GENERAL MOTORS CALIFORNIA 

EBAY EXPERIMENT

On August 10, 2009, GM announced a four-week experiment (later extended until September 30) in which participating California dealers would list their new vehicle inventories on eBay, and offer them for auction to the public.  At the launch, there was massive news coverage across the U. S. and around the world of this California-only program, apparently as the result of what was apparently an extensive press release effort by GM.  It would seem that publicizing the program virtually everywhere on the planet before results were known would be quite risky, as it would be quite humiliating if it failed.  While most companies would most likely wait until such a bold experiment were a proven success before blowing its horn, GM chose otherwise.

As consumers normally use eBay to get a good price on the brand of product they’ve already decided to buy, selling a vehicle through eBay could only further chip away at a dealer markup level that GM has unilaterally already slashed to the bone.  GM’s contention that eBay would bring new prospects to GM is illogical, as consumers gather product information elsewhere, such as at their local dealerships (including test drives), or online at factory and third party websites.  They then use this information to decide which brand they wish to purchase.  It is not reasonable to expect that a prospect who has decided on a Toyota Camry after research would be swayed to a Chevrolet Malibu because he or she could buy it on eBay; unless the savings were huge.  Since markups are razor-thin already, it is virtually impossible for the dealer to give up enough to sway that customer.  Furthermore, whatever savings could be realized on eBay would be the same as could be obtained at the dealership, or through e-mails for customers who don’t like dealers.

As an apparent enticement to attract dealer participation, GM offered dealer incentives for listing vehicles on eBay amounting to $1,000 back to the dealer for every vehicle sold, up to 25% of the number of vehicles the dealer listed.  Simply put, if a dealer listed 40 vehicles and sold 10 or more of them during the eBay experiment, the dealership would earn an additional $10,000.  The vehicles did not have to actually be sold through eBay to qualify for the incentive, only to be listed for sale there.  At the time of the eBay experiment, across the U. S. the vehicles were discounted to starvation-profit GM supplier price based on a GM program at the time that left dealers virtually no choice but to participate.  That supplier price, less any factory incen​tives, was the “buy it now” price on eBay.  As a result of the supplier pricing, the extra $1,000 could amount to more than the small profit a dealer was left with to start with. 

Most dealers I talked to were generally negative about the eBay program.  However, according to published reports, 225 out of 250 California GM dealers participated in the program.  It would seem that the primary reason dealers participated was due to the $1,000 per vehicle dealer cash.  

To make consumers aware of the eBay program, GM launched a massive advertising campaign around the state of California.  The ads encouraged prospects to make an offer on the listed vehicles.  During the experiment, it seemed that it was impossible to turn on the television or radio, read a newspaper, or go onto the internet without seeing or hearing a GM-eBay ad.  During the time of the program, from August 10 to September 30, 2009, it would seem that GM’s advertising expenditure for the entire state would had to have been in the $10,000,000 range.

The combination of the dealer cash incentives and saturation advertising certainly indicate that GM was going to great lengths to assure that the experiment would be successful.  Some of the published articles indicated that GM would like to take the eBay program national, so it was apparently important to GM that it could report that the California experiment was successful.  

At the conclusion of the eBay experiment on September 30, 2009, another round of articles appeared in various publications in which many dealers were quoted about their experiences with the program.  Dealers generally reported little or no benefit from the program.  With the massive factory expenditure on the program, it would be difficult to describe the experiment as anything other than a failure.  It would seem that if any incremental California sales resulted from the eBay experiment, the number would have extremely small, and more likely due to the extra $1,000 factory incentive the dealer had to make the deal than the fact that the vehicle was listed on eBay.

One dealer told me that some customers became very upset when his dealership did not accept their ridiculous offers.  Since the supplier price, and even the Manufacturer’s Suggested Retail Price, leaves only a few percentage points of gross profit for the dealer, the dealer cannot come anywhere near the 20%-50% further discount expected by some prospects.  It is likely that many other dealers experienced this type of customer anger, which would indicate that the eBay experiment did more harm than good with many prospects.

It is interesting to read GM’s reaction to the eBay experiment.  A New York Times article states, “A G.M. spokesman, John McDonald, deemed the program a success because it helped the Detroit-based company improve strategies to reach car buyers who typically do not consider G.M. products.”  The Wall Street Journal and other publications quoted GM Vice-President Mark LaNeve stating, "We thought the program was successful but that this was not the right time."

So, GM continues its tradition of refusing to admit a mistake.  Rather than honestly admit that the marketing experiment failed to live up to expectations, GM chose to characterize the blatant failure as a success.  It is human nature to rally around and support a person or entity that admits fallibility, and conversely to reject one who defends an obvious mistake.  It is this continued lack of humility that will in large part contribute to what I believe will be the ultimate demise of the new GM.

