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AUuTO DEALER PROTECTIONISM

State Limitations on Dealer Competition Should Be Eliminated

North Carolina law limits the establishment and reloca-
tion of new-vehicle dealerships in “relevant market areas” where the same
make of car is sold. This law was enacted due to the belief that dealers were
in an unequal bargaining position with manufacturers. This rationale is now
obsolete. Research also indicates that such laws hurt consumers. No justifica-
tion exists to continue granting special privileges to dealers, especially when

those privileges come at the expense of the public.

n August 23, 2005, the North Carolina General Assembly ratified H.B.

1227, a bill that amends the state’s motor vehicle franchise laws.! Spe-

cifically, the legislation adds a new way for existing motor vehicle deal-
ers to relocate their operations. While the provision garnered attention due to
the possibility that it was inserted into the bill for a specific Wake county car
dealership, the bill raises an even bigger question.?

Why does North Carolina have a regulatory scheme that limits the establish-

ment of new motor vehicle dealerships and the relocation of existing dealers?

North Carolina’s Relevant Market Area (RMA) Law

As in many other states,® North Carolina has a relevant market area
(RMA) law—this law establishes limitations on the creation and relocation of
dealerships selling new motor vehicles. Manufactures must notify the Com-
missioner of Motor Vehicles prior to entering into a franchise agreement with a
new dealer or relocating an existing dealer in a “relevant market area” where
the same make of car already is represented.* A relevant market area general-
ly is defined as “the area within a radius of 20 miles around an existing dealer
or the area of responsibility defined in the franchise, whichever is greater.”® If
a manufacturer seeks to establish a new franchise, the “relevant market” can
have an area within a radius of 10 or 15 miles of the proposed site or within a

radius of 20 miles of an existing dealer, depending on the population.®



A detailed administrative process exists that permits dealers selling the same make of car in the RMA to protest
the proposed action. The manufacturer may not move forward with its plans until a hearing has been held to deter-
mine if “good cause” exists to grant the request’—the burden of proof is on the manufacturer.? There are some narrow
exceptions to the general notification requirement, most of them addressing the relocation of existing dealers.®

Original Rationale for the Law

In 1955, North Carolina enacted legislation that regulated the distribution of motor vehicles. The RMA provision
was not included in this legislation until 1983.1° The purpose of regulating the manufacturer-dealer relationship was
to protect motor vehicle dealers from manufacturers. State laws regulating the manufacturer-dealer relationship were
enacted as far back as the late 1930s.1!

A 1956 United States Senate report outlined the major concerns and reasons for regulating the manufacturer-
dealer relationship:

Automobile production is one of the most highly concentrated industries in the United States,
a matter of grave concern to officers of the Government charged with enforcement of antitrust
laws. Today, there exist only five passenger-car manufacturers, three of which produce in ex-
cess of 95 percent of all passenger cars sold in the United States...

Dealers are with few exceptions completely dependent on the manufacturer for their supply of
cars...the dependence upon a single manufacturer for supply of automobiles, and the difficulty
of obtaining a franchise from another manufacturer all contribute toward making the dealer
an easy prey for domination by the factory.!

All of the reasons that existed back in 1956 as outlined in this report are non-existent today (as they were in 1983).
As should be expected, the elapse of a half-century has created very different market conditions. The original rationale
for the laws has disappeared.

A New Marketplace

Markets are not static — laws that are premised on market conditions must reflect the dynamic nature of markets
and take into account whether the original conditions still exist. Several key changes have taken place that drastically
altered the marketplace: intense competition between manufacturers, a major reduction in the number of dealers, and
the strengthening of individual dealers.

Manufacturer Competition: A concentrated industry made it difficult for dealers because limited competition gave
them few options or leverage if they desired to franchise with other manufacturers. In 1956, the Big Three (generally
thought of as General Motors, Ford, and Chrysler) had a market share of over 95 percent in the passenger-car mar-
ket.’3 In 2003, for passenger cars alone, their market share had decreased by more than 50 percent — claiming only
47.1 percent of the market.!* Taking into account light trucks, which comprise a major portion of total motor vehicle
sales, the market share for the Big Three was only 61.8 percent of the market in 2003.

A critical shift in the market has been caused by increased foreign competition. For example, in car sales, foreign
manufacturers claimed 34 percent of the market in 1988. In only 15 years, the number increased by more than 50
percent — in 2003, market share was 52.9 percent.

The dominant firm in the industry since 1930, General Motors (GM), is a prime example of the fragmentation of
the market. In 1978, GM’s market share was at 47.7 percent of the total motor vehicle market (cars and light trucks).
In only 25 years, their share had decreased by a staggering 41 percent, claiming only 28.3 percent of the market in
2003.

Reduction in the Number of Dealers: The significant decrease in the number of dealers creates even greater leverage
for those dealers that do remain in business. In 1956, there were approximately 40,000 franchised dealers.'* By 1982,
the number had decreased by about 35 percent, and was only at 25,700.'¢ Recently, the numbers have continued to
decline rapidly from 25,700 in 1982 to only 21,725 in 2003.



Strengthening of Individual Dealers: In conjunction with the reduction in the number of dealers was the strengthening
of dealers that remained in business. It
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American automakers.!”

RMA Laws Hurt Consumers

The RMA law, unlike other manufacturer-dealer provisions, directly restrains trade and limits competition. Con-
sequently, it directly harms consumers and, as such, is as much about the dealer-consumer relationship as it is about
the dealer-manufacturer relationship.

Research by the Federal Trade Commission (FTC) confirms the harm to consumers. After the release of the Com-
mission’s study on RMA laws, then-FTC Director of the Bureau of Economics David Scheffman stated “This study shows
that these laws benefit auto dealers at the expense of consumers who pay higher prices for new automobiles.”*8

Major research studies have consistently shown that RMA laws increase the price of vehicles for consumers.!® The
FTC found that, on average, car prices were 6.14 percent higher in states that had RMA laws than those that did not
have such laws. In rapidly growing areas the prices are 7.63 percent higher, therefore North Carolina as one of the fast-

est growing states (ranked 9th in percent growth among all states?®) could be affected even more than most states.

Conclusion

Government should not be in the business of restricting economic freedom and creating special business privileges.
North Carolina’s current system places the government in the inappropriate role of determining when and where new
dealerships should be created and when and where existing dealers should be relocated. This role is a function of the

free market and should be left to the private contractual agreements of manufacturers and franchise dealerships.

If a dealership has not negotiated a promise from the manufacturer to refrain from granting franchises to new
dealerships within a specified radius, then this is its own freely made choice. The state should not, in essence, make
this promise on behalf of the manufacturer before an agreement has been negotiated between the parties. No justifica-
tion exists to continue granting special state-created privileges to dealers, especially when it comes at the expense of
the public.

-Daren Bakst, J.D., LL.M. is Legal and Regulatory Policy Analyst for the John Locke Foundation
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