in Table 1.

5. DATA ANALYSIS

The variables obtained through both research proce-
dures were then compared and it was observed that
the three variables from the field survey were also
present in the literature survey.

Thus, as described in the methodology, a critical analy-
sis was performed with respect to each variable. That
evaluation stage entailed the exclusion of three vari-
ables. In order to discard them, there were consider-
ations about possible overlapping among variables.

The exclusion of the governance variable can be ex-
plained by the understanding among the agents that
automakers in fact exert a great deal of influence over
the distribution channel, but existing laws and sec-
toral agreements curtail that influence. That fact plac-
es this variable in a secondary position in the face of
the legal environment variable. The range of services
offered by dealers is the result of legal obligations and
the perception of consumer needs. The variable relat-
ed to Internet use is not seen as an influence in the
form of organization of channels. The use of Internet
is broadly seen as ancillary to the sales process, and
thus it would be related to consumer behavior.

Consequently, the three remaining variables were se-
lected to as potential components of the model: dealer
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size, legal environment, and consumer behavior.

Table 1 identifies the variables according to the

source of information and indicates the ones that
were eventually selected.

Table 1 - Variables resulting from literature review and field survey

Variables
N Literature review Field survey Selected
1 Dealer size Dealer size Dealer size
2 Governance
3 Range of services
4 Consumer behavior Consumer behavior Consumer behavior
5 Legal environment Legal environment Legal environment
6 Internet use

At this point, it is important to clarify the meaning
and range of each variable that has been selected as
well as the possible outputs of the proposed model.

1. Dealer size. Here size is understood as a set of
dealer characteristics related to its financial and
managerial capabilities. Harbour (1996) indi-
cates that dealer size may be classified as small
(sales of up to 120 automobiles per year), me-
dium (sales between 120 and 499 automobiles
per year) or large (sales above 500 automobiles
per year). Thus small-size dealers will tend to
operate in isolation; large-size dealers will tend
to constitute groups and represent one or more
brands; medium-size dealers would operate in
any of these configurations. The size variable is
the only one that is internal to the distributor
and it may reflect corporate strategy.

2. Legal environment. It is understood as the legal
apparatus that regulate the market, and in particu-
lar costumer-focused laws that aim to stimulate
or restrict competition involving automakers and
distributors. This variable is characterized as fa-
vorable or unfavorable to competition. When laws
are unfavorable for competition, dealers tend to
operate with a single brand, since markets tend to
be captive. When laws favor competition, dealers
tend to operate with several brands, because com-
petition for customers increase. This variable is
external to the distributor, but the latter may have
influence its effects through political action.

3. Consumer behavior. This variable is understood
as the manifestation of social, cultural, personal
and psychological factors by customers (Kotler,

2000). Consumer behavior has been classified as
active or passive. When consumers display a pas-
sive behavior (accepting what the market has to
offer with little questioning), dealers tend to oper-
ate with a single brand. When consumers behave
in an active way (seeking information, comparing
offerings, etc.), dealers tend to operate with mul-
tiple brands as a way to “surround” the customer.
This variable is external to the dealer, which has
no control over it.

From the analysis of each variable, it is possible to
observe that they affect different aspects of the con-
figuration of the distribution channel. The two as-
pects under consideration are isolated operations or
formation of distribution groups, and single-brand
or multi-brand representation. The observed rela-
tions were the following:

1. The variable size interferes only to determine
whether the distributor will operate as part of a
group or in isolation.

2. The variables consumer behavior and legal envi-
ronment interfere only to determine whether the
distributor will represent one or more brands.

The model outputs, which are the forms of organi-
zation that distributors may assume, can be of three

types:

1. Single-brand isolated: it is the dealer that represents
only one brand in only one geographical area.

2. Single-brand group: it is the dealer that repre-
sents only one brand in more than one geograph-
ical area.
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3. Multi-brand group: it is the dealer that repre-
sents more than one brand in one or more geo-
graphical areas.

A consequence of the previous descriptions is the
possibility to verify the combinations among the

variables. Table 2 displays those combinations and
the possible outputs. The table was built on the basis
of the variable definitions discussed previously, as
well as the adoption of some criteria for the identifi-
cation of results.

Table 2 — Relations between variables and configuration of distribution channel

Variables Configuration
Si Legal Consumer 4 Single brand or | Isolated or
e environment behavior Multi-brand in Group

Small Unfavorable Passive 1 Single brand Isolated
Small Unfavorable Active 2 Single brand Isolated
Small Favorable Passive 3 Single brand Isolated
Small Favorable Active 4 Single brand Isolated
Medium Unfavorable Passive 5 Single brand Both
Medium Unfavorable Active 6 Both* Both
Medium Favorable Passive 7 Both* Both
Medium Favorable Active 8 Multi-brand Group
Large Unfavorable Passive 9 Single brand Group
Large Unfavorable Active 10 Both Group
Large Favorable Passive 11 Both Group
Large Favorable Active 12 Multi-brand Group

* When the dealer operates in isolation, it could be only the single-brand format.

The criteria indicate that, in order for a dealer to op-
erate in the organizational form of a group, it must
be of middle to large size. That is explained by the
investments that are needed to implement points of
sale and maintain a sufficient amount of working,
or current, capital. In order to operate in isolation,
the dealer size must be small to medium. That is
justified by the need of fewer resources to maintain
smaller distribution structures.

For the definition as to whether it will operate as
single-brand or multi-brand distributor, the vari-
ables consumer behavior and legal environment
were verified. When both variables converged to the
same form of representation (single or multi-brand),
the converging form was chosen. When each vari-
able pointed to a different form of distribution, both
were indicated as a possibility.

Thus all twelve possibilities of organization of new-
vehicle distribution are summarized in Table 2, giv-
en the possible combinations among the variables
that were identified.

For the purpose of validation of Table 2, we can con-
sider past and present situations of distribution of
new vehicles.

From the 1960s to the 1980s, consumers had limited
access to updated information at the moment of pur-
chase of new products. At that time, domestic indus-
try was unable to provide ample variety of choices to
consumers. The limited number of choices entailed a
passive behavior on the part of consumers that faced
them. On the other hand, the legislation of that time,
particularly after the second half of the 1960s, did
not stimulate competition among organizations.

For that situation, the combination of variables in
Table 2 that appears more apt is the number 1 (Iso-
lated, Single-brand), which points to a possible result
of an isolated dealer representing only one brand.
Even in the cases where a change in dealer size oc-
curred, towards medium or large, the final result
was not significantly affected. The possible results
in number 5 (Single brand and both) and number 9
(Group and Single brand) point to that possibility.
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In that situation, the dealer size is medium or large,
the legal environment is unfavorable to competition,
and consumer behavior is characterized as passive.
Hence the dealer would be operating with a single
brand, and it could either form a distribution group
or operate in isolation.

However, since the mid-1990s, legislation became
more favorable to competition, and consumers be-
came more active. In addition, the number of dealers
that were able to expand their size increased, as well
as the process of formation of dealership groups,
both single- and multi-brand. On the other hand,
those that were unable to adapt to the new market
conditions either left the business or were absorbed
by the new groups. In this situation, depending on
dealer size, the model points to the organization
forms classified as number 4 (isolated, single-brand),
8 (group, multi-brand) and 12 (group, multi-brand).

After the 1990s, the small size dealers began to face
problems, particularly with allocations of costs,
and the formation of single-brand and multi-brand
groups expanded rapidly. This intensification of
conglomerate distribution groups is observed today.
In general, as dealer size grows, the formation and
expansion of groups seem inevitable.

Hence, after establishing the possible combinations of
variables and the verification of their implications for

the results, the representation of the proposed relations
is displayed in Figure 1. In addition, there is a clear
need to point out the possible consequences related to
different configurations of the distribution channel.

The adoption of professional management is one
of the changes. Initially, distribution management
was performed by family members or by someone
they trusted. With the rise of distribution groups,
came the need to implement professional manage-
ment practices by hiring specialists or by developing
managerial capabilities among business heirs. Thus
it can be inferred that the formation of multi-brand
or single-brand groups tends to increase the adop-
tion of professional management, while it tend to
decrease among isolated distributors

Another important consequence is the increase on
bargaining power of the distributor in relation to the
automaker. Initially, distributors were isolated and
dealt with a single brand. Hence, their power rela-
tive to the automaker was relatively small. With the
formation of distributor groups and the expansion
of their share in total automaker sales, the power re-
lationship tends to change, even if the automaker
retains governance of the chain. Hence it can be sug-
gested that the formation of multi-brand or single-
brand groups tends to increase distributor power in
relation to the automaker, while it tends to decrease
among isolated dealers.
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Figure 1 - Explanatory model for the configuration of new-vehicle distribution channel

Lastly, another important consequence is the reduction
of distributor costs. In isolated dealers, costs related to
managerial activities, shop maintenance, sales promo-
tion and inventories have a proportionally larger im-
pact on business results. With the formation of groups,
such costs are optimized by sharing resources. Conse-
quently, the formation of multi-brand or single-brand
groups tends to reduce costs for the distributor, and
they tend to increase for isolated dealers.

Those three possible outcomes, for their turn, pro-
vide feedback to the system. They have a particular
impact on the dealer size variable. The increase in
professional management, in bargaining power vis-
a-vis the automaker, and the reduction in distribu-
tor costs tend to reinforce positively the increase in
dealer size. The inverse also applies. The other two
variables, legal environment and consumer behav-
ior, tend to be more effectively influenced by exter-

nal factors, which can also influence to some degree
the dealer size variable.

6. FINAL REMARKS

The automobile distribution sector in Brazil, similarly
to what is observed worldwide, is characterized by a
slow rate of innovation. It is a sector in which practi-
cally only domestic companies operate, and in which
the Internet, despite its promises and the theoretical
potential to transform the business, has had little effect.
In addition, despite all the crises that have affected the
sector in recent years, the logic of doing business and
its practices remain basically unchanged for decades.

This study shows some indications that such situa-
tion is likely to change in the near future as a result
of the concentration process in the distribution busi-
ness, as well as the intensification of a trend toward
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multi-brand representation. It is also possible to ob-
serve changes in the relationship between dealers and
automakers. The imposing stance from the part of au-
tomakers has given way to economic rationality.

Thus the objective of this study was to propose an ex-
planatory model for the configuration of distribution
channels of new vehicles. The aspect of configuration
was approached by looking at the choices between
operating in isolation or as part of the group, and be-
tween dealing with one brand or multiple brands.

From the literature and field survey, three variables
with the potential to affect the model were identi-
fied. They are: dealer size, consumer behavior and
legal environment. Among the three variables, only
dealer size is controlled by the organization itself,
the others are open to external control. Consumer
behavior is hardly amenable to intervention, and the
legal environment demands action through entities
that represent the automotive sector.

Hence Figure 1 proposed an explanatory model for or-
ganization forms of new vehicle distribution. The pro-
posal implies that a model to explain the configuration
of new vehicle distribution channels could help to shed
light on concepts about distribution, in particular the
distribution of specialty goods, and more specifically
in the case of automobiles. Within the automotive sec-
tor, the model is also helpful to understand the entire
chain, due to its focus in the issue that has been subject
of few academic studies: the distribution. The model
can also be useful as an ancillary tool for strategic plan-
ning, either for automakers or for dealerships that may
foresee possible changes in the proposed variables.
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