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Abstract

In this paper, we take an integrated view of Transaction Cost Analysis (TCA) and Agency Theory (AT) in order to study the

direct salesforce vs. rep decision and the design of compensation plans in German salesforces. We test, with a single data set, a

set of established and new hypotheses of both theories in the context of both decisions. This allows us to assess the

complementarity of AT and TCA by estimating the relative explanatory power of the two frameworks for each of the two

decisions. On the one hand, we find support for most of the established hypotheses. However, the hypothesized effect of

uncertainty is rejected in our data set. Moreover, we document the impact of some new variables. We also find that, while AT

does not add much to explain the decision of direct vs. rep in our data, TCA is equally limiting in helping understand the design

of salesforce compensation plans. Therefore, one has to be cautious in treating AT and TCA as complementary theories.

D 2004 Published by Elsevier B.V.
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COR1. Introduction

The benefits of effectively managing a salesforce

have never been greater. For almost all firms, sales is

the only revenue-generating part of the organization,

while everything else is a cost center. Moreover, with

the increasing emphasis on market orientation in
UN
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today’s environment, the role of the salesforce has

assumed greater importance. However, the costs of

using a direct salesforce are escalating by the day,

with the average cost of making a personal sales call

ranging from $250 to $500 in the USA (Kotler, 2003,

p. 638) and from 150 to 400 in Germany (Kienbaum

Vergütungsberatung, 2002). Furthermore, firms in the

USA spend over a trillion $ annually on salesforces

and salesforce materials (Kotler, 2003, p. 637). It is

therefore imperative that this asset be used in the most

effective and efficient manner.
eting xx (2004) xxx–xxx
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An important aspect of managing a salesforce is

related to its design. Depending on the tasks that need

to be performed by the salesforce including prospec-

ting, communicating, selling, servicing and informa-

tion gathering, a firm needs to decide whether it should

have a company salesforce (direct) or utilize independ-

ent sales representatives (reps). Furthermore, if a

company decides to employ a direct salesforce, it

needs to design the control and reward systems so as to

achieve an optimal utilization of its salesforce’s efforts.

By now, it is well recognized that a salesperson’s

performance depends not only on individual-specific

factors, but also on the reward system used to

motivate a salesforce (see Johnston & Marshall,

2003, p. 13). Hence, in the salesforce management

literature many efforts have been made to study

salesforce compensation plans (see Basu, Lal, Srini-

vasan, & Staelin, 1985; Coughlan & Narasimhan,

1992; Dearden & Lilien, 1990; John & Weitz, 1989;

Joseph & Kalwani, 1995; Joseph & Thevaranjan,

1998; Lal, Outland, & Staelin, 1994; Lal & Sriniva-

san, 1993; Lal & Staelin, 1986; Raju & Srinivasan,

1996; Weinberg, 1975; Zhang & Mahajan, 1995). See

also the reviews by Albers (1996, 2002), Coughlan

(1993) and Coughlan and Sen (1989).

Two of the most popular theoretical frameworks

used to study the decision of reps vs. company owned

salesforce and design of compensation plans are

Transaction Cost Analysis (TCA) and Agency Theory

(AT). While researchers such as Anderson (1985) use

TCA to study the choice between sales reps and direct

salesforce, John and Weitz (1989) use TCA to study

the design of compensation plans. On the other hand,

Basu et al. (1985), Lal and Srinivasan (1993), Lal and

Staelin (1986), Rao (1990), and Zhang and Mahajan

(1995) apply Agency Theory to study the design of

compensation plans.

In this paper, our primary objective is to compare

the relative usefulness of Agency Theory and Trans-

action Cost Analysis in the context of each of these

two decisions. Although these two frameworks appear

to be complementary, our investigation is motivated

by the fact that TCA was originally advanced to

understand and study issues related to the boundaries

of the firm (for example, make or buy decisions of a

firm), while AT has been proposed to understand the

contractual arrangements between a firm and its

employees. This suggests that TCA should provide a
ED P
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relatively better understanding of the direct vs. rep

decision while AT may be more appealing in the

context of compensation plans. However, if a com-

mon test of TCA- and AT-specific variables leads to

the finding that both theories significantly explain the

vertical integration as well as contractual issues, this

would extend the usual set of variables applied in

empirical investigations and those taken into consid-

eration by managers.

Our secondary objective is to propose and test the

validity of several new hypotheses related to the

issues of vertical integration and design of compensa-

tion plans. As a side-effect, we also investigate the

generalizability of the empirical findings reported in

the literature to countries outside the USA. This is

important, since it is known that different cultures

favor different attitudes towards work, use different

types of communication and operate in varying legal

environments (Albers, Krafft, & Bielert 1998). We

therefore investigate the usefulness of the above-

mentioned theoretical frameworks in international

contexts.

In the following, we briefly review in Section 2 the

relevant literature on TCA and AT in the sales force

compensation domain, and develop a set of hypoth-

eses with respect to both the decision to employ a rep

organization vs. direct salesforce and the structure of

the compensation plan. In Section 3, we describe the

operationalization of our measures and the research

design of our integrated empirical study. Section 4

presents the empirical results of the explanation of the

vertical integration decision, while Section 5 provides

the results for the salary vs. incentives decision.

Section 6 offers a comparison of the explanatory

power of TCA and AT for the vertical integration and

compensation design decisions. The article concludes

with a summary and some suggested directions for

future research.
2. Literature review and hypotheses development

2.1. Literature review

In this section, we briefly review the published

TCA- and AT-based work on how to organize a

salesforce (use a direct salesforce vs. reps) and design

salesforce compensation plans (see Table 1).
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t1.1 Table 1

Characteristics of empirical investigations of Transaction Cost Analysis (TCA) and Agency Theory (AT) hypotheses regarding the vertical integration issue and the proportion of

salaryt1.2

Characteristics Studyt1.3

Anderson (1985) John and Weitz (1989) Lal et al. (1994) Coughlan and Narasimhan

(1992)

Joseph and Kalwani

(1995)

Present studyt1.4

Research issue Vertical integration Proportion of salary Proportion of salary Proportion of salary Proportion of salary Vertical integration;

proportion of salaryt1.5
Theory tested TCA TCA AT AT AT TCA and ATt1.6
Unit of research Sales districts Companies Representatives,

superiors

Companies Companies Companiest1.7

Type of sales

force

organization

Representatives,

employed sales

people, hybrids

Representatives,

employed salespeople

Employed salespeople Representatives,

employed salespeople,

hybrids

Employed salespeople Vertical integration:

reps vs. employed

salespeople

proportion of salary:

employed salespeoplet1.8
Respondents 159 regional sales

managers from 13

companies of the

electronic components

industry

161 manufacturing

firms with annual

sales exceeding

$50 million

77 representatives from

3 sales forces of a

company selling

computers and services

233 companies from

39 industries

266 companies from a

variety of industries

270 companiest1.9

Response rate 43.3% 60.5%

(first mailing: 21.5%)

50%

sales people)

90% (superior)

unknown 33% 24.6%t1.10

Methodology Mail survey Mail survey Mail survey Secondary data

from Dartnell

Mail survey Mail surveyt1.11

Investigation

period

1981 1984–1985 1989 1986 1993 1992–1993t1.12

Investigation

area

USA USA USA USA USA Germanyt1.13
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To the best of our knowledge, the only study to

date that directly investigates the direct vs. rep

decision is provided by Anderson (1985). In this

study, Anderson uses TCA to develop a set of

hypotheses to determine when the selling function

should be integrated vertically rather than farmed out

to a rep organization. She confronts these hypotheses

with data from the electronics components industry

and finds significant support for many of her

hypotheses (see Table 2).

The study of salesforce compensation plans has

been approached via both Agency Theory and Trans-

action Cost Analysis. The literature based on AT

originates with the work of Basu et al. (1985) and Lal

and Srinivasan (1993). The authors hypothesize the

impact of uncertainty, marginal cost of production,

effectiveness and risk aversion of salespeople, and the

attractiveness of alternative job opportunities, on the

proportion of salary to total compensation changes.

John and Weitz (1989, p. 3) apply TCA to the role of

the proportion of salary in salesforce compensation

plans. They consider the two control mechanisms

identified by Williamson (1975, 1981, 1985) and

propose that in the salesforce context, while bureau-

cratic control corresponds, b. . . to the use of super-

vision to implement compensation plans emphasizing

salary, . . ., market control mechanisms. . . correspond
to plans emphasizing incentives.Q Using this analogy,

they hypothesize that the salary proportion should

increase with an increase in transaction-specific

assets, the difficulty of evaluating salespeople’s

performance, environmental uncertainty facing sales

managers and the size of the salesforce.

Despite the obvious complementarity of TCA and

AT, no single study to date has tried to test a common

set of hypotheses with regard to their relative

explanatory power. Among the studies that have

investigated, hypotheses derived from AT are cross-

sectional studies by Coughlan and Narasimhan

(1992), Joseph and Kalwani (1995) and Lal et al.

(1994) and laboratory experiments by Gaba and Kalra

(1999) and Umanath, Ray, and Campbell (1993). In

these studies, many AT-based hypotheses are sup-

ported, but for some hypotheses, the results are mixed,

especially with respect to environmental uncertainty.

For a more detailed comparison of the research

designs of the cross-sectional studies, see Table 1.

The empirical results are reported in Table 3.
ED P
ROOF

John and Weitz (1989) are the only authors to date

who have investigated whether TCA variables

explain the proportion of salary to total pay. Their

empirical analysis offers some support for the

hypotheses based on TCA. While the ease of

replacing salespeople and its interaction with environ-

mental uncertainty have a significant impact on salary

as predicted, other key constructs are not significantly

related to salary. See also Rindfleisch and Heide

(1997) for an extensive review of TCA applications

in the marketing literature.

Thus, it is evident that no single study attempts to

test the predictions of both frameworks (TCA and

AT) on one data set. The goals of our study are to

estimate the explanatory power of these two frame-

works in the context of the above-mentioned deci-

sions, develop and test some new hypotheses, and

lastly, to investigate the generalizability of these

frameworks to international contexts. We believe

there is a need for a direct comparison of TCA and

AT, since the literature published in major journals

gives the impression of AT and TCA being comple-

mentary approaches. Therefore, our contribution

relates to the fact that b. . . TCA and agency theory

complement each other in terms of providing

normative implications for the design of compensa-

tion plansQ (John & Weitz, 1989, p. 11). This view is

shared by many authors including Anderson and

Oliver (1987), who integrate TCA and AT in order to

develop a set of contingency hypotheses on the

choice of salesforce control systems. Similarly,

Bergen, Dutta, and Walker (1992, p. 8) write: b. . .
given that TCA and Agency Theory are concerned

with similar issues and appear to be moving toward

even more common conceptual ground, blending

constructs and propositions from the two theories

may further improve our understanding of market

phenomena.Q Similar arguments can be found in

Eisenhardt (1985). Finally, Williamson himself notes

that b... my objective view is that these two

perspectives are mainly complementaryQ (Williamson,

1988, p. 568).

2.2. Hypotheses development

In this section, we develop a set of hypotheses with

respect to both the decision to employ a direct

salesforce vs. a rep organization and the structure of
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t2.1 Table 2

Comparison of our findings on the vertical integration issue with Anderson’s resultst2.2

Variable Hypotheses Anderson (1985) Present Study Our

Findingst2.3 TCA ATt2.4

Market (market failure)t2.5
–Salespeople easily replaceable � +0.4523** ft2.6
–Transaction specific assets (TSA) +0.00001* Ut2.7
!Product-specific know-how + +*t2.8

!Confidential information + +**t2.9
!Customer loyalty + �**t2.10

–Products can easily be explained � �0.2643** Ut2.11
–Substitutability of products � �0.1522 n.s. 0t2.12
–Difficulty in evaluating performancet2.13

!Output is bad performance measure + + +** +0.6733*** Ut2.14
!Costs of measuring selling outcomes + + �0.1124 n.s. 0t2.15
!Difficulty of measuring inputs � � +0.2199 n.s. 0t2.16
!Precise reports on activities available + + +0.3405*** Ut2.17

t2.18

Company (frequency of transaction)t2.19
–Size of the salesforce + n.s. �0.0023** ft2.20
–Time devoted to selling � �** +0.0176 n.s. 0t2.21
–Travel requirements � + n.s. �0.3206*** U (TCA)t2.22

t2.23

Selling environmentt2.24
–Uncertainty n.s.t2.25

!Environmental uncertainty 0 + �0.0471 n.s. 0t2.26
!Sales volatility 0 + �0.7771*** f (AT)t2.27
!Diversification of risk 0 � �0.0031 n.s. 0t2.28
!Diversification of risk (square root) +0.0002 n.s. 0t2.29
–Environmental uncertainty*TSA + +** �0.000006** ft2.30

t2.31
Salespersont2.32
–Effectivenesst2.33

!Selling experience (square root) � �0.0063 n.s. 0t2.34
–Minimum utilityt2.35
!Tenure (square root) + �0.0021 n.s. 0t2.36
!Education (square root) + �0.0033 n.s. 0t2.37
!Average industry income + +0.00005 n.s. 0t2.38

t2.39

Control variablest2.40
–Industry indicator (categorial variable) diff. Coeff.***t2.41

–Total income of average salesperson +0.00003**t2.42
t2.43

Model Statisticst2.44
Log Likelihood ( p-value) �74.16 �62.217 (1.000)t2.45

Modelv2 ( p-value) 166.688 (b0.001)t2.46
Nagelkerke R2 73.0%t2.47

Hit rate (correctly classified cases) 79% 86%t2.48

+[�]: The higher the variable, the higher [lower] the probability of choosing employed salespeople.t2.49
n.s.: not significant; U : hypothesis supported; 0: non-significant effect; f: falsified (wrong sign).t2.50

* Significant at the 10% level.t2.51
** Significant at the 5% level.t2.52
*** Significant at the 1% level.t2.53

M. Krafft et al. / Intern. J. of Research in Marketing xx (2004) xxx–xxx 5
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225
226
227
228
229

230
231
232
233
234

t3.1 Table 3

Comparison of our findings regarding salary as a percentage of total compensation with previous studiest3.2

Variable Hypotheses John and

Weitz (1989)

Lal et al.

(1994)

Couglan and

Nara-simhan

(1992)

Joseph and

Kalwani

(1995)

Present study Our

findingst3.3 TCA ATt3.4

Market (market failure)t3.5
–Salespeople easily replaceable � �* U +0.157** ft3.6
–Transaction specific assets + n.s. 0 +0.019 n.s. 0t3.7
–Products can easily be explained � +0.150** ft3.8
–Substitutability of products � �0.092 n.s. 0t3.9
–Output is a bad performance measure + + +* U +0.087 n.s. 0t3.10
–High costs of measuring selling outcomes + + +0.105* Ut3.11
–Difficulty of measuring inputs � � +* f +0.125* ft3.12
–Precise reports on activities available + + +0.225*** Ut3.13

t3.14

Company (frequency of transaction)t3.15
–Size of the salesforce + �** f �* f �0.015 n.s. 0t3.16
–Time devoted to selling � �*** U �0.101* Ut3.17
–Travel requirements � + +0.182** U (AT)t3.18

t3.19

Selling environmentt3.20
–Uncertaintyt3.21
!Environmental uncertainty 0 + n.s. 0 +*** U �* f +*** U �0.086 n.s. 0t3.22
!Sales volatility 0 + +0.053 n.s. 0t3.23
!Quota achievement 0 + +*** Ut3.24
!Diversification of risk (cust. per rep) 0 � +0.306* ft3.25
!Square root (customers per rep) �0.288* ft3.26

t3.27

Salespersont3.28
–Risk aversion + +*** Ut3.29

–Effectiveness �*** Ut3.30

!Selling experience � �*** U �0.131* Ut3.31
!Sales per call � +** ft3.32
–Minimum utility requirementt3.33

!Tenure + +*** U +0.232*** Ut3.34
!Education + +*** U +0.237*** Ut3.35
!Average industry income + �*** f �0.133* ft3.36

t3.37

Control variablest3.38
–Industry indicators (4 dummy variables) removed

because

of non

significance

t3.39

–Total income of average salespersont3.40
R2 (adjusted) .22 .68 LR: 0.15 not reported .23t3.41

+[�]: The higher the influence of the variable, the higher (smaller) should be the proportion of salary of the employed salespeople.t3.42
n.s.: not significant; U : hypothesis supported; 0: non-significant effect; f: falsified (wrong sign).t3.43

* Significant at the 10% level.t3.44
** Significant at the 5% level.t3.45

M. Krafft et al. / Intern. J. of Research in Marketing xx (2004) xxx–xxx6
Uthe compensation plan with respect to the variable

portion. Our aim is to integrate predictions of both

Agency Theory and Transaction Cost Analysis.

Therefore, we derive hypotheses based on both

theories.
2.2.1. Direct salesforce vs. reps

Given that the vertical integration issue is the

natural domain of TCA, we include all TCA-specific

factors used by Anderson (1985), such as transaction-

specific assets, difficulty in evaluating performance,
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environmental unpredictability, and travel require-

ments. AT has been proposed to study the optimal

contractual arrangements between a principal and an

agent with regard to compensation plans. Because

high fixed salaries represent a solution that is

equivalent to employing direct salespeople, and reps

can only be remunerated (in Germany by law) on a

commission-only basis, we can transfer all AT-based

hypotheses on proportion of salary, to the choice of

direct salespeople vs. reps. In particular, we hypothe-

size that higher uncertainty in the selling environment

and a higher minimum utility requirement favor a

direct sales organization. Similarly, an increase in the

effectiveness of salespeople results in choosing a rep

organization. The only conflicting hypothesis is given

for travel requirements. According to Anderson

(1985), higher travel requirements leave less time

for selling, and therefore might make direct sales-

people less profitable, whereas independent reps can

allocate travel costs across several product lines. Thus,

TCA favors independent reps in the event of high

travel requirements. However, from the perspective of

AT, travel requirements are non-productive activities

for which independent sales reps cannot be compen-

sated, so that AT would recommend working with

direct salesforces. A complete set of the hypotheses

and corresponding empirical findings to date is

presented in Table 2.

2.2.2. Variable portion of compensation plans

Given the rich literature on salesforce compensa-

tion plans, in our study we integrate AT and TCA. As

hypothesized in AT, we include the following factors:

environmental uncertainty, effectiveness of the sales-

person, attractiveness of alternative employment

opportunities, ability to measure inputs, and adequacy

of outputs as a measure of performance. While the

impact of the first three factors has been identified in

other empirical studies using AT, the last two factors

are added to our set of variables, since they relate

directly to the design of optimal compensation plans.

AT proposes that incentive plans should be used only

if it is difficult to measure the inputs provided by the

salesperson and/or if outputs are adequate measures of

performance. Otherwise, the most cost-effective way

of compensating a salesperson is through a salary.

Finally, while most of the work on salesforce

compensation plans using AT, focuses on the sales-
ED P
ROOF

generating aspects of a salesperson’s effort, we know

that a portion of the salesperson’s effort may be

nonproductive in the short run or even in the long run.

For example, servicing customers, call preparation

and handling orders do not generate sales in the short

run. However, they are essential to the viability of the

firm in the long run. In contrast, travel time is a loss of

productive time and does not result in any payoff even

in the long run. AT predicts that the proportion of

salary to total compensation should increase with an

increase in nonproductive activities, such as travel

time. Similarly, if salespeople have to spend more

time taking orders, servicing accounts, etc., again,

relatively more emphasis on salary is desirable in the

short run. Since our empirical study includes obser-

vations from a variety of different industries, differ-

ences along these dimensions could play an important

role in explaining the variance in proportion of salary

to total pay.

The TCA factors used in this study are as follows:

ease in replacing salespeople, transaction-specific

assets, ability to assess performance accurately,

uncertainty facing sales managers, interaction

between replaceability and uncertainty, and size of

salesforce. All these factors are considered by John

and Weitz (1989).

Again, as for the choice between sales reps and

direct salespeople, we propose one conflicting

hypothesis for travel requirements. As already pointed

out, AT proposes a positive relationship between

proportion of salary and travel requirements, while

TCA favors independent reps.

In summary, we seek to validate many of the

hypotheses identified in prior studies of compensation

plans, test a new hypothesis with regard to the effect

of non-selling activities and investigate the relative

explanatory power of AT and TCA. A summary of

these hypotheses and empirical findings to date is

presented in Table 3.
3. Research design

3.1. Study design

In order to test the hypotheses described in the

previous section, we mailed a questionnaire to 1099

chief sales executives of German sales organizations,
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t4.1Table 4

Comparison of the sample (direct salespeople only) with commer-

cial compensation studies t4.2

Characteristics Kienbaum Present study Mqller t4.3

Number of

employees

872 2081 t4.4

Annual sales in

million DM

207 315 t4.5

Annual sales per

salesperson

5,857,000

DM

2,893,000

DM t4.6
Salesforce size

(mode)

30 23 t4.7

Tenure of

salespeople

(in years)

8.0 7.98 t4.8

Average age of

salespeople

42.0 41.31 t4.9

Total pay in DM 95,000 91,200 81,217 t4.10
Percentage of

fixed salary

73.0% 76.2% 84.6% t4.11

Source: Kienbaum Vergütungsberatung (1993), pp. 9 ff.; Verlag

Norbert Müller (1992), pp. 10 ff. t4.12

M. Krafft et al. / Intern. J. of Research in Marketing xx (2004) xxx–xxx8
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bearing in mind the fact that firms mostly use only

one compensation scheme for the entire salesforce. In

this way, we sought to capture the perceptions of chief

sales executives involved in the design of salesforces

and incentive plans. The questionnaire was developed

and pretested through the direct help of 10 top sales

executives. Several efforts were made to solicit the

response of the chief sales executives. The initial

mailing was followed up by a second mailing after 4–

6 weeks. Further efforts to improve the response rate

were made through contact by fax and a promise to

provide a copy of the results of our study. The survey

was completed about 12 weeks after the first mailing

and resulted in a response rate of about 25%. This rate

is satisfactory, given that average top management

survey response rates range from 15% to 20%

(Homburg, Workman, & Krohmer, 1999; Menon,

Bharadwaj, Adidam, & Edison, 1999). We also tested

for possible non-response bias and found no signifi-

cant differences between early and late responses. Of

the 270 responding firms, 61 firms used representa-

tives only, 173 used a direct salesforce and 36 used a

hybrid organization. Our sample is characterized by

large firms (average number of employees 2081) and

comprises 44 observations from the financial services

sector, 44 pharmaceutical goods firms, 74 industrial

goods companies, 90 firms from the consumer goods

industry and 18 leasing companies. A comparison of

different characteristics of the empirical studies

investigating the direct vs. rep decision and the design

of compensation plans is presented in Table 1 and a

comparison of our sample with other German studies

is reported in Table 4.

3.2. Measures

The two dependent variables in our study are:

the nature of salesforce (direct salespeople or reps)

and the proportion of salary to total pay in the case

of a direct salesforce. The first dependent variable

was measured by asking each respondent about the

number of salespeople employed in the salesforce

and also the number of sales reps in the sales

organization. These questions were deemed appro-

priate, since some salesforces employ both direct

salespeople and reps. Due to the fact that the

reasons for the existence of hybrid organizations

seem to be rather arbitrary and include salesforces
ED Pin transition, vacant territories being temporarily

assigned to reps and reps being used as a threat to

company salespeople to induce them to improve

their performance, we considered only pure organ-

izations with either reps or employed salespeople in

the direct vs. reps investigations. Thus, we excluded

hybrid organizations from the subsequent analyses.

In order to measure the proportion of salary to total

pay, each respondent provided estimates of the

percentage of salespeople compensated by straight

salary, straight commissions and a combination

plan. Furthermore, they provided an estimate of

the variable income in a combination plan.

Although most salesforces were compensated

mainly through one type of plan, we multiplied

the reported estimate of the proportion of variable

income by the percentage of salesforce compensated

by any one of the variable plans (salary plus

commissions, salary plus bonus and salary plus

commissions plus bonus) to determine the variable

portion of the total package for the salesforce.

Details of the questions used to measure the

dependent variables and the exact formula for the

computation of the proportion of salary to total pay

are provided in Appendix A.

The independent variables identified in Tables 2

and 3 were measured using multi-item scales as
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described in Appendix B. These variables can be

categorized into groups describing the state of Market

failure, Company specifics, the Selling environment,

and Salespeople characteristics.

3.2.1. Market failure

3.2.1.1. Replaceability. A three-item scale was used to

measure the ease of hiring the kind of salespeople

desired by the firm. The items applied are similar to or

adapted from studies by Anderson (1985) and John

and Weitz (1989).

3.2.1.2. Transaction-specific assets. We measured the

uniqueness of company procedures and the time

required to learn about the unique aspects of the

firm’s customers and products. Since TCA deals with

the cost of control mechanisms, we chose to employ a

dollar measure constructed by multiplying the total

cost of training new salespeople with the fraction of

training time needed to develop customer-, company-

and product-specific knowledge. This is in accordance

with the growing number of TCA researchers that

have attempted to measure transaction costs directly,

i.e. in monetary terms (see Rindfleisch & Heide,

1997). Similar approaches to the one we chose are

reported in Bucklin and Sengupta (1993) as well as in

Walker and Poppo (1991), and are recommended by

Rossiter (2002).

3.2.1.3. Products can easily be explained. This

construct is formed by two agree/disagree items that

are similar to statements used by Anderson (1984).

3.2.1.4. Substitutability of products. This construct is

formed by two new agree/disagree items. We included

this construct, because of the importance of interde-

pendencies across products, as indicated by Coughlan

and Sen (1989).

3.2.1.5. Output is a bad performance measure. This

construct is formed by three agree/disagree items. In

this manner, we use a more elaborate scale than John

and Weitz (1989).

3.2.1.6. High costs of measuring selling outcomes.We

used a single indicator as suggested by Anderson and

Oliver (1987).
ED P
ROOF

3.2.1.7. Difficulty of measuring inputs. This construct

is formed by four agree/disagree items similar to John

and Weitz (1989).

3.2.1.8. Precise reports on activities available. We

used a single agree/disagree indicator adapted from

John and Weitz (1989).

3.2.2. Company specifics

Like John and Weitz (1989), we measure the Size

of the Salesforce in terms of the number of sales-

people. Time devoted to selling served as a proxy for

the importance of selling activities, while Travel

requirements for salespeople was measured via the

number of hotel stays (similar to Anderson, 1985).

3.2.3. Selling environment

3.2.3.1. Uncertainty. In the literature, this construct has

been approached through a variety of measures, where

each measure captures a somewhat different dimension

of this overall construct. In our study, we include items

used in previous studies (Anderson, 1985; John &

Weitz, 1989) but also measure the number of customers

per salesperson, so as to capture the possibility of

avoiding uncertainty through diversification of the

selling effort (Porter, 1980). A confirmatory factor

analysis of these items resulted in three different

factors, environmental uncertainty, sales volatility

and diversification of risk, as shown in Appendix B.

3.2.4. Salespeople characteristics

3.2.4.1. Effectiveness. As in Coughlan andNarasimhan

(1992), this construct was measured through average

selling experience (in years) before joining the firm.

3.2.4.2. Minimum utility requirement. This construct

reflects the attractiveness of alternative employment

opportunities for the salesperson, which are equivalent

to a salesperson’s market value. Therefore, we use

measures that can be considered as proxies for a

salesperson’s market value. In addition, we apply a

direct measure of market value as given by average

industry income. Average industry income is com-

puted as the mean of the respective values across all

observations, within 1 of 17 sub-industries. The

income represents the total income paid by the
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individual firm to an average salesperson, as provided

by the respondents. Thus, we take tenure with the

company (i.e. duration of employment) and average

level of education in the salesforce to measure this

construct. All these measures, tenure, education and

average industry income, have already been used by

Coughlan and Narasimhan (1992).

3.2.5. Control variables

To account for possible heterogeneity, we include

industry dummies and the total income of average

salespeople.

3.2.5.1. Industry indicators. As already described

above, we conducted our study across five different

industries. In order to capture potential industry-

specific effects, we used four dummy variables for

industrial goods, financial services, pharmaceutical

goods and consumer goods (with observations from

the leasing industry as reference).

3.2.5.2. Total income of average salesperson. We

controlled for potential cross-incentive effects by

including, as a covariate, the total annual income of

an average salesperson.

3.3. Estimation

In Section 3.2, we explained that we can only

consider the decision between pure sales organiza-

tions, using either a direct salesforce or independent

reps. Thus, we excluded 36 observations from hybrid

salesforces. Given the dichotomous nature of the

dependent variable, we estimated the impact of the

independent variables on the vertical integration

decision with the help of logistic regression, which

uses a maximum likelihood procedure (as in Anderson

1985). A further 18 cases were deleted, because they

revealed more than three missing values.1 This led to

an effective sample size of 216 cases.

To investigate the role of fixed salary as a

proportion of total pay, we had to restrict our analyses

to direct salesforces only. This is due to the fact that
U
1 For each case, we computed the number of missing

observations and found 72 cases with one missing, 20 cases with

two missing, 10 with three missing, and a break, or scree, at four or

more missing. For cases with three or fewer missing observations,

we ran a mean substitution.
OOF

by German law, reps can only be remunerated on a

commission-only basis, while employed salespeople

have to be compensated by a substantial fixed amount.

In this sub-sample, we had to delete 14 cases, because

of more than three missing values, leading to an

effective sample size of 156 (170�14) cases. The

model is estimated via ordinary least-squares regres-

sion, where the dependent variable has been trans-

formed to its logit (ln(x/(1�x)), where x is the

dependent variable). This logit transformation is

required to satisfy the normality assumptions of

ordinary least squares, when the dependent variable

is constrained between 0 and 1, as indicated by John

and Weitz (1989). To check whether this leads to

heteroscedasticity, we weighted each case with the

inverse of the error term of this data point. Based on

OLS and WLS, we did not observe any substantial

differences between our various results.
559
ED P4. Results for direct salesforce vs. reps

The results of our analysis of the direct vs. rep

decision are displayed in the second last column of

Table 2 (bpresent studyQ). In our study, the TCA and AT

variables explain a significant portion of the variance.

We report the Log Likelihood (LL) of �62.22 and a

model v2 of 166.7. Given the degrees of freedom, both

are highly significant. In order to be able to compare the

goodness of fit of our model with the one by Anderson

(1985), we calculated the geometric mean of the

probability q with which the observed vertical integra-

tion decision is estimated.2 Our model resulted in a

value of q=0.75, which compares favorably to a value

of q=0.63 as derived from the Log Likelihood of

�74.16 and a number of 159 observations as reported

by Anderson (1985). In addition, the Nagelkerke

pseudo-R2 of 73% shows a good fit for our model.

In Table 2, the coefficients of our logistic regression

model and the respective significance levels are

displayed in column bpresent studyQ. With respect to

the hypothesized effects, which are also reported in

Table 2, we find support for the hypotheses that a direct

salesforce is more likely to be employed with increas-
2 The geometric mean of the estimated probability ( q) is

computed as follows: q=exp(LL)^(1/# cases). In our case

q=exp(�62.217)^(1/216)=0.7497.
,
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ing transaction-specific assets and increasing difficulty

in evaluating performance (as measured by doutput is
bad performance measureT and dprecise reports on

activities availableT). Likewise, the hypotheses are

supported that a rep organization is more likely to be

chosen, if products can easily be explained and if travel

requirements are high. However, we observe signifi-

cant coefficients contrary to our hypotheses for

replaceability of salespeople, size of the salesforce,

sales volatility and the interaction effect of environ-

mental uncertainty and transaction-specific assets. The

contrary finding, that the easier it is to replace sales-

people, the more likely a firm will choose a direct

salesforce, may be due to the fact that German laws

create high barriers for terminating labor contracts. If

replacement costs are high, it might be economically

beneficial to work with independent reps or sales

agencies (independent reps that have employed addi-

tional sales personnel), because the risk of firing poor

performers is transferred to the sales agency. The

second contrary finding, that the size of the salesforce

increases the likelihood of choosing a rep organization,

can be justified by Shapiro’s (1977) observation that

administrative control mechanisms become increas-

ingly costly with size of the organization. Another

explanation could lie in the unavailability of a

sufficiently large, qualified pool of salespeople to

employ. Contrary to AT, but rational from the

manufacturers’ point of view, a higher degree of sales

volatility leads to a rep organization, because this

transfers the market risk to the sales agency, which is

paid on a commission-only basis and thereby bears the

full market risk. Similarly, the interaction between

environmental uncertainty and transaction-specific

assets yields a negative coefficient, contrary to the

TCA hypothesis. This implies that increasing trans-

action-specific assets favor only direct salesforces in

the case of stable environments, while increased

uncertainty moderates this association. One may

speculate that the same rationale indicated for sales

volatility applies here.

Comparing our results with those reported by

Anderson (1985), we note that our findings are

consistent with respect to the effects of transaction-

specific assets and difficulty in evaluating performance

(see Table 2). On the other hand, while the effects of

salesforce size, travel requirements and uncertainty

were found to be insignificant in Anderson’s study, we
D P
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find significant effects in our data. Finally, while

Anderson (1985) reports a supporting, positive inter-

action effect of uncertainty and transaction-specific

assets, we observe a significant contrary relationship.

One may speculate whether the different results are due

to differently specified models and thereby to an

omitted variable bias. We therefore investigated our

data by restricting the model to only those variables that

were used by Anderson. As we found very similar

results for our two models, this indicates that our richer

model is not affected by an omitted variable bias.

In our study, we also developed a series of new

hypotheses with respect to replaceability, product

complexity, effectiveness of salespeople and mini-

mum utility requirements. However, only the effect of

product complexity is found to be significant and in

the predicted direction.

Finally, with respect to the conflicting hypotheses

about uncertainty and travel requirements, our data

lends support to the TCA-based prediction for travel

requirements, but rejects the AT based hypothesis for

uncertainty. Taking all these effects into account, we

find that only variables derived from TCA exert a

significant impact on the decision to integrate the

salesforce.
5. Results for variable portion of compensation

plans

The results of the analysis of salary as a percentage

of total compensation are displayed in Table 3. In our

study, the AT and TCA variables explain 32.4% of the

variance (adj. R2 23.0%) and the model is significant

at the 0.001 level (F-value=3.433). The explanatory

power of these variables is in the range of other cross-

sectional studies of salesforce compensation plans.

With respect to the hypothesized effects, we find

that the data supports the following hypotheses: the

emphasis on salary increases with the difficulty of

evaluating performance as measured by the high cost

of measuring selling outcomes and whether precise

reports on activities are available, decreasing amount

of time devoted to selling, decreasing effectiveness of

salespeople and increasing minimum utility require-

ments as measured by tenure and education.

However, our data rejects the hypotheses that

compensation plans should emphasize salary with
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increasing difficulty in replacing salespeople, increas-

ing uncertainty (as measured by the number of

customers per salesperson and its square root)3 and

increasing average industry income. These observa-

tions can be explained in the following manner. Our

finding on replaceability can be understood by noting

the fact that compensation plans which are geared

more towards salary attract less effective salespeople

and these salespeople can be more easily replaced.

Similarly, while an increase in the number of

customers per salespeople is presumed to decrease

the uncertainty in the selling environment, it might be

the case that if all customers need some minimum

level of attention in the form of servicing an account,

an increase in the number of accounts results in a

higher amount of non-selling activity, which in turn

leads to an increase in the emphasis on salary as

evidenced in the data. Finally, we conjecture that

average industry income may not be an accurate

measure of minimum utility. This is because the

measure does not capture disutility from effort. In fact,

it may be a proxy for the skill of a salesperson, in

which case AT-based models predict a negative impact

on the proportion of salary to total compensation.

Finally, with respect to the conflicting hypotheses

about travel requirements, our data lends support to

the AT-based prediction for travel requirements.

We now compare our empirical findings to those

reported in the USA (see Table 3). Our findings with

respect to the impact of effectiveness of salespeople

and minimum utility requirements are consistent with

those of Coughlan and Narasimhan (1992) and Lal et

al. (1994). The impact of such factors as time devoted

to selling and difficulty of measuring inputs, is also

consistent with the effects reported by John and Weitz

(1989). Similarly, the insignificant effect of uncer-

tainty observed in our data is consistent with the

findings in other cross-sectional studies such as

Coughlan and Narasimhan (1992) and John and Weitz

(1989). In contrast, the effect of the ease of replacing

salespeople in our data does not support the findings

of John and Weitz (1989). In this manner, we are able
U 741
742
743
744
745
746

3 Since we expected an inverted U-shaped relationship between

number of customers per salesperson and proportion of salary we

included the square root term of dnumber of customersT. However,
we found a total effect of both variables that even slightly increases

with a larger dnumber of customersT.
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to document that most of the findings reported for

American salesforces generalize to Germany.

While one can often provide ex-post rationalizations

for disconfirming results, it is important to note that the

effect of uncertainty as one of the more important

hypotheses of AT has not found significant support in

any empirical study using cross-sectional data. This is

particularly interesting, since other studies using

individual level data (Joseph & Kalwani, 1995; Lal et

al., 1994) and experimental studies (Gaba & Kalra,

1999; Umanath et al. 1993) report some evidence for

this hypothesis. In order to investigate this issue, we

interviewed some of the executives in our sample.

These interviews lead us to believe that executives react

to uncertainty somewhat differently than assumed in

AT-based analyses. In particular, since uncertainty is

beyond the control of the firm, management treats it as

something that the salesforce should be able to deal

with, and if not, sales executives prefer to find

salespeople who can. In order to achieve this, a

sufficient increase in uncertainty is accompanied by

higher commissions. Salespeople who are unable to

deal with uncertainty will find such contracts to be

unattractive and therefore not want to stay with the

company; while those who can get rewarded through a

plan that consists of a higher fraction of incentive-

based compensation. Hence, we conclude that while

the AT literature on salesforce compensation plans

deals with uncertainty only through the design of

compensation plans, managers in our sample seem to

deal with uncertainty by offering more incentives to

signal higher uncertainty in the selling environment

and thus attract an appropriately skilled salesforce. This

is especially true of Germany, where legal restrictions

make it extremely difficult to fire salespeople. As a

consequence, the hiring decision is much more

important than in the USA.

In summary, we have provided the first empirical

investigation of both AT- and TCA-based constructs

through a single data source. We provide a test of

competing hypotheses with respect to travel require-

ments and find support for the TCA prediction in the

vertical integration issue and for the AT hypothesis in

our model for dsalary as a proportion of total payT.
Furthermore, while many findings in the compensation

literature are confirmed and therefore generalize to

Germany, we also offer some new findings in the form

of rejecting some hypotheses and supporting new ones.
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The main conclusion with respect to rejecting these

hypotheses is that some of the operationalizations may

not be valid; but more importantly, our findings suggest

that an important consideration has been omitted in

modeling compensation plans. While the extant liter-

ature investigates the impact of changes in the environ-

ment on the design of compensation plans, holding

everything else constant (with the exception of Lal &

Staelin, 1986), sales executives seem to deal with

different selling environments not only through the

design of compensation plans, but also by attracting the

right type of salespeople. In other words, the practice of

sales management suggests an interaction between

design of compensation plans and recruitment/selec-

tion, while the theoretical literature treats these issues

independently.
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6. Explanatory power of TCA and Agency Theory

Both the more recent theoretical and empirical

salesforce management literature have benefited

immensely from two different theoretical develop-

ments in the economics literature, namely Transaction

Cost Analysis and Agency Theory. While some

authors have used Agency Theory as the foundation

for their investigation, others have focused on Trans-

action Cost Analysis. These separate investigations

suggest that both these theoretical approaches provide

significant insight into the issue of composition of

salary and incentives in salesforce compensation plans

and the decision to employ a direct salesforce in lieu

of sales representatives. With this as the motivation,

we conducted our study by integrating constructs

provided by both Agency Theory and TCA.

Our study provides the first direct evidence support-

ing both these theoretical approaches when tested

simultaneously in the same data set. However, a natural

question that arises from these empirical studies is: Do

Agency Theory and TCA compete with or complement

each other (Stathakopoulos, 1996)? In the economics

literature, these theories have traditionally been viewed

as separate theories addressing different sets of issues.

Originally, TCA was developed to investigate the

boundaries of the firm and was used extensively in

understanding issues of vertical integration vs. arms

length transactions (Williamson, 1975). Later, Agency

Theory was developed to address issues related to the
ED P
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internal organization of the firm. More recently, TCA

has also been applied to the choice of internal control

mechanisms (John & Weitz, 1989; Stump & Heide,

1996) and Agency Theory has also been used to study

coordination and interaction between two separate

economic entities (Lal, 1990). The prevailing view in

economics is that the boundaries of the firm are not as

well defined as originally thought and these theories are

viewed as complementing, rather than competing with

each other. In the marketing literature on design of

salesforce compensation plans, while the early appli-

cations of these theories viewed them as competing

frameworks, more recent applications suggest com-

plementarity. With this background, we investigated

the explanatory power of these two approaches for the

two decisions.

To address this issue, we estimate the additional

variance explained by Agency Theory-specific varia-

bles and the TCA-specific variables in the decision to

employ a direct salesforce. Because we are interested

in the predictive power of these two theories, we only

considered those variables from our full model that

had a coefficient in the hypothesized direction and a

Wald statistic larger than 1. The latter condition was

chosen, because variables with Wald statistics larger

than 1 indicate that they add more information than

noise. In a first step, we estimated a null model

consisting only of the control variables and constructs

for which both theories provided identical hypotheses.

As control variables, we included four industry

dummies and dtotal income of average salespersonT.
For the constructs doutput is a bad performance

measureT, dhigh costs of measuring selling outcomesT
and dprecise reports on activities availableT, both AT

and TCA provided identical hypotheses. In a

second step, we tested whether TCA-specific

variables significantly improved the explanatory

power. The respective four variables were

dtransaction-specific assetsT, dproducts can easily

be explainedT, dsubstitutability of productsT, and

dtravel requirementsT. In a third step, we finally tested

the additional explanatory power of two AT-specific

variables. These were dselling experienceT and

daverage industry incomeT. The results are displayed

in Table 5a. It is evident that while the improvement of

the model v2 is highly significant if TCA-specific

variables are included, the improvement of the model

v2 is not significant if Agency Theory-specific
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t5.1 Table 5a

Explanatory power of TCA- and AT-specific variables for the decision to employ direct salesforce vs. independent representativest5.2

Null model Null model plus

TCA-specific variables

Null model plus TCA- and

AT-specific variablest5.3

Number of variablesa 7 11b 13ct5.4
�2 Log Likelihood 183.806 173.953 173.572t5.5
Model v2 115.633 125.487 125.867t5.6
(df/significance) (7/0.000) (11/0.000) (13/0.000)t5.7
Improvement v2 test of

the �2LL-change against

the total model if theory-

specific variables are added

Improvement v2: 9.854;

significance 0.043

Improvement v2: 0.380;

significance 0.827t5.8

a We considered only variables from our full model that had a coefficient in the hypothesized direction and a Wald statistic larger than 1.t5.9
b The four TCA-specific variables added are dTransaction specific assetsT, dTravel requirementsT, dProducts can easily be explainedT, and

dSubstitutability of productsT.t5.10
c The two AT-specific variables added are dSelling experienceT and dAverage industry incomeT.t5.11

t6.1

t6.2

t6.3

t6.4
t6.5
t6.6

t6.7

t6.8
t6.9
t6.10
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variables are included. In other words, while the TCA-

specific variables add significantly explanatory power

to the investigation of the vertical integration issue, the

Agency Theory variables have no such effect. This

suggests that the investigation of the direct vs. rep

decision can adequately be addressed through the TCA

framework.

We now report the findings of a similar inves-

tigation for the design of compensation plans.

Similarly to the vertical integration issue, we consid-

ered only those variables from our full model that had

a coefficient in the hypothesized direction and a t-

value larger than 1. In this case, we first tested the

impact of Agency Theory-specific constructs over a

null model with only control variables and constructs

for which both theories derived identical hypotheses.

The null model consists of dfinancial servicesT
(dummy) and dtotal income of average salespersonT
as control variables and doutput is a bad performance
UNCOR
Table 5b

Explanatory power of TCA and AT specific variables for salary as a perc

Null model N

v

Number of variablesa 5 1

R2 0.093 0

Adjusted R2 0.062 0

Partial F-test of the R2 change

against the total model if

theory-specific variables

are added

F

s

F

a We considered only variables from our full model that had a coeffic
b The five AT-specific variables added are dTravel requirementT, dTim
c The one TCA-specific variable added is dSubstitutability of product
ED P
ROmeasureT, dhigh costs of measuring selling outcomesT

and dprecise reports on activities availableT as

variables that are not theory-specific. Then we added

the following five AT-specific constructs: dtime

devoted to sellingT, dtravel requirementsT, dselling
experienceT, dtenureT, and deducationT. Finally, we

tested whether dsubstitutability of productsT as the

only remaining TCA-specific variable contributes

significantly to the explanation of the dependent

variable. The results of this analysis are displayed in

Table 5b. It is clear that while the F-value for the

change in the sum of errors is highly significant if

Agency Theory-specific variables are included, the F-

value for the change in the sum of errors is not

significant if TCA-specific variables are included. In

other words, while the Agency Theory-specific

variables add significant explanatory power to the

investigation of the design of compensation plans,

TCA-specific variables do not. This suggests that the
entage of total compensation

ull model plus AT-specific

ariables

Null model plus AT- and

TCA-specific variables

0b 11c

.245 0.257

.193 0.201

-to-change: 5.857;

ignificance of

-to-change b0.0005

F-to-change: 2.378;

significance of

F-to-change 0.125

ient in the hypothesized direction and a t-value larger than 1.

e devoted to sellingT, dSelling experienceT, dTenureT, dEducationT.
sT.
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study of the proportion of salary in the compensation

plan can adequately be addressed through the Agency

Theory framework. Thus, one may conclude that in

our study of salesforce management decisions, the

two theories, Agency Theory and TCA, are less likely

to be viewed as complementing each other.

Our results should be interpreted in the German

context, where we find strong legal differences

between the nature of compensation plan and termi-

nation clauses for direct and representative sales-

people (as compared to the USA, where the

differences may not be as strong). Therefore, the

interchangeability of TCA and AT in other countries

may decrease when we observe strong structural

differences between reps and direct salespeople.
T

938
939
940
941
942
943
944
945
946
947
948
949
950
951
952
953
954
955
956
957
958
959
960
961
962
963
964
965
966
967
968
969
970
UNCORREC

7. Summary and directions for future research

This study provides the first test of an integrated

set of factors from Transaction Cost Analysis and

Agency Theory, through a data set collected outside

the USA. We thereby provide the first test of both

these frameworks within a single database. Moreover,

by collecting the data in Germany, we are able to

address the issue of the generalizability of the findings

in the USA. Indeed, since many of our findings are

consistent with those reported in studies based on

USA data, we are the first researchers to provide

evidence that these frameworks may also be applied to

situations outside the USA.

Among the new findings in our study, we

document the impact of some new variables and

provide evidence disconfirming some effects

reported in the literature. More specifically, we find

that as predicted, increasing explainability of prod-

ucts and travel requirements increase the likelihood

of employing a rep organization, while the avail-

ability of precise input reports favors employed

salesforces. With respect to the design of compensa-

tion plans, we find that dhigh costs of measuring

selling outcomesT, dprecise reports on activities

availableT, dtravel requirementsT, and dproducts can

easily be explainedT exert a direct positive impact on

the proportion of salary in the total compensation

plan. While the first three variables confirm our AT-

based hypotheses, the last one is contrary to our

TCA-specific hypothesis.
ED P
ROOF

We also find disconfirmatory evidence for several

hypotheses that were either supported or not discon-

firmed in recent studies. For example, we report that

compensation plans include a higher fraction of salary

when salespeople are easily replaceable. This is in

contrast to the insignificant effects found by John and

Weitz (1989). Similarly, the hypothesized effect of

uncertainty (as measured by number of customers per

salesperson) is rejected in our data set, while the

results from the USA are mixed. With respect to the

direct vs. rep decision, we find significant disconfirm-

ing effects for dsalespeople easily replaceableT, dsize
of the salesforceT as well as duncertaintyT and

significant confirming effects of dtravel requirementsT.
This is in direct contrast to non-significant results

reported by Anderson (1985) with respect to each of

the last three variables.

We further investigated the complementary nature

of AT and TCA in Germany, by assessing the

explanatory power of these two theories for the two

decisions, direct vs. reps and proportion of salary in

the compensation plan. We find that while one theory

is better for explaining one phenomenon, the other is

adequate in explaining the second phenomenon. More

precisely, while TCA-specific variables do not add to

explanatory power of the Agency Theory-specific

variables in the salary decision, the Agency Theory-

specific variables do not add to the explanatory power

of the TCA-specific variables in the decision to

employ a direct vs. independent salesforce. We

therefore believe that one has to be cautious in

treating AT and TCA as complementary theories.

With respect to directions for future research, this

is the first study to assess the generalizability of the

findings in the USA to other countries and cultures.

Given our findings, it is useful to investigate further

the impact of differences in legal environments,

communication styles and work ethics on the general-

izability of the TCA and AT frameworks. With

respect to the usefulness of Agency Theory to study

the design of compensation plans, we find that the

existing analysis based on a model of homogeneous

salesforces needs to be extended. In environments

where salespeople differ along several dimensions,

the interaction between the choice of compensation

plan and the hiring decision can no longer be

neglected. In other words, the choice of compensa-

tion plan needs to take into account not only the



ARTICLE IN PRESS

971
972
973
974
975

976

977
978

979

980

981

982

t7.2

t7.4

t7.6

t7.8

t7.10
t7.12

t7.14

t7.16
t7.18
t7.20
t7.22
t7.24
t7.26
t7.28
t7.30

t7.32

t7.34

t7.36

t7.37

Construct, Operationalizations,

Remarks

Source t8.2

M. Krafft et al. / Intern. J. of Research in Marketing xx (2004) xxx–xxx16
motivational aspects of this decision, but also the

kind of salespeople that will be attracted to the

company by the design of the compensation plan. A

first such attempt has been offered in Lal and Staelin

(1986) and Rao (1990).
Market (market failure) t8.4
Salespeople easily replaceable t8.6

It is very difficult for us to hire

good salespersons. (reversed)

similar to John and Weitz

(1989) t8.8
It is easy for us to replace good

salespeople if they quit.

similar to John and Weitz

(1989) t8.10
The loyalty of our accounts is adapted from Anderson (1985) t8.12
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OFtied primarily to the

salesperson. (reversed)

Transaction-specific assets

(product of dtotal costsT and
dpercentage of customer-,

product- and company-

t8.14

Appendix A. Description of dependent variables
UNCORRECT

Dependent variable, Operationalization, Remarks

Kind of salesforce

(direct salespeople or manufacturer representatives)

How many salespeople (employed and independent

representatives) work primarily for your sales

organization (without sales management)? .........

salespeople

Number of independent sales representatives

working in your sales organization

(A comparison of the first and second question

reveals, whether a company uses representatives

only, a direct salesforce or a hybrid)

Proportion of salary to total paya

How many of your salespeople are compensated by

the following plans?

!Straight salary ......(%)

!Straight commission ......(%)

!A combination plan, such as

–Salary plus commission (SALCOM) ......(%)

–Commission and drawing account ......(%)

–Salary plus bonus (SALBON) ......(%)

–Commission plus bonus ......(%)

–Salary plus commission plus bonus

(SACOBO) ......(%)

If you offer combination plans, what level does the

proportion of variable income to total pay typically

reach? (%) (VARPERC)

(The variable proportion was computed via the

following formula: (VARPERC*((SALCOM+SALBON+

SACOBO)/100)). The dependent variable is

then the complement to 100%).

a There is no single company in the ddirect salesforceT sub-
sample that uses dcommission and drawing accountT or dcommission

plus bonusT plans. Therefore, the formula has been simplified and

contains only combination plans with some sort of salary.
Appendix B. Description of independent variables
ED P
ROspecific know-howT)

What are the total costs for

training new salespersons

(costs of training,

compensation of the

salesperson)?

adapted from John and Weitz

(1989) t8.16

About ............ EURO per

salesperson t8.18
How much time of the training

is needed for t8.20
......(%) customer-specific

know-how, t8.22
......(%) product-specific

know-how, t8.24
......(%) company-specific

know-how, t8.26
......(%) know-how of general

selling techniques, t8.28
......(%) other

.........................................? t8.30
Products can easily be

explained

t8.32

The products offered by our

salespeople are complex.

adapted from Anderson (1984) t8.34

Our products can be explained

easily to our customers, such

that salespeople could sell all

of our products already after a

short training time.

adapted from Anderson (1984) t8.36

Substitutability of products t8.38

Many of the products our

salespeople offer are

substitutable, such that

overall sales of one product

reduce those of other

products.

motivated by Coughlan and Sen

(1989) t8.40

t8.42
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Appendix B (continued)t8.44

Construct, Operationalizations,

Remarks

Sourcet8.46

Substitutability of products

Our products are unique, so

that overall sales of one

product usually do not affect

those of other products.

(reversed)

Output is a bad performance

measure

t8.48

Using outcome measures

(i.e. overall sales) how

precisely do they represent

the actual effort?

(precisely–imprecisely)

John and Weitz (1989)t8.50

How precisely can you infer

the actual individual selling

effort from the outcome

measures? (totally–not at all)

John and Weitz (1989)t8.52

How many factors beyond the

control of your salespersons,

influence the selling

outcome? (few–many)

new itemt8.54

High costs of measuring

selling outcomes

t8.56

The costs of measuring selling

outcomes are (very low–very

high).

suggested by Anderson and

Oliver (1987)t8.58

Difficulty of measuring inputst8.60
It is not possible to supervise

our salespeople closely.

similar to John and Weitz

(1989)t8.62
It is difficult to evaluate how

much effort our salespeople

really devote to selling.

similar to John and Weitz

(1989)t8.64

Our salespeople travel so much

that close supervision is

impossible.

similar to John and Weitz

(1989)t8.66

It would be easy for our

salespeople to turn in better

than actual calling reports if

they wanted to.

similar to John and Weitz

(1989)t8.68

Precise reports on activities

available

t8.70

We have precise reports on the

activities of all salespersons.

adapted from John and Weitz

(1989)t8.72
Company

(frequency of transaction)

t8.74

Size of the salesforcet8.76

How many salespeople

(employed and independent

representatives) work

primarily for your sales

organization (without sales

management)? .........

salespeople

adapted from John and Weitz

(1989)t8.78

Appendix B (continued) t8.80

Construct, Operationalizations,

Remarks

Source t8.82

Time devoted to selling t8.84

Of their total working time

your salespeople use (%)

for sales calls

adapted from Anderson (1984) t8.86

Travel requirements t8.88

How many nights do your

salespersons spend in a

hotel in a typical month?

about ........ nights

adapted from Anderson (1985) t8.90

Selling environment t8.92
Environmental uncertainty t8.94

How often do you or one of

your competitors introduce

competitive new products?

(seldom–often)

adapted from Anderson (1985) t8.96

How fast does the environment

of your company change

(i.e. technology, intensity of

competition)? (slowly–fast)

adapted from Anderson (1985) t8.98

Sales volatility t8.100

How much did the market

volume of your industry vary

on average over the last five

years? (MVVARIAT)

(F0–5%, F5–10%,

F10–15%, F15–20%,

NF20%)

John and Weitz (1989) t8.102

How much did your actual

overall sales differ from your

expected overall sales?

(GOALDEV) (F0–5%,

F5–10%, F10–15%,

F15–20%, NF20%)

John and Weitz (1989) t8.104

The scale was computed as

(2*MVVARIAT+

GOALDEV)/3

John and Weitz (1989) t8.106

Diversification of risk t8.108

One salesperson is on average

responsible for about ........

accounts

adapted from Porter (1980) t8.110

Salespeople characteristics t8.112

Effectiveness t8.114

Selling experience: How

many of your salespeople

did prior to the job in your

company have

adapted from Coughlan and

Narasimhan (1992) t8.116

!less than three years ......(%)

(EXPER_3)

t8.118

!three to seven years .....(%)

(EXPER_37) t8.120
!more than seven years .....(%)

(EXPER_7) experience in

selling? t8.122

(continued on next page)
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Appendix B (continued)t8.124

Construct, Operationalizations,

Remarks

Sourcet8.126

Salespeople characteristicst8.128

Effectiveness

The scale was computed as

(1.5*(EXPER_3/100))+

(5*(EXPER_37/100))+

(10*(EXPER_7/100))t8.130
Minimum utility requirementt8.132
Tenure: What percentage of

salespeople have worked in

your sales organization for

Coughlan and Narasimhan

(1992)t8.134

......(%) less than one year,t8.136

......(%) one to less than three

years,

t8.138

......(%) three to less than five

years,

t8.140

......(%) five to less than 10

years, resp.

t8.142

......(%) 10 years or longert8.144
The scale was computed as:t8.146

(0.5*(TENURE_1/100))+

(2*(TENURE13/100))+

(4*(TENURE35/100))+

(7.5*(TENURE5_/100))+

(15*(TENURE10/100))

t8.148

Education: What percentage

of your sales people have

received their highest degree

from

Coughlan and Narasimhan

(1992)t8.150

......(%) Hauptschule

(9 years high school),

t8.152

......(%) Mittlere Reife (10 years

high school), (SCHOOL10)

t8.154

......(%) Abitur (13 years special

track of high school),

(SCHOOL13)

t8.156

......(%) college degree,

(COLLEGE)

t8.158

......(%) university degree?

(UNIVERSI)

t8.160

The scale was computed as

(1*SCHOOL10)+

(2*SCHOOL13)+

(3*COLLEGE)+

(4*UNIVERSI)

t8.162

Average industry income:

What is the annual income

(salary+variable income) that

you pay for an average

salesperson? ___________

EURO (we have computed

the average value across 17

sub-industries)

t8.164

Appendix B (continued) t8.166

Construct, Operationalizations,

Remarks

Source t8.168

Control variable t8.170

Total income of average

salesperson: What is the total

annual income (salary+

variable income) that you pay

for an average salesperson?

___________ EURO

t8.172
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