Transformation toward eCommerce in Automotive Retailing

The way the world buys and sells vehicles is changing. It’s not happening all at once and the changes
vary by retailer and consumer, but the industry is currently at a major tipping point in its transformation
toward eCommerce.

We will explore why this transformation is occurring, how to approach this change, and what retailers
could be doing to succeed as the industry changes.

Consumer expectations have changed

The online buying experience has evolved from simply buying books, to buying homes, boats, and even
cars. These changes are led by consumers who have grown accustomed to the convenience and speed
of online shopping.

Why? In large part it’s because digitally savvy Millennials and Gen Xers now represent larger living
populations than the generations that preceded them.! Additionally, over and over, these consumers
feel they can trust the process, get a fair price, and return the product when buying online. Consumers
have been waiting with various degrees of patience for the auto industry to catch up, and an increasing
number are ready to apply these conveniences to the car buying experience.

e Consumer satisfaction with car buying has increased with digitization, reaching an all-time high
of 72% in 2021, up from 60% in 2019.2

e Today, 80% of consumers say that they want to do at least part of their vehicle purchase online.?

e  64% of car buyers want to handle more of their purchase online compared to the last time they
purchased a vehicle.*

e In 2021, 25% of consumers stated they would purchase entirely online.

e New form (online only) retailers are realizing greater than 100% annual revenue growth.®

Dealerships are comfortable with the in-store selling process because it has worked so well ever since
the first auto retail store opened in 1897! While retailer processes and approaches have evolved,
consumer buying preferences and patterns have evolved even further. Dealerships must continue their
evolution and when it comes to eCommerce, they must also transform.

eCommerce — the next step in automotive digital retailing

Digital retailing and fully online eCommerce are often viewed as synonymous, but they are not. Digital
retailing represents a range of discrete online capabilities that enables some of the consumer journey.
Shop and compare, configure, trade-in valuation, and estimated payments are just a few. However,
completing a digital retailing deal still requires manual intervention by the dealership. eCommerce
represents the convergence of existing digital retailing capability with new automation and data
intelligence that creates a fully online end-to-end purchase experience with no manual intervention
required by the dealership.

Just over 13% of all transactions currently take place online and all require some level of sales
support.” As the mismatch between consumer demand and availability of eCommerce at dealerships
equalizes, up to 25% of global auto sales are expected to be online by 20258 and continue to grow
through 2030 and beyond.

There are two clear early benefits retailers recognize. First, you can drastically change your traffic by



expanding your geographic reach. Sharing inventory listings online and providing an easy path to
purchase has allowed car buyers to steadily increase their buying radius over the past three years,
nearly doubling from an average of 45.9 miles in 2018 to 89.3 miles in 2020.° A combination of
motivated buyers and extended delivery options can help a dealership tap into markets well outside the
usual consumer consideration radius.

The second benefit for retailers is to grow and increase profitability. The right technology can generate
more profitable deals by automating and streamlining the underlying workflow that supports the
transaction. This technology and deal flow automation allow the business to shed costs while scaling.
Retailer operations are very capital intensive. Digital channels can reduce capital needs and allow
retailers to improve cash flow and/or redirect investments into expansion.

The automotive spectrum — a future with all experiences

As you know, digital retailing is a spectrum that serves different buying styles. Consumers want to be
able to begin, continue and complete their shopping journeys across all channels. At one end, you have
the car buyer who wants a 100% digital experience with no human interaction. On the other end, there
are buyers looking for a 100% physical in-store experience, with no digital touchpoints. But most are
somewhere in between, and at least a portion of their car shopping and buying journey touches digital
channels. The spectrum will continue to shift toward digital over time, much like what has been seen in
other industries.

Retailers should think about their customers’ shopping and buying preferences, determine where they
are in the digital spectrum, and begin to prepare for the future.

Preparing for a fully online eCommerce transformation

Transforming to a fully online eCommerce channel requires time and a significant mindset change. It can
be difficult to embrace change, especially when your team has been successful in selling cars the same
way for decades. The key is to begin your thinking and strategizing now so you are ready when it’s your
time.

The first step is getting your leadership team fully on board with an evolutionary strategy. Your strategy
should build upon who you are as a company and how you want to show up. It's important to update
the value proposition for your dealership and what you stand for. Identify changes in policies and
warranties and know what staffing models you will need.

For a successful and sustainable transformation, leadership must make a consistent and transparent
effort to enthusiastically cultivate an environment within the organization that drives change. The
bottom line is that a move to fully online eCommerce requires your leadership team to work with the
current staff, build consensus by seeking their input and collaboration, and incentivize them to do the
work that will help your program succeed. Make them part of the new strategy and solution so that they
have a stake in the success of the digital transformation.

To help retailers determine their readiness for digital retailing approaches, here are some key areas of
eCommerce transformation.

Putting the right talent in the right places within your organization
When transforming for what’s next, start by considering your talent and organization. Some of the roles
and processes necessary to successfully complete an online sale will feel counterintuitive to dealership



team members who are accustomed to in-store and online/in-store deals. Appropriate coverage and
support may require a mixture of training, thoughtful staff reallocation, and new hires. You will want to
review your organization and be staffed with the right types of talent within marketing, sales, and
operations to drive online transactions.

Traditionally, digital marketing has played an important role in creating awareness and leads (click-to-
mortar). For marketing to successfully drive transactions, it requires individuals who can build
awareness and clicks, but also requires eCommerce experts who can drive conversion through the
funnel to drive transactions. You may have an agency who does this or full-time personnel, but it is a
critical component to eCommerce success.

Another vital area within the organization is sales. Currently you have a compensation model built
around your brick and mortar and online/in-store model. A fully online model would likely require
adjustments to compensation plans to incentivize the actions necessary to encourage online
transactions and ensure profitable digital retailing transactions. For example, one model may have the
sales team taking on more of a concierge role, helping to support and guide the deal through to
completion. This hospitality-oriented mindset should extend to other staff members as well, including
any new roles added specifically for eCommerce fulfillment.

Finally, an organizational change may be required within F&I. The F&I role will need to be modernized as
the consumer completes more of their traditional tasks online. Digital retailing and eCommerce take
away some day-to-day manual data entry work such as inputting credit applications and running
bureaus, which allows F&| managers to spend their time concentrating on the more complex deals and
increasing sales volume.

These adjustments to your team will help focus each department on the consumer-first mindset
necessary to result in sales while creating notable experiences for each customer.

Building the ultimate consumer experience that transcends just clicking a buy button online

For most eCommerce, you need to build on the brand reputation for quality and service that your
business already has within the community and region. Start by looking at the experience you offer your
current clientele, how you establish trust today, and what you do to engage prospective car buyers.

With fully online/eCommerce retail, you’ll need to take additional steps to make sure the car buyer
understands how the tools work, offer speed and efficiency, provide transparency into pricing and
process, establish clear and fair guarantees and warranties, and provide personal support as needed.

If you want shoppers to buy fully online, your policies need to reflect the experience you would have
offered in store. Successful online retailers provide the best guarantees and customer service—and it’s
all online. We know that offering the buying process online is paying off, with 74% of car buyers in 2020
reporting that they were happier compared to the previous year due to the increase in online shopping
versus time spent at dealerships.t°

As you start to work on your new business strategy, one area where you can really shine is order
fulfillment and delivery. When you’re optimizing your delivery process for eCommerce, be sure to take
into consideration how to handle orders outside the usual delivery radius. Consider covering delivery
fees to amp up the perceived level of service you provide. You will need delivery drivers to provide high-
level customer service as they handle additional tasks including collecting delivery confirmation



signatures, evaluating trade-in vehicles, etc. It will also be necessary to plan for handling registration and
titling so that fully online customers end each transaction on a positive note.

Considering how you’ll go above and beyond

It’s important to also look at your overall value proposition. Everyone will offer consumer-friendly
policies like 7-day returns, free delivery within a certain number of miles, etc. What will differentiate
you? Will you provide an experience element that is truly memorable and social media worthy? Your
dealership will need to stand out for something, or risk being overlooked.

Think about Nordstrom department store, which has thrived for more than a century, in part by being
incredibly customer focused. There’s a (probably apocryphal) story that they once refunded a customer
for a tire, even though Nordstrom doesn’t sell tires. Their well-known customer service focus makes it
seem plausible. Or a more recent example is online pet supply retailer Chewy, known for personal
touches such as sending customers a painting of their deceased pet and suggesting that items sent in
error be donated to an animal rescue rather than returned. The company actively encourages their
employees to go above and beyond for customer service and showcases service stories on their website.

Great customer service is not achieved with a long rule book with policies for every possible scenario.
It’s a mindset, and it requires that you empower your front-line team to make the best decisions—
prioritizing consumer loyalty first—even at the expense of short-term profitability. A car buyer wants a
car in perfect condition. However, the goal is to build a reputation for a best-in-class customer
experience, like industry leaders such as Zappos, Amazon, Chewy and others. A great customer service
mindset leads to happy customers, positive reviews, referrals, and repeat business which will be key to
automotive eCommerce success.

Focusing your marketing investments to funnel current and potential customers to your online site
So where are those customers coming from? It’s important that you continue to invest in showcasing
your brand. Showcase the new way to buy online with your brand by building awareness and traffic at
the top of the funnel. Content is key to engaging customers so you must reassure your new customers
that their money, time, and efforts are safe with your brand. And you must target them via search
engine optimization and through search engine marketing. Investment in these areas will allow you to
target and pull in car buyers earlier in their purchase process and move them more quickly into brand
awareness and demand generation journeys that can feed your sales pipeline.

While marketing for in-store sales focuses on bringing in leads, messaging for online sales should focus
on branding, building trust, and driving eCommerce transactions:

e Educate customers about the purchase platform

e Reinforce how easy it is to buy a vehicle without leaving home in a secure, easy way

e Showecase your inventory and what your brand stands for through content

Becoming an inventory and merchandising guru is critical to successful and sustainable transformation
Online vehicle merchandising is key for establishing trust with consumers, especially those buying a
vehicle sight unseen. This means photos, videos, and detailed descriptions that provide an accurate view
of each vehicle for sale. Remember that your content is a true differentiator to help drive both organic
traffic and conversion rates.

It’s also important to coordinate inventory management between online and in-store to ensure that
vehicles are marked sold promptly via either channel. While pricing will be the same in any channel, the



efficiencies of online retail can allow you to offer exclusive benefits to digital retailing customers such as
a more flexible return policy.

Establishing acceptable trade valuations processes builds consumer trust. Managing trade-ins
online begins with a reliable valuation source, but also requires a mindset of transparency for the
consumer. Many successful dealerships establish an acceptable variance on the trade amount for
eCommerce deals to eliminate any costly hassles and consumer frustration.

Taking the next steps

As a retailer, now is the time for you to determine how you want to serve automotive consumers
moving forward and select the technology it will take to achieve short-term and long-term business
goals. You can then align your policies and processes to deliver on that brand promise.

If you do not have a solid online/in-store model, it’s important to invest in that now. To move towards a
eCommerce model in the coming years, this is the time to evaluate your current strategy and processes.
Evaluate the skill sets of your staff members, and the makeup of your current and targeted customer
base. The time is now to decide what types of digital retailing solutions will help your dealership achieve
success both now and in the future.

To discover where your business currently stands, we recommend looking at the Digital Maturity Model
(DMM)*! developed by Google and Boston Consulting Group (BCG). This type of model allows a retailer
to develop a roadmap for your digital transformation journey and understand your stage of digital
maturity. This model includes four stages ranging from early stage to emerging (connected organization
departments), connected (online and offline data is connected), and finally multi-moment (data and
automation-driven efficiencies).

This framework will help you evaluate your organization as you complete your digital transformation.

Once you’ve determined your digital maturity stage, here are some thought starter questions specific to
automotive retailing to help you self-identify your next steps for moving towards an in-store/online
model and preparing for fully online eCommerce in the future:

e Does your dealership currently sell outside of your local market and/or across state lines?

e Is your brand regionally recognized or nationwide?

e How will your trade-in valuation process be different than today?

e How will you manage your eCommerce and brick and mortar inventory?

e Have you had to turn customers away because they are not qualified, or because you do not
have the inventory they want?

e Do you have a program in place to acquire used vehicle inventory?

e Do you have warranties and guarantees that transcend brick and mortar?

e Are your marketing and advertising team and dollars focused on upper funnel and lower funnel
to drive conversions to transactions?

e How close are you to fully digitizing manual paperwork processes?

e Is your F&I profitability consistent?

e Have you had challenges with selling aftermarket products and obtaining consistency in how
they are sold and matching the right products to each customer?



The more digital processes you have incorporated into your workflow and strategic planning, the closer
you are to transforming the purchasing path for your customers.

You don’t have to look too far into the past to see cautionary tales of retailers that chose to stay the
course with their brick-and-mortar concerns while online competitors siphoned away all their
customers. Numerous well-known department stores, book sellers and electronics stores hesitated too
long and missed their chance to pivot toward digital.

No matter what path you are on right now, don’t travel it alone. Be sure to choose a digital retailing or
eCommerce technology partner that can help you realize the improvements in customer experience,
efficiency and profitability that will help you stay competitive now and in the future.

Look for more on how to transform your business in upcoming articles in this series from Cox
Automotive.
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