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Article A

This article illustrates how contracts are completed ex post in practice and, in so doing,
indirectly suggests what the real function of contracts may be. Our evidence comes from the
contracts between automobile manufacturers and their dealers in 23 dealership networks in
Spain. Franchising dominates automobile distribution because of the need to decentralize
pricing and control of service decisions. It motivates local managers to undertake these
activities at minimum cost for the manufacturer. However, it creates incentive conflicts, both
between manufacturers and dealers and among dealers themselves, concerning the level of
sales and service provided. It also holds potential for expropriation of specific investments.
Contracts deal with these conflicts by restricting dealers’ decision rights and granting
manufacturers extensive completion, monitoring and enforcement powers. The main
mechanism that may prevent abuse of these powers is the manufacturers’ reputational capital.

Published Online: 2005-4-1

©2011 Walter de Gruyter GmbH & Co. KG, Berlin/Boston

o,

Articles in the same Issue v

https://doi.org/10.2202/1555-5879.1002

Sign up now to receive a 20% welcome discount

Subscribe to our newsletter



http://mc.manuscriptcentral.com/dgrle
https://www.degruyterbrill.com/publishing/for-authors/for-journal-authors
https://doi.org/10.2202/1555-5879.1002
https://www.degruyterbrill.com/publishing/about-us/news-insights/newsletter
https://www.degruyterbrill.com/journal/key/rle/html
https://www.degruyterbrill.com/journal/key/rle/html
https://www.degruyterbrill.com/journal/key/rle/1/1/html

Institutional Access
How does access work?

a6 De GruyterBrill
f O 0 % o

Our privacy policy

Our cookie policy
Accessibility

General terms and conditions
Legal Notice

Have an idea on how to improve our website?
Please write us.

© 2025 De Gruyter Brill

Downloaded on 29.8.2025 from https://www.degruyterbrill.com/document/doi/10.2202/1555-
5879.1002/html


https://www.degruyterbrill.com/
https://www.facebook.com/degruyterbrill/
https://www.instagram.com/degruyter_brill/
https://www.linkedin.com/company/de-gruyter
https://bsky.app/profile/degruyterbrill.bsky.social
https://www.youtube.com/@DegruyterBrillPublishers
https://www.degruyterbrill.com/publishing/our-privacy-policy
https://www.degruyterbrill.com/publishing/our-cookie-policy
https://www.degruyterbrill.com/publishing/accessibility
https://www.degruyterbrill.com/publishing/terms-conditions
https://www.degruyterbrill.com/publishing/imprints
https://www.degruyterbrill.com/contactForm?role=other&request=generalInquiry

