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Preface

This book is aimed toward accomplishing three objectives: (1) to delineate 
the areas in which sales executives make decisions; (2) to analyze decision 
alternatives and criteria in these areas; and (3) to provide cases as real-
world illustrations of decision situations. These objectives will have been 
accomplished if readers gain an understanding of the sales executive’s 
functions in diverse circumstances.

The emphasis, as in previous editions, is on sales management, not on 
marketing. The main perspective is that of the sales executive as a partic-
ipant in the marketing management team. Sales executives participate in, 
and sometimes are primarily or jointly responsible for, formulating strate-
gies on the product line, on pricing, on physical distribution, on marketing 
channels, and on promotion. But their focus and primary responsibility 
consists of either the management of sales personnel or the maintenance 
of relationships with distributive organizations or both. Thus sales exec-
utives play roles both as planners of sales operations and as key figures 
in implementing not only sales programs but also important aspects of 
marketing strategies. In marked contrast to other marketing executives, the 
time orientation of the sales executive stresses the present-in getting things 
done, in making plans come true, in turning dreams into reality.

The management approach is applied to an analysis of the sales exec-
utive’s job, the duties and responsibilities involved, and the planning and 
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Prefacexx

implementation of sales and marketing programs. Part I discusses the inter-
relationships of personal selling and marketing strategy, including the art 
of salesmanship, personal selling objectives, sales-related marketing poli-
cies, and the formulation of personal selling strategy. Part II shifts to the 
organizing of the sales effort both within the enterprise and relative to the 
distribution network. Part III is an indepth analysis of the sales executive’s 
primary responsibilities to the sales force. Part IV concentrates on tech-
niques of controlling the sales effort, including sales budgets, quotas, terri-
tories, and sales and cost analysis. And because business organizations have 
more and more come to look on the entire planet as potential markets and 
sales executives have become ever increasingly involved in international 
business, Part V considers the emerging field of international sales man-
agement, emphasizing sales force operations across national  boundaries.

For successful completion of this edition, we owe a great deal to a 
great many people. Our present and former colleagues at the Florida Inter-
national University, the University of Georgia, Emory University,  Babson 
College, and the University of Texas at Austin have given generously of 
their time and have shared the benefits of their teaching and business 
experience. A large number of executives provided materials for case his-
tories, and our graduate students competently assisted in collecting the 
cases. Daniel Darrow of Ferris State College, Robert Collins of Oregon 
State University, and Kenneth C. Lundahl of Jamestown Community College 
read the entire manuscript for this edition and made sound and helpful 
suggestions. Whitney Blake and Maureen Wilson were among the many at 
Prentice Hall who gave us help and advice. Hilda Aguiar, Christina Suarez, 
and Sylvia Suarez typed the manuscript efficiently and cheerfully under the 
watchful eye of Irene Young. Our wives were our sources both of helpful 
criticism and of encouragement. For all this assistance, we express our 
sincere thanks.

RichaRd R. Still

EdwaRd w. cundiff

noRman a. P. Govoni
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The sixth edition of the book builds on the strengths of the fifth edition, 
i.e., aims toward accomplishing three objectives: (1) to delineate the areas 
in which sales managers make decisions; (2) to analyze decision alter-
natives and criteria in these areas; and (3) to provide cases as real-world 
illustrations of decision situations. These objectives will be accomplished if 
readers gain an understanding of the sales manager’s functions in diverse 
circumstances.

This edition focuses on sales and distribution management. The main 
perspective is that of the sales executive as a participant in the market-
ing management team. Sales managers participate in, and sometimes are 
primarily or jointly accountable for formulating strategies on the product 
line, on pricing, on physical distribution, on marketing channels, and on 
promotion. But their focus and primary responsibility consist of either the 
management of sales personnel or the maintenance of relationships with 
distributive organizations or both. 

Part I discusses the interrelationships of personal selling and market-
ing strategy, including the art of salesmanship, personal selling objectives, 
sales-related marketing policies, and the formulation of personal selling 
strategy. Part II shifts to the organizing of the sales effort, recruitment and 
selection and sales management relations. Part III is an indepth analysis 
of the sales executive’s primary responsibilities to the sales force. Part IV 

Preface to the  
Sixth edition
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Preface to the Sixth Editionxxii

concentrates on techniques of controlling the sales effort, including sales 
budgets, targets/quotas, territories, and sales and cost analysis. Part V cov-
ers the distribution management, emphasizing the role of channel partners. 
Logistics, channel information systems, and international business. 

For successful completion of this edition, I owe a great deal to many 
people. I would like to convey my gratitude to Prof. Atish Chattopadhyay 
for being an incredible leader and a great source of inspiration. My thanks 
to Prof. Ravikesh Srivastava who provided wholehearted encouragement 
and administrative support while I was working on this book. I would like 
to thank Prof. S R Singhvi, Prof. Anand Khanna, Prof. S K Palekar, Prof. 
Rakesh Singh, Prof. Bindu Gupta, and Prof. Abhishek at the Institute of 
Management Technology, Ghaziabad, who have given their time gener-
ously and have shared the benefits of their teaching and business experi-
ence. Appreciations are also due to Prof. Charles Dhanraj, Prof. Parvinder 
Arora, Prof. Subhajit Bhattacharyya, Prof. Ashwini Deshpande, Prof.  Sharad 
Sarin, Prof. Jayanthi Ranjan, Prof. Reema Khurana, Prof. Vinita Sahay, Prof. 
 Rajendra Nargundkar, Prof. Bhawana Sharma, Prof. Santanu Roy, Prof. 
Ravindra Saxena, Prof. Bhavna Bhalla and Prof. Gaganpreet Singh for 
always being very supportive of me.

I learnt a lot from Prof. Ajay Kohli, Georgia Tech; Prof. V Kumar, 
Georgia State University and Prof. Jagdish Sheth, Emory University during 
my three-month stay as a Visiting Research Scholar at Scheller College 
of Business, Georgia Tech. I would also like to thank business manag-
ers like Amit Khanna, Amit Puri, Arvind Batra, Anil Ghei, Cyrus Desai, 
Chhagan Donode, Hemanshu Mehta, V M Desai, Madan Lal, Jabraj Singh, 
 Narendra Kumar, Mayank Chopra, Manish Wadhwa, Vishesh Chadha, Varun 
Arora, Kushal Dev Kashyap, Gursharan Singh, Sunil Malkany, Uday Agashe, 
Tejinder Singh, Rakesh Vashishta, Jaideep Sengupta and Brij Mohan Taneja 
for sharing their business experiences. I have also immensely benefitted 
from my interactions with my graduate students. Special thanks to Varun 
Goenka, Jubi Borkakoti, and Pallav Jain at Pearson for their timely help 
and guidance in developing the manuscript.

This book could not have been completed without the support of my 
family members. I would like to thank my father, Rajinder Kumar Puri and 
my father-in-law, P K Batra, for their unconditional love and support. My 
thanks to my children, Siddhant and Shraddha for their love, understand-
ing and sweet words which helped me in moving with energy while com-
pleting this book. Finally, my deepest thanks are reserved for Bhavna Puri, 
who is my greatest source of inspiration, strength, and emotional support. 

Sandeep puri
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Sales Management and 
the Business Enterprise

In today’s day and age, sales executives are professionals. They plan, 
build, and maintain effective organizations, and design and utilize effi -

cient control procedures. The professional approach requires thorough 
analysis, market-effi cient qualitative and quantitative personal-selling 
objectives, appropriate sales policies, and personal-selling strategy. It calls 
for skillful application of organizational principles to the conduct of sales 
operations. In addition, the professional approach demands the ability to 
install, operate, and use control procedures appropriate to the fi rm’s sit-
uation and its objectives. Executives capable of applying the professional 
approach to sales management are in high demand today.

1

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the evolution of the sales department

 ■ Understand the objectives of sales management

 ■ Understand the roles of sales executives

 ■ Know the importance of sales management and control
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Sales executives have certain responsibilities to their organizations, 
the customers, and society. Top management holds them responsible for 
(1) obtaining sales volume, (2) providing profit contributions, and (3) 
 continuing business growth. The customers (most often, wholesalers, retail-
ers, or industrial users) expect them to supply easily resalable products and 
services, backed up by supporting activities (e.g., training dealers’ sales 
personnel, help in preparing local advertising, and the provision of credit) 
and assurance that the products and services are wise investments in the 
competitive marketplace. Society looks to them to assure the delivery of 
goods and services that final buyers want at prices that final buyers are will-
ing to pay and—of increasing importance—to develop and market products 
whose potential for damaging the environment is minimal. If the goods and 
services made and sold are needed and accepted by the buying public, and 
if these products are “socially responsible,” then it is likely that manage-
ment’s objectives will have been achieved. Ultimately, a business’s earnings 
depend upon how well, or how poorly, the interests of the firm, the final 
buyers, and society are blended. To the extent that these interests are in har-
mony, the firm experiences sales volume, net profits, and business growth.

EVOLUTION OF THE SALES DEPARTMENT

Before the Industrial Revolution, small-scale enterprises dominated the eco-
nomic scene, and selling was no problem. The chief problem was to produce 
enough goods for nearby customers. Orders were obtained with minimum 
effort, and they were on hand before goods were produced. In most firms a 
single individual supervised all phases of the business, including both man-
ufacturing and selling. Manufacturing problems received the most attention. 
Selling and other marketing problems were handled on a part-time basis.

With the Industrial Revolution, which began in about 1760 in England 
and shortly after the American Revolution in the United States, it became 
increasingly necessary to find and sell new markets. Newly built factories 
were turning out huge quantities of goods of every description. Their con-
tinued operation demanded great expansions in the area of sales cover-
age, as adjacent markets could not absorb the increased quantities being 
 manufactured. But even under these circumstances other business problems 
took precedence over selling. These were problems associated with hiring 
large numbers of workers, and acquiring land, buildings, and machinery. To 
solve them, large amounts of capital had to be raised. The result was that 
more and more businesses adopted the corporate form of organization—the 
day of large-scale manufacturing enterprises had arrived. Firsthand, admin-
istration of all phases of the operation being beyond the capabilities of 
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CHAPTER 1: Sales Management and the Business Enterprise 3

most individuals, authority was increasingly delegated to others.  Separate 
functional departments were established, but sales departments were set up 
only after the activation of manufacturing and financial departments.

The advent of specialized sales departments helped to solve the orga-
nizational problems of market expansion, but another problem remained—
communicating with customers. Little by little, manufacturers shifted por-
tions of the marketing function to intermediaries. At the start, goods were 
sold to retailers, who resold them directly to consumers. Eventually, some 
larger retailers began to purchase for resale to other retailers, and, as time 
passed, many of these evolved into wholesale institutions. Other whole-
salers developed out of the import-export business. The manufacturer’s 
sales department was becoming more remote from consumers, and it was 
increasingly difficult to maintain contact with final buyers and users of the 
product and to control the conditions under which wholesalers and retailers 
made their sales. Thus, in some respects, the addition of intermediaries to 
the channel of distribution complicated the problem of market expansion.

Meanwhile, marketing activities conducted by the manufacturer’s sales 
department grew in importance. Many tasks, such as advertising and sales 
promotion, became increasingly complex. One solution was to split the mar-
keting function, a trend that is still continuing. New departments were and 
are being organized for the performance of specialized marketing tasks. 
 Marketing activities today are carried on not only by the sales department, 
but by such departments as advertising, marketing research, export, sales 
promotion, merchandising, traffic and shipping, and credits and collections. 
In spite of this growing fragmentation of marketing operations, the sales 
department still occupies a strategically important position. The underlying 
responsibility for the making of sales has not shifted elsewhere. Businesses 
continue to rely upon their sales departments for the inward flow of income. 
It has been aptly said that the sales department is the income-producing 
division of business.

SALES MANAGEMENT

“Sales management” originally referred exclusively to the direction of sales 
force personnel. Later, the term took on broader significance—in addition 
to the management of personal selling, “sales management” meant manage-
ment of all marketing activities, including advertising, sales promotion, mar-
keting research, physical distribution, pricing, and product  merchandising. 
In time, businesses, adopting academic practice, came to use the term 
“marketing management” rather than “sales management” to describe the 
broader concept. Then, the Definitions Committee of the American Mar-
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keting Association agreed that sales management meant “the planning, 
 direction, and control of personal selling, including recruiting, selecting, 
equipping, assigning, routing, supervising, paying, and motivating as these 
tasks apply to the personal salesforce.”1

The American Marketing Association’s definition made sales manage-
ment synonymous with management of the sales force, but modern sales 
managers have considerably broader responsibilities. Sales managers are 
in charge of personal-selling activity, and their primary assignment is man-
agement of the personal sales force. However, personnel-related tasks do 
not comprise their total responsibility, so we call their personnel-related 
responsibilities “sales force management.”

Sales managers are responsible for organizing the sales effort, both 
within and outside their companies. Within the company, the sales man-
ager builds formal and informal organizational structures that ensure 
effective communication not only inside the sales department but in its 
relations with other organizational units. Outside the company, the sales 
manager serves as a key contact with customers and other external publics 
and is responsible for building and maintaining an effective distribution 
network.

Sales managers have still other responsibilities. They are responsible 
for participating in the preparation of information critical to the making 
of key marketing decisions, such as those on budgeting, sales quotas, and 
territories. They participate—to an extent that varies with the company—in 
decisions on products, marketing channels and distribution policies, adver-
tising and other promotion, and pricing. Thus, the sales manager is both 
an administrator in charge of personal-selling activity and a member of the 
executive group that makes marketing decisions of all types.

Sales management is a vital function in many kinds of enterprises. 
Manufacturing and wholesaling businesses encounter a broad range of 
problems in sales management. Retail institutions, small and large, have 
sales management problems, even though the differences (when com-
pared to the problems of manufacturers and wholesalers) are so great 
that retailing problems (at least in the academic world) are ordinarily 
considered separately. But some retailers have sales management prob-
lems more akin to those of manufacturers and wholesalers than to those 
of other  retailers—the computer hardware dealer, the pharmaceutical 
distributor, and the direct-to-consumer marketer all are in this category. 
Firms selling intangibles, such as the insurance company, the consultant, 
the mutual fund, and the airline have problems in sales management. 

1American Marketing Association, Committee on Definitions, Marketing Definitions 
(Chicago: American Marketing Association, 1960), p. 20.
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Sales management problems exist even in companies not employing 
sales personnel as, for example, in the company that uses manufactur-
ers’ agents (rather than its own sales personnel) to reach its markets; 
indeed, the problems of  managing a sales force of “independent out-
siders” often are more complex than when sales personnel are on the 
company payroll.

OBJECTIVES OF SALES MANAGEMENT

From the company’s viewpoint, there are three general objectives of 
sales management: sales volume, contribution to profits, and continuing 
growth. Even though these objectives are important to an organization, 
the objectives, relating to sales-volume, market share and profitability 
are greatly affected by the effectiveness and efficiency with which the 
sales-function is managed. Sales executives, of course, do not carry the 
full burden in the effort to reach these objectives, but they make major 
contributions. Top  management has the final responsibility, because it is 
accountable for the success or failure of the entire enterprise. Ultimately, 
too, top management is accountable for supplying an ever-increasing vol-
ume of “socially responsible” products that final buyers want at satisfac-
tory prices.

Top management delegates to marketing management, which then 
delegates to sales management, sufficient authority to achieve these three 
general objectives. In the process, objectives are translated into more spe-
cific goals—they are broken down and redefined as definite goals that the 
company has a reasonable chance of reaching. During the planning that 
precedes goal setting, sales executives provide estimates on market and 
sales potentials, the capabilities of the sales force and the intermediaries, 
and the like. Once these goals are finalized, it is up to sales executives to 
guide and lead the sales personnel and intermediaries, who play critical 
roles in implementing the selling plans.

Hence, sales management is influential in charting the course of 
future operations. It provides higher management with informed esti-
mates and facts for making marketing decisions and for setting sales and 
profit goals. Largely on sales management’s appraisal of market oppor-
tunities, targets are set for sales volume, gross margin, and net profit in 
units of product and in dollars, with benchmarks of growth projected 
for sales and profits at specific future dates. Whether or not these targets 
are reached depends upon the performance of sales and other marketing 
personnel.
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SALES MANAGEMENT AND FINANCIAL RESULTS

Sales management and financial results are closely related. Financial results 
are stated in terms from two basic accounting formulas:

      sales - cost of sales = gross margin  
gross margin - expenses = net profit

Sales management influences the “numbers cranked into these 
 formulas.” Sales, gross margin, and expenses are affected by the caliber 
and performance of sales management, and these are the major determi-
nants of net profit. The cost-of-sales factor cannot be affected directly by 
sales management, but it can be affected indirectly since sales volume must 
be sufficient to permit maintenance of targeted unit costs of production 
and distribution. Periodically, these formulas become the company operat-
ing statement and are used by the board of directors, and by stockholders, 
in appraising top management’s performance. Moreover, top management 
uses these formulas in judging the effectiveness of sales management.

Sometimes, sales executives stress sales volume while neglecting 
gross margin and expenses. In these instances, even though sales volume 
increases, gross margin declines, expenses increase proportionately, and net 
profits are reduced. If these conditions prevail for long, profits disappear 
and losses appear. Often the best treatment for this situation is to shrink 
sales volume and expenses. Even with a lower sales volume, skilled sales 
management can reduce expenses and raise gross margin sufficiently to 
convert a loss into a profit.

It is also possible to err in the opposite direction and to overempha-
size high gross margins and low expenses—because of a preoccupation 
with percentage relationships. Percentages of gross margin and expense 
are important, but sales management should be more concerned with dol-
lar relationships. The important net profit is dollar net profit, not the per-
centage of net profit. It is a small consolation to have satisfactory gross 
margin and expense percentages if total sales volume and net profits are 
inadequate. Sales management should worry more about sales and profit 
dollars than about percentage relationships.

The company maximizes its net profits if it obtains an optimum rela-
tionship among the four factors. Sales management, both in its planning 
and operating roles, aims for an optimum relationship among the three 
factors it can directly affect: sales, gross margin, and expenses. Sales man-
agement works with others (such as those in charge of production and 
advertising) to assure that sales volume is sufficient to attain targeted cost 
of sales, the fourth factor.
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SALES EXECUTIVE AS COORDINATOR

Optimum marketing performance in terms of sales volume, net profits, 
and long-term growth requires coordination, and sales executives play 
significant roles in coordinating. Sales executives have responsibilities 
for coordination involving (1) the organization, (2) the planning, and 
(3) other  elements in the marketing strategy. Higher-ranking sales exec-
utives are those most concerned with obtaining effective coordination, 
but sales executives at all organizational levels have some coordination 
responsibilities.

Organization and Coordination

Coordination of the different order-getting methods (personal selling, adver-
tising, and so forth) is achieved through a single responsible, top-ranking 
executive. Generally, this is the marketing vice-president, director of mar-
keting, or marketing manager. This executive is responsible for minimiz-
ing the possibility that the different order-getting departments will work at 
cross-purposes or work toward sales goals in isolation (with little knowl-
edge of what others are doing).

Inside the sales department, from the department head to down, all 
sales executives are responsible for coordinating the organizational units 
under their control. In sales departments that function smoothly, generally 
democratic administration is the rule. All subordinates affected by a deci-
sion are consulted in advance and are allowed to participate in making 
it—thus reducing the tendency to resist directives issued by superiors. Not 
only are there minimum opportunities for misunderstandings to occur, but 
subordinates, as well as superiors, are able to visualize the circumstances 
giving rise to decisions.

Planning and Coordination

The sales executive, having specialized knowledge of the market and of 
the capabilities of the sales force, is involved in achieving coordination 
in marketing objectives and drafts plans that achieve desired results at 
optimum cost. Sales executives determine the elements (personal selling, 
advertising, and so forth) that make up the marketing program, apportion-
ing the relative amounts of each so as—at least theoretically—to equate its 
marginal effectiveness with that of other elements. Coordination among 
the marketing planners is essential if they are to lay out specific programs 
for achieving predetermined sales, profit, and growth objectives. The sales 
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executive, as a member of the planning group, seeks to secure a marketing 
program that is both appropriate for market conditions and reflects the 
probable contribution of the sales force.

Coordination with Other Elements in the Marketing Program

Many responsibilities of sales executives relate to coordinating personal 
selling with other order-getting methods. Personal-selling efforts must be 
coordinated with advertising, display, and other promotional efforts if the 
total marketing effort is to achieve the desired results. Just as they must 
“build coordination into” the marketing plan, sales executives must achieve 
coordination during the plan’s implementation.

Synchronizing personal selling with advertising is particularly 
 important. Advertising may prove uneconomic unless the sales force 
capitalizes upon the interest aroused. Personal-selling effort is wasted 
in explaining details that might be explained by advertising, but when 
sales personnel and the advertising use the same appeals—if both tell the 
same story—promotional impact is magnified. The timing and sequence 
with which different phases of the personal-selling and advertising efforts 
are executed affect the firm’s chances of achieving marketing success. An 
advertising effort should be implemented within the context of the larger 
marketing effort, and the same applies to personal-selling effort.

Sales executives are involved in coordinating other promotional efforts 
with the personal-selling effort. Point-of-purchase displays, for example, 
are set up in retail stores where customers will see them at the precise time 
that tie-in advertisements appear in national and local media. It is the job 
of the sales force to achieve this timing and coordination. In a similar man-
ner, the sales personnel alerts dealers to special couponing or sampling 
efforts so that they can benefit from heightened customer interest.

Coordination with the Distributive Network

Sales executives coordinate personal selling with the marketing efforts of 
the intermediaries. Among the most important aspects are gaining product 
distribution, obtaining dealer identification, reconciling business goals, and 
sharing promotional risks.

Gaining product distribution. When a new product is introduced, sales 
executives are responsible for obtaining distribution. Unless the product is 
sold directly to final users, the sales department must persuade intermediar-
ies to associate themselves with the new product’s distribution. It is not an 
easy task to gain distribution Intermediaries refuse to stock a new product 
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unless the manufacturer’s sales staff presents convincing arguments of its 
salability. Some manufacturers succeed in “pulling” their products through 
the distribution channel by means of heavy advertising to final buyers, but 
such instances of “forced distribution” are rare.

Regardless of the distribution channels used, the manufacturer of a 
new product, as often as not, faces distributor lethargy and dealer indiffer-
ence, and must use missionary selling. But, as frequently happens in market-
ing a new consumer product, even missionary selling may be handicapped 
because corporate chains and other integrated retailers commonly do not 
permit decentralized calls on their individual outlets. Thus, the  manufacturer 
of a new product may have to build a demand for it in as many outlets as 
are initially willing to handle it and then prove the existence of an estab-
lished market demand to the remaining “desired outlets” before adequate 
distribution is secured. Consequently, the sales executive must ensure that 
the manufacturer’s initial promotional efforts are tied in with those of the 
intermediaries who first stock the product. As distribution in more outlets 
is secured, the sales executive sees to it that progressively larger shares of 
the promotional burden are shifted to the intermediaries. Thus, coordinating 
the promotional efforts of the manufacturer and its intermediaries grows 
increasingly important as the product is made available in more outlets, and 
sales executives must adjust their coordinating efforts accordingly.

Obtaining dealer identification. In furthering the chances that the 
 personal-selling effort will succeed, the sales executive must ensure that 
final buyers know which local outlets stock the product. Even if advertising 
succeeds in preselling the product, there will be no sales if final buyers 
cannot find the outlets that stock it. Inadequate dealer identification results 
in clogged distribution channels—all the way from the dealer’s stockroom 
to the factory. In some instances, dealers take the initiative in publicizing 
the availability of the product. But, in most cases, sales personnel promote 
dealer identification through providing store signs, furnishing preprints and 
reprints of advertisements, supplying advertising mats for local insertions, 
and assisting in building merchandise displays. In other cases, sales exec-
utives arrange for the placing of local advertising over the dealers’ names.

The sales force plays a related role in marketing many consumer 
products, particularly those distributed through self-service retailers. It is 
important that consumers, once in the right retail stores, can locate the 
product with minimum difficulty. Display at the point of purchase bridges 
the gap between advertising impact and the retail sale. Whenever merchan-
dising aids, such as interior display pieces or shelf markers, are used, sales 
executives must teach salespeople how to obtain the retailers’ permission 
to use them. Timing is important in securing permissions—at the start of 
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a special promotional campaign, for example, retailers are more willing to 
allow the erection of displays (particularly if they have ample supplies of 
the product on hand) than they are during slow-selling seasons.

Reconciling business goals. Skillful coordinating by sales executives 
and the sales force minimizes the natural friction that develops because 
of conflicts, imaginary or real, between the business goals of the manufac-
turer and the intermediaries. The less the manufacturer and the intermedi-
aries work at cross-purposes, the greater the return to both parties.

One approach is for the manufacturer to share business information 
with the intermediaries. Certain information is imparted through trade 
advertising, but salespeople personalize much data for intermediaries. 
While the results of marketing research studies, for example, have signif-
icance for individual intermediaries, sales executives have special reports 
prepared for personal presentation and explanation by the sales force.

The manufacturer needs information on the operating situation and 
problems of the intermediaries. Sales personnel, through regular and 
special reports, serve as the vehicles of communication. Sales executives 
recognize that only if timely information is available on the needs and 
attitudes of intermediaries is it possible to provide them with effec-
tive promotional and other assistance. The sales executive makes peri-
odic appraisals of existing marketing policies in the light of information 
provided by salespeople in the field, thus ensuring that those policies 
already in effect, as well as those newly formulated are appropriate for 
the total marketing situation.

Sales executives ensure that sales personnel are fair and impartial 
in their dealings with intermediaries. No outlet should be favored at the 
expense of another; all should receive equitable treatment. Salespeople 
need continuous training to keep them abreast of current operating poli-
cies, practices and procedures; Effective supervision is required to ensure 
that they are being applied fairly as well as properly. Providing this train-
ing and supervision is the responsibility of sales executives.

Sharing promotional risks. The marketing program often calls for the 
manufacturer and the intermediaries to share promotional risks (such as 
through cooperative advertising). In these cases, sales executives ensure 
that the sales personnel make effective presentations designed to con-
vince dealers to participate. Manufacturers utilizing selective or exclusive 
agency distribution stand to gain the most from sharing promotional risk 
with intermediaries; in these situations, sales executives and the sales 
force play roles in both the initial selection of middle-men as well as in 
obtaining their consent to share promotional risks. Manufacturers using 
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mass distribution do not find it feasible to delegate much promotional 
authority to their intermediaries. However, regardless of the company’s 
distribution policy, any steps that the sales executive takes to make the job 
of the middleman more interesting, more profitable, and more challenging 
facilitate the task of coordination.

Coordination and Implementation of Overall Marketing Strategy

When the overall marketing strategy is being put into effect, coordination 
problems occur while timing and securing the best sequence of execution 
of the various phases. For example, if a new product is to be introduced at 
a trade show or exhibition, the sales executive coordinates with advertising 
executives to ensure that the proper interval elapses before advertisements 
appear or salespeople make calls on dealers in the product’s behalf. Similar 
coordinating action ensures proper spacing of the advertising in relation 
to the call schedules of salespeople. Furthermore, sales executives see that 
field sales personnel integrate every phase and segment of the promotional 
programs of distributors and dealers.

Successful market introduction of a new brand is a severe test of the 
mettle and the level of competence possessed by all members of the mar-
keting management team, including sales executives. The Introduction of 
a new brand requires policies, strategies, and detailed plans, all of them 
appropriate to the company’s marketing situation. Proper timing of the 
stages in the introduction plan is important because launching a brand at 
the wrong time, or faulty timing at any stage will kill or reduce the chances 
for success. All the promotional efforts on behalf of the new brand require 
coordination: advertising with personal selling and the manufacturer’s total 
promotion with intermediaries activities.

It is not enough for sales executives to know the techniques and prob-
lems of new-brand introduction. They must be capable of putting the plans 
into action, to implement them effectively. They must skillfully execute 
the program of market introduction. Figure 1.1 illustrates a sales depart-
ment’s planned coordinating action and emphasizes the importance of tim-
ing of coordination effort in the introduction of a new product. Notice, for 
instance, that publicity releases break at about the time that the product 
becomes available. Notice, too, that salespeople are alerted ahead of time, 
but not too far in advance for them to lose their enthusiasm.

SALES MANAGEMENT AND CONTROL

Sales executives control the personal-selling effort of the organizational 
units they head. The purpose is to ensure that sales department objectives 
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CHAPTER 1: Sales Management and the Business Enterprise 13

are reached. Control is part of management, as are planning, organizing, 
and coordinating. The several phases of control are presented in the fol-
lowing discussion in the normal sequence, but in the “real world,” several 
phases can occur simultaneously or overlap in time.

Sizing up the situation. Sales executives start by reviewing the  personal- 
selling objectives of the firm. They analyze these objectives with respect to 
the present, the past, and the future, in an attempt to answer four questions:

1. Where are we now?

2. How did we get here?

3. Where are we going?

4. How do we get there?

After satisfying themselves that the company’s personal-selling objec-
tives, both long range and short range, are reconcilable, sales executives 
appraise them relative to the plans, policies, and procedures that have 
been used, are being used, or are intended for use in the effort to reach 
personal- selling objectives. In the course of sizing up the situation, sales 
executives find and correct weaknesses or imperfections in the sales plans 
and the policies and procedures used in their implementation.

Setting quantitative performance standards. After ironing out plan-
ning weaknesses, sales executives set quantitative standards against which 
to measure performance. Standard setting requires continual experi-
mentation, and lost standards are far from precise. The ultimate test of 
a particular standard’s appropriateness is whether it contributes more to 
 personal-selling efficiency than it costs.

Intelligent standard setting requires identification of the individuals 
who are responsible for the activity or group of activities being put under 
control. No two salespersons or executives perform exactly alike, even 
though they may operate in circumstances identical in every other respect. 
Thus, standards are often expressed as ranges of acceptable performance. 
Although it is convenient to think of a standard as a fixed value, there 
should be an upper and lower limit within which human variation may 
take place. When the performance of an organizational unit passes either 
of these control limits, the danger flag is up, thus signaling that the situa-
tion is out of control.

Gathering and processing data on actual performance. The type 
and amount of information needed for controlling sales depend upon 
the standards selected. But, regardless of the nature of this information, 
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it should not be in excess of sales management’s real needs, nor should 
its cost of collection and processing be more than its worth. Conse-
quently, sales management determines—at regular intervals—whether 
the information being reported is sufficiently important and being used 
often enough to justify its costs. Sales executives also keep in mind that 
changes in executives, basic policies, or other matters may alter the 
usefulness of information. Occasionally, too, they look for cases where 
the same or similar information is being obtained from more than one 
source, representing opportunities for savings through eliminating dupli-
cations in reporting. Sometimes, also, savings is realized through reduc-
ing or lengthening the intervals at which information is gathered and 
processed.

For standards to be of maximum value, sales executives must have 
information on actual performances soon enough to permit timely correc-
tive action. An efficient system of sales control not only furnishes informa-
tion necessary to managerial evaluation of performance but also promptly 
relays it, together with suggestions for actions, to the appropriate organi-
zational unit. But information on actual sales performance is often slow in 
arriving on the sales executive’s desk, considerably delaying performance 
evaluations. For example, many companies, perhaps even most, require 
sales personnel to make weekly sales reports; in such cases, a week or 
more may pass before the sales executive acts on the report. But progress 
is being made in improving the timeliness of sales control information. 
Utilization of electronic data-processing systems for handling sales control 
data has sped up information evaluation and feedback.

Evaluating performance. Evaluation of performance means com-
paring actual results with standards. Because of differences in territo-
rial and other conditions, it is difficult to compare individual perfor-
mances.  However, it is possible to explain each individual salesperson’s 
variations from  standard. Departures from standard are classified into 
uncontrollable and controllable variations. Variations beyond the con-
trol of the person being appraised include those caused by rapid and 
unexpected changes in economic conditions; changes in governmental 
activities; and wars, strikes, floods, droughts, and other natural disas-
ters. Variations over which the person has the responsibility include 
obtaining proper sales coverage, following up leads, selling a balanced 
line, securing adequate credit information, and the like. The principle is 
that subordinates should not be held responsible for conditions beyond 
their control. In appraising performance, it is important to exclude 
uncontrollable variations.
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Action to correct controllable variation. Management corrects the 
variation explained by factors within the control of the person being 
 evaluated. Management, in other words, takes steps to move the individ-
ual’s performance in the direction of the standards. The specific actions 
taken differ with the nature of the variation. But management’s actions 
assume one or more of three forms: (1) direction, or pointing out more 
effective ways to perform certain tasks; (2) guidance, or providing 
additional instructions or training; and (3) restraint, or the installation 
of procedures and practices aimed at keeping results within desired 
bounds.

Adjusting for uncontrollable variation. The amount of uncontrolla-
ble variation in the comparison indicates the relative need for adjusting 
sales plans and policies. If uncontrollable variation suggests that present 
sales objectives are unrealistic or not in line with current expectations, 
basic revisions in the objectives are made. Thus, if a comparison of results 
with standards reveals substantial uncontrollable variation, adjustment of 
standards to attainable levels is in order.

SALES CONTROL—INFORMAL AND FORMAL

Informal control. Circumstances exist in which awareness of the 
changing situation, and the ability to analyze it are adequate control 
devices. Effective sales executives have their “fingers on the pulse of the 
business”—they have an uncanny ability to detect situations that require 
attention. But the larger a company is, and the higher up in the administra-
tive hierarchy the sales executive is, the harder it becomes to use “fingertip” 
control. As the business grows and the structure of the sales organization 
becomes more complex, there is a growing need for formal control. For 
effective management, a growing business needs dependable machinery 
to provide the facts for making workable decisions and for formulating 
appropriate policies.

Formal control and written sales policies. Early evidence of the 
introduction of formal sales controls is the introduction of sales policies 
in  writing. No enterprise, however small, can survive for long without 
policies, but smaller firms often operate satisfactorily, even though they 
do not put their policies in writing. As the sales organization grows, the 
limits within which action is to take place in given situations needs to 
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be spelled out in detail. A large organization not only has more complex 
problems than a small organization but there is less chance that everyone 
will know what to do in every circumstance. The large organization needs 
written sales and marketing policies to ensure substantial uniformity of 
action.  Uniformity is essential both among different persons handling 
similar problems and among the same persons handling similar problems 
at different times.  Written policies also conserve executive time. Because 
policies are written, more time can be used for planning and making 
decisions on problems not covered by existing policies. Sales execu-
tives reserve time for handling “policy exceptions,” and if they encounter 
enough exceptions of similar nature, a new policy is formulated and is 
put in writing.

Policy formulation and review. The process of policy formulation 
and review illustrates the dynamics of executive control. A good policy 
evolves from thorough study and evaluation of tangible information. 
However, many sales policies deal with subjects on which quantita-
tive data are lacking, especially when management is experimenting 
with new ideas. When objectives are not set explicitly (because of 
lack of information), results vary from the standard because of factors 
(“uncontrollable variations”) beyond the control of the individual being 
evaluated. Thus, coincident to the scaling down of objectives, sales 
management reviews the original plans. Eventually, through succes-
sive revisions, policies initially based on inadequate data often become 
appropriate and “good.”

Formal control over sales volume. One formal control, introduced 
early in the history of a firm, is that over sales volume. Estimating how 
much of a product can be sold in a specified future period is a prereq-
uisite both for planning and control. Sales volume performance is best 
appraised by comparing it with potential sales volume. The “sales or mar-
ket forecast,” therefore, serves as a standard for evaluating sales perfor-
mance. However, the periodic forecast of sales is not enough for effective 
control over sales volume. During the intervals between forecasts, sales 
management monitors such factors as industry sales trends, activities of 
competitors, and share-of-the-market percentages. Significant changes in 
these factors may call for changes in sales objectives, plans, policies, and 
procedures.

Budgetary control. Ultimately, formal control requires installation of 
sales budgetary controls and setting up of sales territories. Budgetary 
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control represents an extension of control over sales volume to con-
trol over margins and expenses and, hence, over profits. When control 
reaches this stage, sales management can project individual profit-and-
loss statements for such units as sales territories, products, marketing 
channels, and classes of customers. Through using such estimating 
devices as standard costs of distribution, sales management sets stan-
dards for controlling individual expense items and the gross margin. 
Through marketing costs analysis, sales management appraises sales 
performance against predetermined standards. In this way, the soft 
points, the areas where sales performance is below par, are brought to 
management’s attention. The net result is to reduce the time between 
drops in performance and corrective action.

SALES CONTROL AND ORGANIZATION

Paradoxically, the points in the organizational structure at which effec-
tive control is exercised depend upon the degree to which management 
adheres to the philosophy of “decentralization.” In a decentralized sales 
organization, greater control is exercised by executives lower in the hier-
archy than is true in a centralized organization. Executives higher up in 
the organization, have to deal with “policy’’ or “control” exceptions more 
frequently than with the control mechanism itself. At all organizational lev-
els, except the top, situations falling outside the control limits are handed 
up to that executive who has authority to deal with them. To escalate the 
initiation of corrective action, the power to make decisions is delegated as 
far down in the organizational structure as is consistent with the caliber 
and experience of executives.

CONCLUSION

Sales management is a challenging profession. Top management hold sales 
executives responsible for obtaining sales volume and handling the selling 
operation so as to make contributions to profits, and seeing to it that the 
business continues to grow. Society looks to them to assure the delivery of 
products that final buyers want and can pay for and to use their influence 
to see to it that products are “socially responsible.”

Sales managers have broad responsibilities. They recruit, select, and 
train sales personnel, provide them with reasonable assignments and goals, 
and motivate them to optimum effort. They coordinate the personal-selling 
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operation with other order-getting methods (such as advertising), with mar-
keting activities of the distributive network, and also with the implemen-
tation of the overall marketing strategy. They control the personal-selling 
effort of the organizational units they lead, assuring that sales department 
objectives are reached. Modern sales executives are professionals—they 
recognize that their main assignment is to build and maintain an effective 
sales organization, but they must be skilled in planning, coordinating, and 
controlling to ensure that personal-selling activities make their optimum 
contribution to the marketing effort.
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Sales management, personal selling, and salesmanship are all interre-
lated. Sales management directs the personal-selling effort, which, in 

turn, is implemented largely through salesmanship. In managing personal 
selling, the sales executive must understand the many activities compris-
ing the salesperson’s job (including salesmanship), know the problems 
sales personnel meet (including many in salesmanship), and suggest solu-
tions (including ways to handle problems in salesmanship). The thin line 
of difference between these three terms is that sales management is the 
act of managing the activities of sales force; whereas salesmanship is the 
act of applying the techniques of selling to sell the  products or services, 
and personal selling establishes a one-to-one personal contact with the 
customers to sell the product and deliver satisfaction.

Sales Management, 
Personal Selling, 
and Salesmanship 2

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the diversity of personal-selling situations

 ■ Know the theories of selling

 ■ Understand the different steps in the sales process

 ■ Understand the importance of closing the sales
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Personal selling is a broader concept than salesmanship. Personal 
selling, along with other marketing elements such as pricing, advertising, 
product development and research, marketing channels, and physical dis-
tribution, is a means for implementing marketing programs. Salesmanship 
is one aspect of personal selling—it is never all of it. Salesmanship is one 
of the skills used in personal selling: it is the art of successfully persuading 
prospects or customers to buy products or services from which they can derive 
suitable benefits, thereby increasing their total satisfactions.1 At one time, the 
emphasis in salesmanship was almost wholly on persuasion; today, while 
recognizing the significance of persuasion, the emphasis is on the benefits 
attractive to prospects and customers. One variation of benefit-oriented 
salesmanship is “consultative selling”—creating long-term, mutually bene-
ficial sales relationships with customers by helping them to improve their 
profits through products and services.

Sales personnel interact in diverse ways with the different customers. 
In addition to knowing the product and its applications thoroughly, sales 
personnel have to be psychologists with some individuals, human com-
puters with others, counselors or advisors with still others, and personal 
friends with others. Effective sales personnel adjust their personalities on 
every call, making sure that what they say and do is compatible with each 
prospect’s personality.2

Both personal selling and advertising make use of salesmanship tech-
niques. Both are means for motivating or persuading prospective buyers to 
buy. Advertising, often described as “salesmanship in print,” utilizes non-
personal presentations, which generally are less flexible than the personal 
presentations made by sales personnel. A unique attribute of personal sell-
ing is that sales personnel identify differences among buyers and pattern 
presentations according to individual peculiarities.

The sales executive needs to know a great deal about personal selling 
and salesmanship. Successful sales executives know the theoretical aspects 
and have learned, usually through field experience, how the theories relate 
to and work out in practice. While many sales executives, some of them 
outstanding, have had little or no selling experience, the normal progres-
sion in sales management is by that route. Sales executives must be in close 
enough touch with actual selling situations—and the continual changes in 
them—to understand the problems that sales personnel face daily.

1Irving J. Shapiro, Marketing Terms: Definitions, Explanations, and/or Aspects 
(New York: S-M-C Publishing Co., 1973), p. 147.

2P. J. Micali, The Lacy Techniques of Salesmanship (Homewood, III.: Dow Jones-Irwin, 
1972), p. xii.
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BUYER-SELLER DYADS

Fundamental to understanding salesmanship is recognition that it involves 
buyer-seller interactions. Sociologists use the term “dyad” to describe a 
situation in which two people interact. The salesperson and the prospect, 
interacting with each other, constitute one example of a “buyer-seller dyad.” 
Another is the interaction of a seller using advertising with a particular 
prospect in the reading, listening, or viewing audience. In both advertising 
and personal selling, the seller seeks to motivate the prospective buyer to 
behave favorably towards the seller. Whether or not the buyer reacts as the 
seller desires depends upon the nature of the interaction. The opportu-
nity for interaction is less in the advertising case than in personal selling. 
 However, advertising and personal selling often supplement or support 
each other, and the buyer reacts to their combined impact.

Franklin Evans researched buyer-seller dyads in the life insurance 
business. Prospects who bought insurance knew more about salespersons 
and their companies, and felt more positively toward them, than did pros-
pects who did not buy. Furthermore, the more alike salespersons and their 
prospects were, the greater was the likelihood that a sale would result. 
This was true for physical characteristics (age, height), other objective fac-
tors (income, religion, education), and variables that relate to personality 
factors (politics, smoking).3

Evans’s findings have significance for sales management. Whenever 
possible, sales personnel should be assigned to prospects whose charac-
teristics are similar to their own, thus improving the chance of successful 
dyadic relationships. Pairing salespersons with customers of similar back-
grounds is more easily accomplished in industrial selling, where there are 
fewer prospects about whom information is needed, than in  consumer- 
goods selling, where the number of prospects and customers per salesper-
son is much larger.

Henry Tosi studied dyads of wholesale drug salespeople and retail 
pharmacists who made buying decisions. When the buyer perceived the 
salesperson’s performance to be similar to his or her concept of “ideal” 
performance, the number of sources from which purchases were made was 
low. Although this did not necessarily result in a larger percentage of pur-
chases from the salesperson, customer satisfaction with the salesperson’s 
behavior did at least allow the salesperson to get into the store. Tosi con-
cluded that, in addition to the physical characteristics and personality and 

3Franklin B. Evans, “Selling as a Dyadic Relationship—A New Approach,” American 
Behavioral Scientist (April 1963), p. 78.
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objective  factors cited by Evans, the customer’s perception of what that 
behavior should be is a necessary condition for the continuation of dyadic 
interaction.4

Another factor influencing buyer-seller dyadic interactions is the 
buyer’s initial conditioning with respect to selling. Salespeople have been 
maligned, and was the butt of nasty stories for generations. People are 
taught from childhood to beware of the tricky salesperson.

There are indications that salespeople, not as stereotyped, but as 
they actually perform, leave much to be desired in the impact they make 
on customers. Studies of the attitudes of buyers and purchasing agents 
reveal that many are critical of the salesperson’s lack of product knowl-
edge, failure to follow up, general unreliability, slavish adherence to 
“canned” presentations, blatant use of flattery, bad manners, commercial 
dishonesty, and so forth.5

Figure 2.1 is a conceptual model of “salesperson-buyer” dyadic rela-
tionships. This model, developed after an extensive literature search, views 
the sales process as being influenced by both salesperson and buyer, each a 
focal person influenced by personal characteristics and role requirements. 
Personal characteristics include personality, values, attitudes, past expe-
riences, and the like. Role set requirements (for example, formal author-
ity and organizational autonomy) interact with personal characteristics to 
shape needs and expectations. Focal persons’ perceptions of each other’s 
needs may lead to adjustments of their own (see the “feedback” mechanism 
represented by the broken lines in Figure 2.1).6

Based on individual needs and expectations, each focal person 
develops a strategy aimed to negotiate a favorable exchange. That strat-
egy may embrace persuasion, ingratiation, communication of facts or 
offers, friendship, and other elements. If the strategies are compatible, 
an exchange takes place. Otherwise, the salesperson and the buyer may 

4Henry L. Tosi, “The Effects of Expectation Levels and Role Consensus on the 
 Buyer-Seller Dyad,” Journal of Business (October 1966), pp. 516-29. For additional 
support of the hypothesis that sales success is a function of the degree to which the 
prospect perceives the salesperson as fulfilling his or her attitudinal and behavioral 
expectations, see Edward A. Riordan, Richard L. Oliver, and James H. Donnelly, Jr., 
“The Unsold Prospect: Dyadic and Attitudinal Determinants,” Journal of Marketing 
Research, 14 (November 1977), pp. 530-37.

5D. L. Thompson, “Stereotypes of the Salesman,” Harvard Business Review, 50, no. 
1 ( January-February 1972), p. 160.

6Rosann L. Spiro, William D. Perreault, Jr., and Fred D. Reynolds, “The Personal 
Selling Process: A Critical Review and Model,” Industrial Marketing Management, 
5 (1977), p. 352.
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FIGURE 2.1 Conceptual Model of  “Salesperson-Buyer” Dyadic Relationships

source: Reprinted by permission of the publisher from “The Personal Selling Process: A 
Critical Review and Model,” by Rosann L. Spiro, William D. Perrault, Jr., and Fred D. Reyn-
olds, Industrial Marketing Management, Vol. 5, p. 353. Copyright 1977 by Elsevier Science 
Publishing Co., Inc.
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stop interacting, or based on feedback from the unsuccessful negotiation, 
either or both may adapt by altering strategy, attempting to adjust needs 
and expectations, or modifying role requirements. Role requirements, as 
well as needs and expectations, often are determined by forces beyond 
the focal person’s control, so one or both may find it impossible to adapt. 
For instance, to meet a buyer’s expectations, a salesperson may need to 
set prices, yet this may be against company policy and beyond the sales-
person’s control. When the particular round of negotiations is terminated 
regardless of its outcome, the experience becomes an input into future 
interactions of the salesperson and customer.

DIVERSITY OF PERSONAL-SELLING SITUATIONS

Considerable diversity exists among personal-selling situations, and it is 
helpful to distinguish between service and developmental selling. Service 
selling aims to obtain sales from existing customers whose habits and 
patterns of thought are already conducive to such sales. Developmental 
selling aims to convert prospects into customers. Developmental selling, in 
other words, seeks to create customers out of people who do not currently 
view the salesperson’s company favorably, and who likely are resistant to 
changing present sources of supply.

Different sales positions require different amounts and kinds of ser-
vice and developmental selling. McMurry and Arnold classify positions on 
a spectrum ranging from the very simple to the highly complex. They cate-
gorize sales positions into three mutually exclusive groups each containing 
subgroups, a total of nine subgroups in all:

Group A (service selling)

1.  Inside Order Taker—“waits on” customers; for example, the sales 
clerk behind the neckwear counter in a men’s store.

2.  Delivery Salesperson—mainly engages in delivering the product; 
for example, persons delivering milk, bread, or fuel oil.

3.  Route or Merchandising Salesperson—operates as an order taker 
but works in the field—the soap or spice salesperson calling on 
retailers is typical.

4.  Missionary—aims only to build goodwill or to educate the actual 
or potential user, and is not expected to take an order; for exam-
ple, the distiller’s “missionary” and the pharmaceutical company’s 
“detail” person.

5.  Technical Salesperson—emphasizes technical knowledge; for ex-
ample, the engineering salesperson, who is primarily a consultant 
to “client” companies.
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Group B (developmental selling)

6.  Creative Salesperson of Tangibles—for example, salespersons selling 
vacuum cleaners, automobiles, water purifiers, and encyclopedias.

7.  Creative Salesperson of Intangibles—for example, salespersons 
selling insurance, advertising services, and educational programs.

Group C (basically developmental selling, but requiring unusual creativity)

8.  “Political,” “Indirect,” or “Back-Door” Salesperson—sells big-ticket 
items, particularly commodities or items with no truly compet-
itive features. Sales are consummated through rendering highly 
personalized services (which have little or no connection with the 
product) to key decision makers in customers’ organizations; for 
example, the salesperson who lands large orders for flour from 
baking companies by catering to key buyers’ interests in fishing, 
golfing, blondes, or the like.

9.  Salesperson Engaged in Multiple Sales—involves sales of big-ticket 
items where the salesperson must make presentations to several in-
dividuals in the customer’s organization, usually a committee, only 
one of which can say “yes,” but all of whom can say “no”; for exam-
ple, the account executive of an advertising agency who makes pre-
sentations to the “agency selection committees” of advertisers—even 
after the account is obtained, the salesperson has to work to retain it.

The more developmental selling required in a particular sales job 
and the more complex it is, the harder it is to make sales. The amount and 
kind of developmental selling depends upon the natures of prospects and 
customers, on the one hand, and the nature of products, on the other hand. 
The easiest sales are self-service sales: customers know their needs, know 
the products capable of satisfying these needs, sell themselves, and go 
through the checkout line. The most difficult sales require developmental 
selling and creativity—where sometimes the sales must be made on some-
thing other than the product’s merit, or “multiple” sales are necessary to 
get the order, and where continual effort is required to keep the account.7

THEORIES OF SELLING8

Is selling a science, with easily taught basic concepts or an art learned 
through experience? In a survey of 173 marketing executives, 46 percent 

7Robert N. McMurry and James S. Arnold, How to Build a Dynamic Sales Organi-
zation (New York: McGraw-Hill, 1968), pp. 11-16.

8Selling, in this section, is used synonymously with salesmanship. This is in line 
with the customary usage found in the literature of selling and salesmanship.
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perceived selling as an art, 8 percent as a science, and 46 percent as an art 
evolving into a science.9 The fact that selling is considered an art by some 
and a science by others has produced two contrasting approaches to the 
theory of selling.

The first approach distilled the experiences of successful salespeople 
and, to a lesser extent, advertising professionals. Many such persons, of 
course, succeeded because of their grasp of practical, or learned-through- 
experience psychology and their ability to apply it in sales situations. It is 
not too surprising that these selling theories emphasize the “what to do” 
and “how to do” rather than the “why.” These theories, based on experi-
ential knowledge accumulated from years of “living in the market” rather 
than on a systematic, fundamental body of knowledge, are subject to How-
ard’s dictum, “Experiential knowledge can be unreliable.”10

The second approach borrowed findings from the behavioral sciences. 
The late E.K. Strong, Jr., professor of psychology at the Stanford Graduate 
School of Business, was a pioneer in this effort, and his “buying formula” 
theory is presented later in this section. John A. Howard of the Columbia 
Graduate School of Business was in the forefront of those who adapted the 
findings of behavioral science to analysis of buying behavior; his “behav-
ioral equation,” discussed later in this section, attempts to develop a unified 
theory of buying and selling.

In this section we examine five theories. The first two, the “AIDAS” the-
ory and the “right set of circumstances” theory, are seller oriented. The third, 
the “buying-formula” theory of selling, is buyer oriented. The last two, “the 
behavioral equation” and the SPIN selling, emphasizes the buyer’s decision 
process but also takes the salesperson’s influence process into account.

AIDAS Theory of Selling

This theory—popularly known as the AIDAS theory, after the initials of the 
five words used to express it (attention, interest, desire, action, and satisfac-
tion)—is the basis for many sales and advertising texts and is the skeleton 
around which many sales training programs are organized. Some support 
for this theory is found in the psychological writings of William James,11 but 
there is little doubt that the construct is based upon experiential  knowledge 

9J. L. Goldstucker, B. A. Greenberg, and D. N. Bellenger, “Hew Scientific Is Market-
ing? What Do Marketing Executives Think?” MSU Business Topics, 22, no. 2 (Spring 
1974), p. 41.

10John A. Howard, Marketing Theory (Boston: Allyn & Bacon, 1965), p. 71.

11See W. James, Psychology (New York: Henry Holt, 1908).
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and, in fact, was in existence as early as 1898.12 During the successful sell-
ing interview, according to this theory, the prospect’s mind passes through 
five successive mental states: attention, interest, desire, action, and satis-
faction. Implicit in this theory is the notion that the prospect goes through 
these five stages consciously, so the sales presentation must lead the pros-
pect through them in the right sequence if a sale is to happen.

Securing attention. The goal is to put the prospect into a receptive state 
of mind. The first few minutes of the interview are crucial. The salesper-
son has to have a reason, or an excuse, for conducting the interview. If the 
salesperson previously has made an appointment, this phase presents no 
problem, but experienced sales personnel say that even with an appoint-
ment, a salesperson must possess considerable mental alertness, and be a 
skilled conversationalist, to survive the start of the interview. The prospect’s 
guard is naturally up, since he or she realizes that the caller is bent on sell-
ing something. The salesperson must establish good rapport at once. The 
salesperson needs an ample supply of “conversation openers.” Favorable 
first impressions are assured by, among other things, proper attire, neatness, 
friendliness, and a genuine smile. Skilled sales personnel often decide upon 
conversation openers just before the interview so that those chosen are as 
timely as possible. Generally it is advantageous if the opening remarks are 
about the prospect (people like to talk and hear about themselves) or if 
they are favorable comments about the prospect’s business. A good conver-
sation opener causes the prospect to relax and sets the stage for the total 
presentation. Conversation openers that cannot be readily tied in with the 
remainder of the presentation should be avoided, for once the conversation 
starts to wander, great skill is required to return to the main theme.

Gaining interest. The second goal is to intensify the prospect’s atten-
tion so that it evolves into strong interest. Many techniques are used to gain 
interest. Some salespeople develop a contagious enthusiasm for the prod-
uct or a sample. When the product is bulky or technical, sales portfolios, 
flipcharts, or other visual aids serve the same purpose.

Throughout the interest phase, the hope is to search out the selling 
appeal that is most likely to be effective. Sometimes, the prospect drops 
hints, which the salesperson then uses in selecting the best approach. To 
encourage hints by the prospect, some salespeople devise stratagems to 
elicit revealing questions. Others ask the prospect questions designed 
to clarify attitudes and feelings toward the product. The more experienced 

12E. K  Strong, Jr., Psychological Aspects of Business (New York: McGraw-Hill, 1938), 
p. 24.

02-ch02.indd   27 6/19/2017   12:43:44 PM



Sales and Distribution Management; Decisions, Strategies, and Cases28

the salesperson, the more he or she has learned from interviews with 
similar prospects. But even experienced sales personnel do considerable 
probing, usually of the question-and-answer variety, before identifying the 
strongest appeal. In addition, prospects’ interests are affected by basic moti-
vations, closeness of the interview subject to current problems, its timeli-
ness, and their mood—receptive, skeptical, or hostile—and the salesperson 
must take all these into account in selecting the appeal to emphasize.

Kindling desire. The third goal is to kindle the prospect’s desire to the 
ready-to-buy point. The salesperson must keep the conversation running 
along the main line toward the sale. The development of sales obstacles, 
the prospect’s objections, external interruptions, and digressive remarks 
can sidetrack the presentation during this phase. Obstacles must be faced 
and ways found to get around them. Objections need answering to the 
prospect’s satisfaction. Time is saved, and the chance of making a sale 
improved if objections are anticipated and answered before the prospect 
raises them. External interruptions cause breaks in the presentation, and 
when conversation resumes, good salespeople summarize what has been 
said earlier before continuing. Digressive remarks generally should be dis-
posed of tactfully, with finesse, but sometimes distracting digression is best 
handled bluntly, for example, “Well, that’s all very interesting, but to get 
back to the subject. ...”

Inducing actions. If the presentation has been perfect, the prospect is 
ready to act—that is, to buy. However, buying is not automatic and, as a 
rule, must be induced. Experienced sales personnel rarely try for a close 
until they are positive that the prospect is fully convinced of the merits of 
the proposition. Thus, it is up to the salesperson to sense when the time 
is right. The trial close, the close on a minor point, and the trick close are 
used to test the prospect’s reactions. Some sales personnel never ask for a 
definite “yes” or “no” for fear of getting a “no,” from which they think there 
is no retreat. But it is better to ask for the order straightforwardly. Most 
prospects find it is easier to slide away from hints than from frank requests 
for an order.

Building satisfaction. After the customer has given the order, the sales-
person should reassure the customer that the decision was correct. The 
customer should be left with the impression that the salesperson merely 
helped in deciding. Building satisfaction means thanking the customer for 
the order, and attending to matters such as making certain that the order 
is filled as written, and following up on promises made. The order is the 
climax of the selling situation, so the possibility of an anticlimax should 
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be avoided—customers sometimes “unsell” themselves and the salesperson 
should not linger too long.

“Right Set of Circumstances” Theory of Selling

“Everything was right for that sale” sums up the second theory. This the-
ory, sometimes called the “situation-response” theory, had its psychological 
origin in experiments with animals and holds that the particular circum-
stances prevailing in a given selling situation cause the prospect to respond 
in a predictable way. If the salesperson succeeds in securing the attention 
and gaining the interest of the prospect, and if the salesperson presents the 
proper stimuli or appeals, the desired response (that is, the sale) will result.

Furthermore, the more skilled the salesperson is in handling the set 
of circumstances, the more predictable is the response.

The set of circumstances, includes factors external and internal to the 
prospect. To use a simplified example, suppose that the salesperson says 
to the prospect, “Let’s go out for a cup of coffee.” The salesperson and the 
remark are external factors. But at least four factors internal to the pros-
pect affect the response. These are the presence or absence of desires: (1) 
to have a cup of coffee, (2) to have it now, (3) to go out, and (4) to go out 
with the salesperson.

Proponents of this theory tend to stress external factors and at the 
expense of internal factors. They seek selling appeals that evoke desired 
responses. Sales personnel who try to apply the theory experience diffi-
culties traceable to internal factors in many selling situations, but the inter-
nal factors are not readily manipulated. This is a seller-oriented theory: it 
stresses the importance of the salesperson controlling the situation, does 
not handle the problem of influencing factors internal to the prospect, and 
fails to assign appropriate weight to the response side of the situation-re-
sponse interaction.

“Buying Formula” Theory of Selling

In contrast to the two previous theories, the third emphasizes the buyer’s 
side of the buyer-seller dyad. The buyer’s needs or problems receive major 
attention, and the salesperson’s role is to help the buyer find solutions. 
This theory purports to answer the question: What thinking process goes 
on in the prospect’s mind that causes the decision to buy or not to buy?

The buying formula is a schematic representation of a group of 
responses, arranged in psychological sequence. The buying formula theory 
emphasizes the prospect’s responses (which, of course, are strongly influ-
enced by internal factors) and de-emphasizes the external factors, on the 
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assumption that the salesperson, being naturally conscious of the external 
factors, will not overlook them. Since the salesperson’s normal inclination 
is to neglect the internal factors, the formula is a convenient way to help 
the salesperson remember.

The origin of this theory is obscure, but recognizable versions appear 
in a number of early books on advertising and selling by authors who 
had experiential knowledge of salesmanship.13 Several psychologists also 
advanced explanations similar to the buying formula.14 The name “buying 
formula” was given to this theory by the late E.K. Strong, Jr., and the follow-
ing step-by-step explanation is adapted from his teaching and writings.15

Reduced to their simplest elements, the mental processes involved in 
a purchase are

need (or problem) → solution → purchase

Because the outcome of a purchase affects the chance that a continuing 
relationship will develop between the buyer and the seller, and because 
nearly all sales organizations are interested in continuing relationships, it is 
necessary to add a fourth element. The four elements then, are

need (or problem) → solution → purchase → satisfaction

Whenever a need is felt, or a problem recognized, the individual is con-
scious of a deficiency of satisfaction. In the world of selling and buying, 
the solution will always be a product or service or both, and they will 
belong to a potential seller.

In purchasing, then, the element “solution” involves two parts: (1) product  
(and/or service) and (2) trade name (name of manufacturer, company, or 
salesperson).

In buying anything, the purchaser proceeds mentally from need or prob-
lem to product or service, to trade name, to purchase, and, upon using the 
product or service, he or she experiences satisfaction or dissatisfaction. Thus, 
when a definite buying habit has been established, the buying formula is:

13See, for example, H. Tipper and others, Advertising, Its Principles and Practices 
(New York: Ronald Press, 1915), and W.W. Charters, How to Sell at Retail (Boston: 
Houghton Mifflin, 1922).

14See, for example, A. T. Poffenberger, Psychology in Advertising, rev. ed. (New 
York: McGraw-Hill, 1938), pp. 16-39.

15Dr. Strong’s explanation is in his Psychological Aspects of Business, pp. 16-39. The 
explanation here is patterned after Dr. Strong’s, but some terminology has been 
changed in line with modern usage.
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need or  
problem

→
product  
service

and/or trade name → purchase → satisfaction/ 
dissatisfaction

To ensure purchase, the product or service and the trade name (that 
is, the source of supply) must be considered adequate, and the buyer must 
experience a (pleasant) feeling of anticipated satisfaction when thinking 
of the product and/or service and the trade name. In many cases, an item 
viewed as adequate is also liked, and vice versa, but this is not always so. 
Some products and services that are quite adequate are not liked, and 
some things are liked and bought that are admittedly not as good as com-
peting items. Similar reasoning applies to trade names. Some sources of 
supply are both adequate and liked, others are adequate but not liked, still 
others are liked but patronized even though they are inadequate compared 
to competing sources.

With adequacy and pleasant feelings included, the buying formula 
becomes

Adequacy

and/or trade name purchase satisfactionneed or
problem

product
service

Adequacy

Pleasant feelings Pleasant feelings

When a buying habit is being established, the buyer must know why 
the product or service is an adequate solution to the need or problem, and 
why the trade name is the best one to buy. The buyers also must have a 
pleasant feeling toward the product or service and the trade name.

Then, whenever the buyer’s buying habit is challenged by a friend’s 
remark, a competing salesperson’s presentation, or a competitor’s adver-
tisement, the buyer needs reasons to defend the purchase, and, in addition, 
he or she needs a pleasant feeling toward both the product or service and 
the trade name. All this is represented by the dashed lines in the formula.

The primary elements in a well-established buying habit are those 
connected by solid lines, on the central line of the formula. Most purchases 
are made with scarcely a thought as to why, and with a minimum of feel-
ing. And it should be the constant aim of the salesperson and advertiser to 
form such direct associations. Reasons (adequacy of solution) and pleasant 
feelings constitute the elements of defense in the buying habit. As long as 
they are present, repeat buying occurs.
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The answer to each selling problem is implied in the buying formula, 
and differences among answers are differences in emphasis upon the ele-
ments in the formula.

Where the emphasis should be placed depends upon a variety of cir-
cumstances. Without going into detail, it may be said that

1.  If the prospect does not feel a need or is unable recognize a prob-
lem that can be satisfied by the product or service, the need or 
problem should be emphasized.

2.  If the prospect does not think of the product or service when he 
or she feels the need or recognizes the problem, the association 
between need or problem and product or service should be em-
phasized.

3.  If the prospect does not think of the trade name when he or she 
thinks of the product or service, the association between product 
or service and trade name should be emphasized.

4.  If need or problem, product or service, and trade name are well as-
sociated, emphasis should be put upon facilitating purchase and use.

5.  If competition is felt, emphasis should be put upon establishing in 
the prospects’ minds the adequacy of the trade-named product or 
service, and pleasant feelings toward it.

6.  If sales to new prospects are desired, every element in the formula 
should be presented.

7.  If more sales to old customers are desired, the latter should be 
reminded. (Developing new uses is comparable to selling to new 
customers.)

“Behavioral Equation” Theory

Using a stimulus-response model (a sophisticated version of the “right 
set of circumstances” theory), and incorporating findings from behavioral 
research, J.A. Howard explains buying behavior in terms of the purchasing 
decision process, viewed as phases of the learning process.

Four essential elements of the learning process included in the 
 stimulus-response model are drive, cue, response, and reinforcement, 
described as follows:

1.  Drives are strong internal stimuli that impel the buyer’s response. 
There are two kinds:

a.  Innate drives stem from the physiological needs, such as hun-
ger, thirst, pain, cold, and sex.

b.  Learned drives, such as striving for status or social approval, are 
acquired when paired with the satisfying of innate drives. They 
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are elaborations of the innate drives, serving as a facade behind 
which the functioning of the innate drives is hidden. In so far 
as marketing is concerned, the learned drives are dominant in 
economically advanced societies.

2.  Cues are weak stimuli that determine when the buyer will  respond.

a. Triggering cues activate the decision process for any given 
purchase.

b.  Nontriggering cues influence the decision process but do not 
activate it, and may operate at any time even though the buyer 
is not contemplating a purchase. There are two kinds:

(1) Product cues are external stimuli received from the product 
directly, for example, color of the package, weight, or price.

(2) Informational cues are external stimuli that provide infor-
mation of a symbolic nature about the product. Such stim-
uli may come from advertising, conversations with other 
people (including sales personnel), and so on.

c.  Specific product and information cues may also function as 
triggering cues. This may happen when price triggers the buy-
er’s decision.

3.  Response is what the buyer does.

4.  A reinforcement is any event that strengthens the buyer’s tenden-
cy to make a particular response.16 

Howard incorporates these four elements into an equation:

B = P × D × K × V

where

B =  response or the internal response tendency, that is, the act of pur-
chasing a brand or patronizing a supplier

P = predisposition or the inward response tendency, that is, force of habit
D = present drive level (amount of motivation)
K =  “incentive potential,” that is, the value of the product or its poten-

tial satisfaction to the buyer
V = intensity of all cues: triggering, product, or informational

16This is a condensed version of the explanation contained in J. A. Howard’s Marketing 
Management, Analysis and Planning, rev. ed. (Homewood, 111.: Richard D. Irwin. 
1963). We are indebted to the author for permission to include this condensation.
  This model was later refined further by Professor Howard, working in collaboration 
with Jagdish N. Sheth. See their “A Theory of Buyer Behavior,” in Reed Mover (ed.). 
Changing Marketing Systems: Proceedings of the 1967 Winter Conference of the Amer-
ican Marketing Association, 1967, published by the American Marketing Association.
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The relation among the variables is multiplicative. Thus, if any inde-
pendent variable has a zero value, B will also be zero and there is no 
response. No matter how much P there may be, for example, if the individ-
ual is unmotivated (D = 0), there is no response.

Each time there is a response—a purchase—in which satisfaction (K) is 
sufficient to yield a reward, predisposition (P) increases in value. In other words, 
when the satisfaction yields a reward, reinforcement occurs, and, technically, 
what is reinforced is the tendency to make a response in the future to the 
cue that immediately preceded the rewarded response. After reinforcement, the 
probability increases that the buyer will buy the product (or patronize the sup-
plier) the next time the cue appears—in other words, the buyer has learned.17

Buyer-seller dyad and reinforcement. In the interactions of a sales-
person and a buyer, each can display a type of behavior that is reward-
ing, that is reinforcing, to the other. The salesperson provides the buyer 
with a product (and the necessary information about it and its uses) that 
the buyer needs; this satisfaction of the need is rewarding to the buyer, 
who, in turn, can reward the salesperson by buying the product. Each can 
also reward the other by providing social approval. The salesperson gives 
social approval to a buyer by displaying high regard with friendly greet-
ings, warm conversation, praise, and the like.

In understanding the salesperson–client relation, it is helpful to sep-
arate economic aspects from social features. The salesperson wishes to 
sell a product, and the buyer wishes to buy it—these are the economic 
 features. Each participant also places a value and cost upon the social 
 features.  Behavior concerning these features of the relationship consist of 
sentiments, or expressions of different degrees of liking or social approval. 
Salespersons attempt to receive rewards (reinforcements), either in sen-
timent or economic by changing their own behavior or getting buyers to 
change theirs.

Salesperson’s influence process. The process by which the salesperson 
influences the buyer is explainable in terms of the equation B = P × D × 
K × V. The salesperson influences P (predisposition) directly, for example, 
through interacting with the buyer in ways rewarding to the buyer. The 
greatest effect on P, however, comes from using the product. The salesper-
son exerts influence through D (amount of motivation), this influence being 
strong when the buyer seeks information in terms of informational cues. If 
the ends to be served are not clearly defined, by helping to clarify these, the 

17Howard states, however, that “additional reinforced purchases . . . increase P at a nega-
tively accelerated rate [as] illustrated in the shape of the learning curve . . . ,” ibid., p. 45.
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buyer’s goals, the salesperson again exerts influence through D. When the 
buyer has stopped learning—when the buyer’s buying behavior becomes 
automatic—the salesperson influences D by providing triggering cues. When 
the buyer has narrowed down the choices to a few sellers, the salesperson, 
by communicating the merits of the company brand, can cause it to appear 
relatively better, and thus affect K (its potential satisfaction for the buyer). 
Finally, the salesperson can vary the intensity of his or her effort, so making 
the difference in V (the intensity of all cues).18

Salesperson’s role in reducing buyer dissonance. According to Fest-
inger’s theory of cognitive dissonance, when individuals choose between 
two or more alternatives, anxiety or dissonance will almost always occur 
because the decision has unattractive as well as attractive features. After 
decisions, people expose themselves to information that they perceive as 
likely to support their choices, and to avoid information likely to favor 
rejected alternatives.19

Although Festinger evidently meant his theory to apply only to post-
decision anxiety, it seems reasonable that it should hold for predecision 
 anxiety. Hauk, for instance, writes that a buyer may panic on reaching the 
point of decision and rush into the purchase as an escape from the prob-
lem or put it off because of the difficulty of deciding.20 It seems, then, 
that a buyer can experience either predecision or postdecision dissonance, 
or both.

Reducing pre- and postdecision anxiety or dissonance is an important 
function of the salesperson. Recognizing that the buyer’s dissonance varies 
both according to whether the product is an established or a new one, and 
whether the salesperson-client relationship is ongoing or new, these are 
four types of cases involving the salesperson’s role.

1.  An established product—an ongoing salesperson-client relation-
ship. Unless the market is unstable, the buyer tends toward au-
tomatic response behavior, in which no learning is involved and 
thus experiences little, if any, dissonance; but in so far as it does 
occur, the salesperson is effective because the salesperson is trust-
ed by the buyer.

2.  An established product—a new salesperson–client relationship. The 
salesperson, being new, is less effective in reducing  dissonance.

18Ibid., pp. 429-30

19L. Festinger, A Theory of Cognitive Dissonance (New York: Harper & Row, 1957).

20J. G. Hauk, “Research in Personal Selling,” in G. W. Schwartz (ed.), Science in Mar-
keting (New York: John Wiley, 1965), p. 261.
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3.  A new product—an ongoing salesperson–client relationship. 
 Unless the buyer generalizes from personal experience with an 
established similar product, the buyer experiences dissonance, es-
pecially if it is an important product. Because of the established re-
lationship with the buyer, the salesperson can reduce dissonance.

4.  A new product—a new salesperson–client relationship. The buyer 
needs dissonance reduction, and the salesperson is less capable 
of providing it.21

How can a salesperson facilitate the buyer’s dissonance reduction? 
Two ways are (1) to emphasize the advantages of the product purchased, 
while stressing the disadvantages of the forgone alternatives, and (2) to 
show that many characteristics of the chosen item are similar to products 
the buyer has forgone, but which are approved by the reference groups.22 In 
other words, the buyer experiencing cognitive dissonance needs reassuring 
that the decision is or was a wise one; the salesperson provides information 
that permits the buyer to rationalize the decision.

SPIN SELLING

SPIN Selling by Neil Rackman23 was developed by observation of 35,000 
sales calls. It suggests the significance of asking the right questions in the 
sale process. SPIN Selling is an abbreviation of four types of questions 
(Situation, Problem, Implication, and Need-payoff). It emphasizes that 
the quality of questions asked by a salesperson are critical to a successful 
sales presentation. The right questions posed by the salespeople could 
fasten up the selling process, whereas the wrong questions could delay or 
kill the sales presentation.

Situation Questions. Deal with buyer’s existing situation and form the 
starting point of the discussion between the customer and sales person. 
Situation questions (SQs) are least powerful of the four types of questions, 
and salesperson should eliminate unnecessary SQs by doing their home-
work about the customer. Few examples of SQs are: How many people do 
you employ at this location? How many customers do you have in your 
database? How many customers do you call in a day? SQs should not be 

21Howard, Marketing Management, p. 430.

22G. Zaltman, Marketing: Contributions from the Behavioral Sciences (New York: 
Harcourt Brace Jovanovich, 1965), p. 63.

23Rackham, Neil, SPIN Selling. (New York: McGraw-Hill, 1988)
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asked late in the selling cycle about irrelevant business areas. 

Problem Questions. These questions deal with the buyer’s pain point. 
The salesperson asks questions about problems, difficulties, or dissatisfac-
tions of the customer. These questions help to uncover the implied needs 
of the customers. Few examples of problems questions (PQs) are:  Which 
parts of the equipment create errors? What makes this task difficult? What’s 
the biggest problem company’s face while managing its most valuable cus-
tomers? It’s important to ask PQs about what one’s selling in terms of the 
problems they solve for your clients.

Implication Questions. These questions are used to discuss the impli-
cations of a particular problem uncovered with the problem questions. 
 Salespersons ask these questions to develop the seriousness of the prob-
lem and to increase the customer’s motivation to change. Few examples 
of implication questions (IQs) are: What was the potential loss as a result 
of the slow speed of the system? What happens when patients report side 
effects of painkillers? IQs are the most powerful of all the SPIN questions, 
and successful salespeople ask many IQs in their sales calls. These questions 
are difficult and should be prepared in advance with the likely answers.

Need-payoff Questions.

The questions help to focus the buyer’s attention on the solution. Need- 
payoff Questions (NQs) contribute to creating a problem-solving envi-
ronment where attention is focused on solutions and actions rather than 
 problems and implications. For example:  How do you think a safe anal-
gesic medicine will help you? Why is it important to have a big-picture 
overview of the sales pipeline? Successful salespeople ask NQs to get the 
buyer to tell the benefits of their products.

PROSPECTING

Time management and thorough planning of work are earmarks of 
above-average salespersons. They look for ways to “stretch” productive 
selling time. They arrange travel and call schedules to economize on time 
spent en route and distance traveled. They make appointments to avoid 
prolonged waiting for callbacks. They do not waste time trying to sell to 
people who cannot buy or are not likely to do so. The planning work, 
which is essential in eliminating calls on nonbuyers, is called “prospecting.”

Improvement in prospecting is one way to stretch productive selling 
time. Many sales personnel devote too little time to prospecting and, as a 
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consequence, too much to calling on nonprospects. Salespersons who are 
proficient in prospecting apply their selling efforts productively; they do 
not call on nonprospects and can devote their full attention to those likely 
to buy.

Some companies use specialized personnel for prospecting, but most 
regard it as one of the salesperson’s responsibilities. Even though salesper-
sons may not do “all” the prospecting, they often have access to information 
on likely prospects that is not available to central office personnel.

Steps in Prospecting

The steps in prospecting are (1) formulating prospect definitions, (2) 
searching out potential accounts, (3) qualifying prospects and determining 
probable requirements, and (4) relating company products to each pros-
pect’s requirements.24

Formulating prospect definitions. Prospective customers must have 
the willingness, the financial capacity, and the authority to buy, and they 
must be available to the salesperson. Salespersons waste time when they 
attempt to sell individuals who have neither the need for the product or 
the money to pay for it. Salespersons waste time if they try to sell to the 
wrong persons; so it is important to ascertain which persons in each firm 
have the authority to buy. Although individuals may qualify as prospects in 
other respects, they may be inaccessible to the salesperson. The president 
of a large corporation, for example, may need insurance and be willing and 
able to pay for it, but a particular salesperson may have no way to make 
the contact.

In addition to meeting the stated requirements, there are other 
requirements unique to each company’s customers. Starting with data on 
the profitability of present accounts, any characteristics typical of profit-
able accounts but not shared by unprofitable accounts should be detected. 
These identifying characteristics ideally should be the ones recognizable 
from information appearing in directories or lists. Prospects in many busi-
nesses and professions, for instance, are readily identified from classified 
listings in telephone and city directories. Key characteristics that identify 
profitable accounts are assembled into descriptions of the various classes 
of customers, and these are the prospect definitions.

24For an interesting discussion on the importance of knowing as much as possible about 
the account in advance of making the sales call, see B. P. Shapiro, “Manage the Customer, 
Not Just the Sales Force,” Harvard Business Review, 52, no. 5 (September-October 1974),  
pp. 130-31.
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Searching out potential accounts. Using the prospect definitions, the 
salesperson combs different sources for the names of probable prospects, 
or “suspects,” as they are called. Sources of prospect information include 
directories of all kinds, news and notes in trade papers and business 
magazines, credit reports, membership lists of chambers of commerce 
and trade and manufacturers’ associations, lists purchased from list bro-
kers, and records of service requests. Other sources are responses to 
company advertising, sales personnel of noncompeting firms calling on 
the same general classes of trade, conventions and meetings, bankers 
and other “centers of influence,” and the salesperson’s own observations. 
Salespeople selling services like insurance may uncover prospects among 
their acquaintances; members of their professional, religious, and social 
organizations; and the referrals of friends. Another source of prospects 
is the “endless chain”—satisfied customers suggest, voluntarily or on 
request, other leads to the salesperson who served them.

Qualifying prospects and determining probable requirements. As 
information is assembled on each tentative prospect (i.e., “suspect”), it 
is easier to estimate the probable requirements of each for the types of 
products sold by the company. Prospects with requirements too small to 
represent profitable business are removed from further consideration, 
unless their growth possibilities show promise. Even after tapping all read-
ily available information sources, additional information often is required 
to qualify certain prospects, and personal visits by salespersons may be 
the only way to obtain it. These visits may not bring in sales, but they save 
time, as prospects are separated from nonprospects.

Relating company products to each prospect’s requirements. The 
final step is to plan the strategy for approaching each prospect. From the 
information assembled, it is usually possible to determine each prospect’s 
probable needs. From what the salesperson knows about the company’s 
products, their uses, and applications, he or she selects those that seem 
most appropriate for a particular prospect.

The salesperson’s presentation is now easy to construct, and it is 
tailored to fit the prospect. The salesperson should have clear ideas about 
specific objections the prospect may raise and other obstacles to the sale 
that may be encountered. The salesperson is ready to contact the prospect; 
the only tasks remaining are making an appointment, deciding how to 
open the presentation, and determining how to persuade the prospect to 
become a customer.
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SALES RESISTANCE

Prospects show sales resistance by pointing out real or imagined obsta-
cles, and by voicing objections, sincere or insincere. In analyzing sales 
resistance, the salesperson needs skill for accurate and rapid appraisal 
of people and their motivations. A prospect’s expressed sales resistance 
is either an obstacle or an objection. An obstacle is real or unreal; an 
objection is sincere or insincere.

Obstacles to sales. Obstacles are real or apparent reasons that the prospect 
has for not buying. If the obstacle is real, it precludes the consummation of 
the sale. But if it is apparent, there are ways to circumvent it. A prospect says a 
temporary shortage of cash prevents buying—an obstacle, not an objection— 
and the salesperson helps the prospect to circumvent it by explaining a 
method for financing the purchase. Some obstacles can be circumvented, 
others cannot. When an obstacle arises, the salesperson determines whether 
or not there is a way to get around it. If the salesperson recognizes the spe-
cific obstacle and knows a way to circumvent it, the next move is to present 
the solution to the prospect.

Sales objections. Objections are never good reasons for failing to com-
plete the sale, but they nearly always divert the salesperson’s presentation 
from its main course. At best, an objection requires a satisfactory answer; 
at worst, it blocks the sale. Adroitness in handling objections is a difference 
between effective and ineffective salespeople.

Sincere objections trace to incompleteness, inaccuracy, or vagueness 
in the sales presentation. Prospects may not recognize the nature of their 
needs, or they may have doubts about the appropriateness of the product 
to fulfill those needs. Prospects may be confused in some respect, or may 
react unfavorably to the salesperson’s personality. Except when personal-
ity conflict cannot be resolved (a real obstacle, not an objection), sincere 
objections are overcome by patient and thorough explanations.

Prospects raise insincere objections to discourage salespersons, to get 
rid of them, to test their competence, and as false excuses for not buying. 
When salespersons sense that an objection is insincere, they seek to regain 
the offensive as soon as possible. They do not permit an insincere objec-
tion to provoke an argument—one of the surest ways to lose a sale.

Some sales executives say that every objection, no matter how insin-
cere, should be treated with the utmost courtesy. Others say that insin-
cere objections should be ignored. The best defensive strategy often is 
the strong counter-attack, and the salesperson should seek to regain the 
initiative as soon as he or she can gracefully do so.
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CLOSING SALES

The selling tactics followed affect the ease of closing the sale. Low-pressure 
sales are closed more easily than are high-pressure ones. In low-pressure 
sales, prospects feel that they are reaching the buying decisions themselves, 
and primarily through rational processes of thought, so there is no need 
for extra push just before the sales are consummated. In high-pressure 
sales, the main thrust is to the prospects’ emotions, so salespersons attempt 
to propel prospects into buying decisions. Often, the prospect regains nor-
mal perspective as the sale nears its climax, and, if this happens, the sales-
person needs unusually effective persuasion to close the sale.

Every salesperson approaches certain closings with apprehension. At 
closing time, either the salesperson sells the prospect an order or the pros-
pect sells the salesperson on a “no sale.” Closing time provides an oppor-
tunity to register tangible proof of selling skill. Occasionally even the best 
salesperson must rely upon closing skill to make the sale.

Prospecting, if well done, puts the salesperson in the proper frame of 
mind for the close. The salesperson feels that a real service is being per-
formed for the prospect, not that “a bill of goods is being sold.” There is 
no doubt that the product is the best solution to the prospect’s problems.

When the sales presentation is complete and clear, no difficulty is met 
in closing the sale. All obstacles to the sale and all objections have been 
removed, to the prospect’s entire satisfaction. Basic agreement has been 
reached, and the prospect is ready to accept the proposal.

But even after an excellent presentation, and in spite of thorough pros-
pecting, some prospects refrain from positive commitments. The natural ten-
dency of many people is to let inertia guide their reactions—many are happy 
to leave things as they are, and salespersons leave empty-handed unless they 
jolt these prospects into buying. The skilled closer gives the extra push that 
triggers a buying response. But failures to get an order result as much from 
poor prospecting and inept presentations as from ineffective closing.

When an attempted close fails, the salesperson should normally try 
another. The refusal does not necessarily imply an unwillingness to buy; 
it may indicate the prospect’s need for additional information or for clari-
fication of some point. Some executives recommend that sales personnel 
attempt as many as five closes before giving up. Early closing attempts 
should be so expressed that a refusal will not cut off the presentation. A 
salesperson judges the sincerity of a prospect’s refusal, surrendering grace-
fully when it is clear that no sale will be made.

The salesperson first uses an indirect close, that is, attempts to get the 
order without actually asking for it. The salesperson may ask the prospect 
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to state a preference from among a limited number of choice (as to models, 
delivery dates, order size, or the like), so phrasing the question that all possi-
ble responses are in the salesperson’s favor except for one: “None at all.” Or 
the salesperson may summarize, emphasizing features that visibly impress 
the prospect, showing how the reasons for the purchase outweigh those 
opposed to it. Then the salesperson pauses for the prospect’s response, 
which is expected to be, “Go ahead and write the order.” Sometimes, the 
extra push may be a concession that makes the purchase sufficiently more 
attractive to make the sale. Or the salesperson may assume that the sale is 
made, write out the order, and hand it to the prospect for approval—if the 
prospect balks, the issue is clearer. Perhaps one last objection is voiced, but 
after it is answered, the sale is made. Many indirect closes are in common 
use, and books on selling contain numerous examples.

When one or more attempts at an indirect close fail, the salesperson 
uses the direct approach. Few prospects respond negatively to a frank 
request for the order. In fact, many people, especially those who are them-
selves engaged in selling, do not buy unless the order is asked for outright.

CONCLUSION

Sales management, personal selling, and salesmanship are interconnected. 
Sales management directs the personal selling effort, which, in turn, is 
implemented primarily through salesmanship. Salesmanship involves 
buyer–seller interactions. Successful sales executives know the theoretical 
aspects of sales management. In addition to knowing the product and its 
applications, sales personnel have to be psychologists with some custom-
ers, human computers with others, counselors or advisors with still others, 
and personal friends with others. Different selling situations require differ-
ent kinds of selling.
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Marketing management in consultation with sales management deter-
mines exact role of personal selling in the promotional program. 

Figure 3.1 shows how personal selling fi ts into the promotional program. 
The marketing planning group sets personal-selling objectives, determines 
sales-related marketing policies, formulates personal-selling strategies, and 
fi nalizes the sales budget. The combined impact of these decisions consti-
tutes the framework within which the sales force is managed. Generally, 
this means that the company fi elds its own sales force, but, occasionally, 
as in the insurance industry, personal-selling activities are largely shifted 
to intermediaries.

Setting Personal-Selling 
Objectives

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the personal-selling objectives

 ■ Analyze market potential. sales potential and sales forecasting

 ■ Understand the sales forecasting methods 

 ■ Derive sales volume objective

3
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TYPES OF PERSONAL-SELLING OBJECTIVES

The qualitative personal-selling objectives are long term and concern the 
contributions management expects personal selling to make in achieving 
long-term company objectives. These objectives generally are carried over 
from one period’s promotional program to the next. Depending upon  company 

FIGURE 3.1 Personal Selling as Part of  the Promotional Program
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objectives and the promotional mix, personal selling may be assigned such 

qualitative objectives as

1.  To do the entire selling job (as when there are no other elements 
in the promotional mix).

2.  To “service” existing accounts (that is, to maintain contacts with 
present customers, take orders, and so forth).

3. To search out and obtain new customers.

4.  To secure and maintain customers’ cooperation in stocking and 
promoting the product line.

5.  To keep customers informed on changes in the product line and 
other aspects of marketing strategy.

6.  To assist customers in selling the product line (as through “mis-
sionary selling”).

7.  To provide technical advice and assistance to customers (as with 
complicated products and where products are especially designed 
to fit buyers’ specifications).

8. To assist with (or handle) the training of intermediaries sales personnel.

9.  To provide advice and assistance to intermediaries on manage-
ment problems.

10.  To collect and report market information of interest and use to 
company management.

The basic considerations in setting qualitative personal-selling objec-
tives are decisions on sales policies and personal-selling strategies and 
their role in the total promotional program. After this role is defined, qual-
itative long-term personal-selling objectives are set. In turn, the qualitative 
personal-selling objectives become the major determinants of the quantita-
tive personjal-selling objectives.

The quantitative objectives assigned to personal selling are short term 
and are adjusted from one promotional period to another. The sales volume 
objective—the dollar or unit sales volume management sets as the target for 
the promotional period—is the key quantitative objective. All other quan-
titative personal-selling objectives derive from or are related to the sales 
volume objective. Thus, discussion here focuses upon the setting of sales 
volume objectives. Setting the sales volume objective influences the setting 
of other quantitative personal-selling objectives, among them the following:

1. To capture and retain a certain market share.

2.  To obtain sales volume in ways that contribute to profitability (for 
example, by selling the “optimum” mix of company products).

3. To obtain some number of new accounts of given types.

4. To keep personal-selling expenses within set limits.

5. To secure targeted percentages of certain accounts’ business.
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SOME IMPORTANT TERMS

Before examining the planning and analytical work involved in setting 
sales volume objectives, it is important to define three terms: market poten-
tial, sales potential, and sales forecast. Some executives use these terms 
 synonymously, but, as the following discussion indicates, there are good 
reasons to distinguish among them.

Market Potential

A market potential is an estimate of the maximum possible sales oppor-
tunities present in a particular market segment and open to all sellers of 
a good or service during a stated future period. Thus, an estimate of the 
maximum number of low-priced mobiles that might be sold in New Delhi, 
India, during the calendar year 2017 by all sellers competing for this mar-
ket would represent market potential in New Delhi for low-priced mobiles 
in 2017. A market potential indicates how much of a particular product can 
be sold to a particular market segment over some future period, assuming 
the application of appropriate marketing methods.

Sales Potential

A sales potential is an estimate of the maximum possible sales opportuni-
ties present in a particular market segment open to a specified company 
selling a good or service during a stated future period. To illustrate, an esti-
mate of the number of low-priced mobiles that might be sold in New Delhi, 
during the calendar year 2017 by Samsung Mobiles would be the 2017 New 
Delhi sales potential for Samsung low-priced mobiles. A sales potential 
represents sales opportunities available to a particular manufacturer, such 
as to Samsung, while a market potential indicates sales opportunities avail-
able to an entire industry.

Sales Forecast

A sales forecast is an estimate of sales, in dollars or physical units, in a 
future period under a particular marketing program and an assumed set of 
economic and other factors outside the unit for which the forecast is made. 
A sales forecast may be for a single product or for an entire product line. It 
may be for a manufacturer’s entire marketing area, or for any subdivision 
of it. Such forecasts are short-term, or operating, sales forecasts rather than 
long-range sales forecasts, which are used for planning production capacity 
and for long-run financial planning. Long-range sales forecasts, although of 
interest, are so tentative that sales planners give them only passing atten-
tion. It is the short-term, or operating, sales forecast that is important to 
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the sales executive. Keep in mind, then, that an operating sales forecast is 
a prediction of how much of a company’s particular product (or product 
line) can be sold during a future period under a given marketing program 
and an assumed set of outside factors.

ANALYZING MARKET POTENTIAL

Market Identification

The first step in analyzing a product’s market potential is to identify its mar-
ket. Market identification requires finding out

1. Who buys the product?

2. Who uses it?

3. Who are the prospective buyers and/or users?

Some companies find answers to these questions in their internal records, 
but most companies, especially those that use long marketing channels, must 
use field research to obtain meaningful answers. In consumer-goods market-
ing, buyers, users, and prospects are identified and classified according to 
such characteristics as age, sex, education, income, and social class. In indus-
trial-goods marketing, buyers, users, and prospects are identified and classi-
fied by size of firm, geographical location, type of industry, and the like.

Market identification studies reveal the characteristics that differ-
entiate the market segments making up the product’s market potential. 
Frequently they uncover unexploited market segments whose patronage 
might be obtained through redirecting personal-selling effort or changing 
promotional strategy. Sometimes, market identification studies provide, as 
a side result, customer data on factors such as purchase frequency, search-
ing time expended, unit of purchase, and seasonal buying habits. When 
assembled and analyzed, these data help in estimating market potential.

Market Motivation

The second step in analyzing market potential is to detect the reasons why 
customers buy the product and the reasons why potential customers might 
buy it. Market motivation studies answer twin questions: Why do people 
buy? Why don’t people buy? The answers help not only in estimating mar-
ket potential but assist the sales executive seeking to increase the effective-
ness of promotional programs.

Motivation research techniques vary, but the most widely used are 
the projective techniques, in which respondents project themselves, their 
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attitudes, interests, and opinions into interpretations of special materials 
presented by the researcher. Analysis of results by trained specialists lays 
bare what goes on in buyers’ minds, including the real reasons for buying 
or not buying the product. Most motivation studies are directed toward 
explaining the buying behavior of ultimate consumers rather than industrial 
users. Information from motivation studies helps not only in estimating a 
product’s market potential but assists in deciding

1. How best to present the product in sales talks.

2. The relative effectiveness of different selling appeals.

3. The relative appropriateness of various promotional methods.

Analysis of Market Potential

Having identified the potential buyers and their buying behavior, the 
third step is to analyze the market potential. Generally, market potential 
cannot be analyzed directly, so analysis makes use of market factors (a 
market factor is a market feature or characteristic related to the produces 
demand). For instance, the number of males reaching shaving age each 
year is one market factor influencing the demand for men’s electric shav-
ers. But not every male reaching shaving age is a prospective buyer of an 
electric shaver—some will be late in starting to shave, others will adopt 
other shaving methods, some will not have the money to buy a shaver or 
will prefer to use that money for something else, and still others will use 
borrowed shavers or, perhaps, will grow beards. Thus, using market factors 
for analyzing market potential is a two-step process:

1. Select the market factor(s) associated with the product’s demand.

2.  Eliminate those market segments that do not contain prospective 
buyers of the product.

MARKET INDEXES

A market index is a numerical expression indicating the degree to which 
one or more market factors associated with a given product’s demand is 
present in a given market segment—usually a given geographical market 
segment. Market indexes are expressed in relative terms, such as in per-
centages, rather than in absolute numbers. In analyzing the market for 
furniture, for example, a market index might contain three factors: popu-
lation, effective buying income, and number of marriages. In the United 
States, the most widely used single-factor market indexes are population as 
a percentage of U.S. total and effective buying income as a percentage of 

03-ch03.indd   48 6/19/2017   12:45:04 PM



CHAPTER 3: Setting Personal-Selling Objectives 49

U.S. total. Many companies refine these indexes further by breaking them 
down into greater detail; for example, the population index is divided into 
subindexes covering different age groups and the income index into sub-
indexes for different income groups.

Sales and Marketing Management, a trade publication for sales exec-
utives, publishes an issue annually giving Buying Power Index (BPI) data 
by state, county, city, metropolitan area, and even by the suburban compo-
nents of metropolitan areas. The BPI combines effective buying income, 
retail sales, and population into a single index using weighting of factors of 
5 for income, 3 for retail sales, and 2 for population. This particular combi-
nation and weighting of market factors serves as a satisfactory measure of 
market potential for many consumer-products marketers.

Other marketers construct their own market indexes, including dif-
ferent market factors and using different weighting systems. One producer 
of lighting fixtures includes data on new housing starts, and a maker of 
auto seat covers includes motor vehicle registrations. Other market factors 
frequently used in constructing consumer-goods market indexes are reg-
istrations of new automobiles, home ownership, marriage licenses issued, 
births, and deaths. Marketers of industrial products construct market 
indexes using such market factors as value added by manufacture, number 
of employees engaged in certain kinds of manufacturing, number of man-
ufacturing establishments, person-hours worked, total value of shipments 
of particular items, and capital expenditures for new plant and equipment.

SALES POTENTIAL AND SALES FORECASTING

Sales potentials, as defined earlier, are quantitative estimates of the max-
imum possible sales opportunities present in particular market segments 
open to a specified company selling a good or service during a stated 
future period. They are derived from market potentials after analyses of 
historical market share relationships and adjustments for changes in com-
panies’ and competitors’ selling strategies and practices.

A firm’s sales potential and its sales forecast are not usually identi-
cal—in most instances, the sales potential is larger than the sales forecast. 
There are several reasons for this: some companies do not have sufficient 
production capacity to capitalize on the full sales potential; other firms 
have not yet developed distributive networks capable of reaching every 
potential customer; others do not attempt to realize their total sales poten-
tials because of limited financial resources; and still others, being more 
profit oriented than sales oriented, seek to maximize profitable sales and 
not possible sales. The estimate for sales potential indicates how much a 
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company could sell if it had all the necessary resources and desired to 
use them. The sales forecast is a related but different estimate—it indicates 
how much a company with a given amount of resources can sell if it imple-
ments a particular marketing program.

SALES FORECASTING METHODS

A sales forecasting method is a procedure for estimating how much of a 
given product (or product line) can be sold if a given marketing program is 
implemented. No sales forecasting method is foolproof—each is subject to 
some error. Some methods are unsophisticated, such as the jury of executive 
opinion or the poll of sales force opinion. Others involve the application of 
sophisticated statistical techniques, such as regression analysis or econo-
metric model building and simulation. Two sales forecasting methods may 
be either sophisticated or unsophisticated that depend upon how they are 
used—the projection of past sales and the survey of customers’ buying plans.

Well-managed companies do not rely upon a single sales forecasting 
method but use several. If different methods produce roughly the same 
sales forecasts, then more confidence is placed in the results. But if differ-
ent methods produce greatly different sales forecasts, then the sales situa-
tion merits further study.

Jury of Executive Opinion

There are two steps in this method: (1) high-ranking executives estimate 
probable sales, and (2) an average estimate is calculated. The assumption 
is that the executives are well informed about the industry outlook and the 
company’s market position, capabilities, and marketing program. All should 
support their estimates with factual material and explain their rationales.

Companies using the jury of executive opinion method do so for one 
or more of four reasons:

1. This is a quick and easy way to turn out a forecast.

2.  This is a way to pool the experience and judgment of well-in-
formed people.

3.  This may be the only feasible approach if the company is so 
young that it has not yet accumulated the experience to use other 
forecasting methods.

4.  This method may be used when adequate sales and market statis-
tics are missing, or when these figures have not yet been put into 
the format required for more sophisticated forecasting methods.
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The jury of executive opinion method has weaknesses. Its findings are 
based primarily on opinion, and factual evidence to support the forecast 
is often sketchy. This approach adds to the work load of key executives, 
 requiring them to spend time that they would otherwise devote to their areas 
of main responsibility. And a forecast made by this method is difficult to 
break down into estimates of probable sales by products, by time intervals, 
by markets, by customers, and so on.

Poll of Sales Force Opinion

In the poll of sales force opinion method, often tagged “the grass-roots 
approach,” individual sales personnel forecast sales for their territories; 
then individual forecasts are combined and modified, as management 
thinks necessary, to form the company sales forecast. This approach 
appeals to practical sales managers because forecasting responsibility is 
assigned to those who produce the results. Furthermore, there is merit in 
utilizing the specialized knowledge of those in closest touch with market 
conditions. Because the salespeople help to develop the forecast, they 
should have greater confidence in quotas based upon it. Another attrac-
tive feature is that forecasts developed by this method are easy to break 
down according to products, territories, customers, intermediaries, and 
sales force.

But the poll of sales force opinion approach has weaknesses. Not 
generally trained to do forecasting, and influenced by current business 
conditions in their territories, salespersons tend to be overly optimistic 
or overly pessimistic about sales prospects. They are too near the trees to 
see the forest—they are often unaware of broad changes taking place in 
the economy and of trends in business conditions outside their own terri-
tories. Furthermore, if the “forecasts” of the sales staff are used in setting 
quotas, some sales personnel deliberately underestimate so that quotas are 
reached more easily.

To some extent, the weaknesses of this method can be overcome 
through training the sales force in forecasting techniques, by orienting 
them to factors influencing company sales, and by adjusting for consistent 
biases in individual salespersons’ forecasts. For most companies, however, 
implementing corrective actions is an endless task, because sales person-
nel turnover is constantly going on, and new staff members (whose biases 
are unknown at the start) submit their forecasts along with those of veteran 
sales personnel with known biases. In short, this method is based to such 
a large extent on judgment that it is not appropriate for most companies to 
use it as the only forecasting method. The poll of sales force opinion serves 
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best as a method of getting an alternative estimate for use as a check on a 
sales forecast obtained through some other approach.

Projection of Past Sales

The projection of past sales method of sales forecasting takes a variety of 
forms. The simplest is to set the sales forecast for the coming year at the 
same figure as the current year’s actual sales, or the forecast may be made 
by adding a set percentage to last year’s sales, or to a moving average of the 
sales figures for several past years. For instance, if it is assumed that there 
will be the same percentage sales increase next year as this year, the fore-
caster might utilize a naive model projection such as

next year’s sales = this year’s sales ×
this year’s sales

last year’s sales

This year’s sales are inevitably related to last year’s. Similarly, next 
year’s sales are related to this year’s and to those of all preceding years. 
Projecting present sales levels is a simple and inexpensive forecasting 
method and may be appropriate for companies in more or less stable or 
“mature” industries—it is rare in such industries for a company’s sales to 
vary more than 15 percent plus or minus from the preceding year.

Time-series analysis. Not greatly different in principle from the sim-
ple projection of past sales is time-series analysis, a statistical procedure 
for studying historical sales data. This procedure involves isolating and 
measuring four chief types of sales variations: long-term trends, cyclical 
changes, seasonal variations, and irregular fluctuations. Then a mathemat-
ical model describing the past behavior of the series is selected, assumed 
values for each type of sales variation are inserted, and the sales forecast 
is “cranked out.”

For most companies, time-series analysis finds practical application 
mainly in making long-range forecasts. Predictions on a year-to-year basis, 
such as are necessary for an operating sales forecast, generally are little 
more than approximations. Only where sales patterns are clearly defined 
and relatively stable from year to year is time-series analysis appropriately 
used for short-term operating sales forecasts.

One drawback of time-series analysis is that it is difficult to “call the 
turns.” Trend and cycle analysis helps in explaining why a trend, once 
under way, continues, but predicting the turns often is more important. 
When turns for the better are called correctly, management can capitalize 
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upon sales opportunities; when turns for the worst are called correctly, 
management can cut losses.

Exponential smoothing. One statistical technique for short-range sales 
forecasting, exponential smoothing, is a type of moving average that rep-
resents a weighted sum of all past numbers in a time series, with the 
heaviest weight placed on the most recent data.1 To illustrate, consider 
this simple but widely used form of exponential smoothing—a weighted 
average of this year’s sales is combined with the forecast of this year’s sales 
to arrive at the forecast for next year’s sales. The forecasting equation, in 
other words, is

next year’s sales + a (this year’s sales) + (1 − a)(this year’s forecast)

The a in the equation is called the “smoothing constant” and is set 
between 0.0 and 1.0. If, for example, actual sales for this year came to 320 
units of product, the sales forecast for this year was 350 units, and the 
smoothing constant was 0.3, the forecast for next year’s sales is

(0.30)(320) 4 − (0.7)(350) = 341 units of products

Determining the value of a is the main problem. If the series of sales 
data changes slowly, a should be small to retain the effect of earlier obser-
vations. If the series changes rapidly, a should be large so that the forecasts 
respond to these changes. In practice, a is estimated by trying several 
values and making retrospective tests of the associated forecast error. The 
a value leading to the smallest forecast error is then chosen for future 
smoothing.2

Evaluation of past sales projection methods. The key limitation of all 
past sales projection methods lies in the assumption that past sales history 
is the sole factor influencing future sales. No allowance is made for sig-
nificant changes made by the company in its marketing program or by its 
competitors in theirs. Nor is allowance made for sharp and rapid upswings 
or downturns in business activity, nor is it usual to correct for poor sales 
performance extending over previous periods.

1P. F. Green and D. S. Tull, Research for Marketing Decisions, 4th ed. (Englewood Cliffs,  
N.J.: Prentice-Hall, 1978), pp. 508-10.

2Ibid., pp. 509-10.
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The accuracy of the forecast arrived at through projecting past 
sales depends largely upon how close the company is to the market 
 saturation point. If the market is nearly 100 percent saturated, some argue 
that it is defensible to predict sales by applying a certain percentage fig-
ure to “cumulative past sales of the product still in the hands of users” to 
determine annual replacement demand. However, most often the company 
whose product has achieved nearly 100 percent market saturation finds, 
since most companies of this sort market durables or semidurables, that 
its prospective customers can postpone or accelerate their purchases to a 
considerable degree.

Past sales projection methods are most appropriately used for obtain-
ing “check” forecasts against which forecasts secured through other means 
are compared. Most companies make some use of past sales projections in 
their sales forecasting procedures. The availability of numerous computer 
programs for time-series analysis and exponential smoothing has acceler-
ated this practice.

Survey of Customers’ Buying Plans

What more sensible way to forecast than to ask customers about their 
future buying plans? Industrial marketers use this approach more than 
consumer-goods marketers, because it is easiest to use where the potential 
market consists of small numbers of customers and prospects, substan-
tial sales are made to individual accounts, the manufacturer sells direct 
to users, and customers are concentrated in a few geographical areas (all 
more typical of industrial than consumer marketing). In such instances, it 
is relatively inexpensive to survey a sample of customers and prospects 
to obtain their estimated requirements for the product, and to project the 
results to obtain a sales forecast. Survey results, however, need tempering 
by management’s specialized knowledge and by contemplated changes in 
marketing programs. Few companies base forecasts exclusively on a survey 
of customers’ buying plans. The main reason lies in the inherent assump-
tions that customers know what they are going to do and that buyers’ 
plans, once made, will not change.

Even though the survey of customers’ buying plans is generally an 
unsophisticated forecasting method, it can be rather sophisticated—that 
is, if it is a true survey (in the marketing research sense) and if the selec-
tion of respondents is by probability sampling. However, since it gathers 
opinions rather than measures actions, substantial nonsampling error is 
present. Respondents do not always have well-formulated buying plans, 
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and, even if they do, they are not always willing to relate them. In prac-
tice, most companies using this approach appear to pay little attention to 
the composition of the sample and devote minimum effort to measuring 
sampling and nonsampling errors.

Regression Analysis

Regression analysis is a statistical process and, as used in sales forecast-
ing, determines and measures the association between company sales and 
other variables. It involves fitting an equation to explain sales fluctuations 
in terms of related and presumably causal variables, substituting for these 
variables values considered likely during the period to be forecasted, and 
solving for sales. In other words, there are three major steps in forecasting 
sales through regression analysis:

1. Identify variables causally related to company sales.

2. Determine or estimate the values of these variables related to sales.

3. Derive the sales forecast from these estimates.

Computers make it easy to use regression analysis for sales forecast-
ing. One tire manufacturer, for instance, used simple regression analysis to 
determine the association between economic variables and its own sales. 
This company discovered that a positive correlation existed between gross 
national product and its own sales, but the correlation coefficient was too 
low to use in forecasting company sales. The same was true of personal 
disposable income and retail sales; their correlation coefficients with com-
pany sales were too low to use in forecasting company sales. The tire 
manufacturer measured the relationship between its own dollar sales and 
unit sales of automobiles and found a much higher degree of correlation 
(see Figure 3.2). The dots on this scatter diagram cluster closely around the 
straight line that is the result of the mathematical computation between the 
two series of data. If the correlation had been perfect, all the dots would 
have fallen on the line.

Where sales are influenced by two or more independent variables 
acting together, multiple regression analysis techniques are applied. To 
illustrate, consider this situation. An appliance manufacturer is consider-
ing adding an automatic dishwasher to its line and decides to develop a 
forecasting equation for industry sales of dishwashers. From published 
sources, such as the Statistical Abstract of the United States, data are col-
lected on manufacturers’ sales of dish washers for a period of twenty years 
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(the dependent variable). Also collected are data on four possible indepen-
dent variables:

1. The Consumer Price Index for durables

2. Disposable personal income deflated by the Consumer Price  Index

3. The change in the total number of households

4. New nonfarm housing starts

Then, the analysts use stepwise multiple linear regression to estimate the 
relationship among the variables. Figure 3.3 shows the computer printout 
used in developing the forecasting equation. Here is a step-by-step expla-
nation of the program output:

Step 1.   Means and standard deviation for all variables:
X(l) is Consumer Price Index for durables (CPI).
X(2) is disposable personal income deflated by the Con-
sumer Price Index (DPI/CPI).
X(3) is the change in the total number of households (DNH).
X(4) is new nonfarm housing starts (NFHS).
X(5) is sales (the dependent variable).

Step 2.   Simple pairwise correlation coefficients (note that sales 
volume is highly correlated with DPI/CPI and CPI).

FIGURE 3.2  Relation Between Company Sales of  Tires and U.S.  
Automobile Sales

Automobile Sales (millios of units)
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FIGURE 3.3  Computer Printout Used in Developing an Equation for  
Forcasting Industry Sales of  Automatic Dishwashers

MULTIPLE REGRESSIN ANALYSIS FOR GRIMES
PROJECT TITLE: SALES F(CPI, DPI/, DNH, NFHS)

CORRELATION COEFFICIENTS

THE STANDARD ERROR OF Y WILL NOW BE 739.35996

THE STANDARD ERROR OF Y WILL NOW BE 147.0898

Step 1

Step 2

Step 3.1

THE VARIABLE X(2) IS NOW BEING ENTERED INTO THE MODEL
WITH AN F = 485.51400

Step 3.2

THE STANDARD ERROR OF Y WILL NOW BE 105.65553

THE VARIABLE X(1) IS NOW BEING ENTERED INTO THE MODEL
WITH AN F = 18.88398

Step 3.3

X(1) 103.0000
Mean

Coefficient

Coefficient

938.95238b(0)

0.368128.11130
–2088.41491

b(2)
b(0)

Standard Error of Coefficient

Standard Error of Coefficient

Coefficient of Determination is 0.00000

Coefficient of Determination is 0.96234

Coefficient
6.6394928.85239

6.35570 0.48272
b(1)
b(2)

–4404.97376b(3)

Standard Error of Coefficient

Coefficient of Determination is 0.98162

THE STANDARD ERROR OF Y WILL NOW BE 106.77186

THE VARIABLE X(3) IS NOW BEING ENTERED INTO THE MODEL
WITH AN F = 0.62558

Step 3.4

THE STANDARD ERROR OF Y WILL NOW BE 109.18975

THE VARIABLE X(4) IS NOW BEING ENTERED INTO THE MODEL
WITH AN F = 0.25544

Step 3.5

Coefficient
6.7366428.37586

6.27963 0.49721
b(1)
b(2)

55.19663 69.78644b(3)
–4354.34552b(0)

Standard Error of Coefficient

Coefficient
8.2342126.09639

6.38803 0.55185
b(1)
b(2)

50.42226 71.98926b(3)
0.08159 0.16143b(4)

–4301.67933b(0)

Standard Error of Coefficient

Coefficient of Determination is 0.98227

Coefficient of Determination is 0.98255

Standard Deviation
6.5012

X(2) 373.2286 89.4190

X(4) 1428.8571 188.1014
X(5) 938.9524 739.3600

X(3)

r(1,2)
r(1,3)

r(1,5)
r(2,3)

r(1,4)

r(2,4)
r(2,5)

r(3,5)
r(4,5)

r(3,4)

0.836915
0.415448

0.897006
0.443997

0.486596

0.229535
0.980989
0.240009
0.469477
0.316022

1.0299 0.3833
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Step 3.   Program enters independent variables in order of highest 
explained variation of the dependent variable:

3.1    Program states distribution of dependent variable (sales) 
before the first independent variable is added.

3.2    Variable X(2): DPI/CPI enters the model first. The stan-
dard error of Y is reduced to 147.209. The coefficient of 
determination is 0.96234; that is, X(2) explains approxi-
mately 96 percent of the variation in Y.

3.3    Variable X(l): CPI enters the model next. (This means that 
X(l) explains the greatest portion of the variation in Y left 
over after the entry of X(2) in the model.) The standard 
error of Y is now reduced to 105.65553. The coefficient of 
multiple determination is increased to 0.98162.

3.4    After the addition of variables X(2) and X(l), less than 2 
percent of the variation in Y is left to be explained.

3.5    The results of the additions of X(3) DNH and of X(4) 
NFHS indicate that these variables are not statistically sig-
nificant; this is shown by the low F values as well as by 
the t values:

t =
coefficient 

standard error of coefficient

Therefore, the effect of adding these two variables to the model is not 
to reduce the standard error of Y but, in fact, in this case it is increased 
slightly.

These results indicate, then, that

manufacturers’ sales of  
dishwashers (in thousands)

=−4,404.97 + (28.85 × CPI) + (6.36 × DPI/CPI)

So if the manufacturer has estimates for the coming year that CPI will 
be 125 and DPI/CPI 550, its forecast of industry sales of dishwashers (in 
thousands) is

sales = −4.404.97 + (28.85)(125) + (6.36)(550)
= 2,699.28 (or approximately 2,700,000 dishwashers)

Evaluation of regression analysis for sales forecasting. If high 
coefficients of correlation exist between company sales and independent 
variables, the forecasting problem is simplified, especially if the variables 
“lead” company sales. The probable course of sales may then be charted, 
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and the forecaster can concentrate on factors that might cause deviations. 
But it is necessary to examine other circumstances that might upset past 
relationships. A forecast made through regression analysis assumes that 
past relations will continue. A “lead-lag” association in which deviations 
regularly occur in related independent variable(s) prior to a change in 
company sales is a near-ideal situation, but it rarely holds except over short 
periods. Lead-lag relationships are common, but associations between the 
lead variables and sales in which the intervening time intervals remain 
stable are uncommon. Periods not only contract or expand erratically; they 
vary greatly during different phases of the business cycle.

If close associations exist between company sales and a reliable 
barometer, estimates are improved by experts’ predictions of probable 
changes in the barometer. However, one danger in using regression analy-
sis is that forecasters may put too much faith in the statistical output. They 
may abandon independent appraisals of future events because of a statisti-
cally developed forecast. It is wrong to place blind faith in any forecasting 
method. It is wise to check results with those of other forecasts.

Econometric Model Building and Simulation

Econometric model building and simulation is attractive as a sales fore-
casting method for companies marketing durable goods. This approach 
uses an equation or system of equations to represent a set of relationships 
among sales and different demand-determining independent variables. 
Then, by “plugging in” values (or estimates) for each independent variable 
(that is, by “simulating” the total situation), sales are forecast. An economet-
ric model (unlike a regression model) is based upon an underlying theory 
about relationships among a set of variables, and parameters are estimated 
by statistical analysis of past data. An econometric sales forecasting model 
is an abstraction of a real-world situation, expressed in equation form and 
used to predict sales. For example, the sales equation for a durable good can  
be written

S = R + N
where

S =  total sales
R =  replacement demand (purchases made to replace product units 

going out of use, as measured by the scrappage of old units)
N =  new-owner demand (purchases made not to replace existing 

product units, but to add to the total stock of the product in 
users’ possession)
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Total sales of a durable good, in other words, consist of purchases 
made to replace units that have been scrapped and purchases by new 
owners. Thus, a family that has a five-year-old machine trades it in to 
a dealer as part payment for a new machine and becomes part of the 
replacement demand (although only effectively so when the five-year-
old machine, perhaps passing through several families’ hands in the 
process, finally comes to be owned by a family that goes ahead and 
consigns its even-older machine to the scrap heap).

Replacement demand is measured by the scrappage of old units of 
products, that is, by the percentage of the total stock of the product in 
users’ hands that is taken out of service through consignment to the trash 
pile, by sale to a junk dealer, or merely by being stowed away and never 
used again. Replacement demand in any one year does not include demand 
originating from the family that had a five-year-old machine that it traded 
to a dealer for a new machine, with the dealer reselling the old machine to 
another family who buys it secondhand. Only when a particular machine 
goes completely out of service is it regarded as scrapped, and, at that time 
(through a chain of purchases and trade-ins), some family becomes a part 
of replacement demand. Econometricians estimate replacement demand 
by using life expectancy of survival tables, which are similar to the life (or 
mortality) tables used by life insurance actuaries. An example is shown in 
Figure 3.4.

FIGURE 3.4  Durable-Goods Survival Coefficients (Maximum Service Life:  
11 Years; Average Service Life: 6.5 years)

Year Survival/Coefficient

1 1.0000
2 0.9995
3 0.9946
4 0.9656
5 0.8621
6 0.6406
7 0.3594
8 0.1379
9 0.0344

10 0.0054
11 0.0000
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If some durable product has a maximum service life of eleven years 
and 10,000 units of the product enter service in some year, the table indi-
cates that five years later, 8,621 will probably still be in service, and ten 
years later, 54. For this batch of 10,000 product units, scrappage is 1,035 in 
the fifth year (that is, 1,379 – 344, the difference between the accumulated 
total scrappage at the close of the fifth and fourth years, respectively). 
In the fifth year, then, 1,035 replacement sales trace back to the batch of 
10,000 product units that entered service five years before.

New-owner demand is the net addition to users’ stocks of the product 
that occurs during a given period. For instance, if 2,000,000 units of some 
appliance were in service at the start of a period and 2,500,000 at the end, 
new-owner demand was 500,000 during the period. Forecasting the num-
ber of sales to new owners involves treating the stock of the product in 
the hands of users as a “population” exhibiting “birth” and “death” charac-
teristics, that is, thinking of it as being analogous to a human population.

Constructing this sort of econometric model requires going through 
three steps. First, study independent variables affecting each demand cat-
egory (replacement and new owner) and choose for correlation analysis 
those that bear some logical relationship to sales (the dependent variable). 
Second, detect that combination of independent variables that correlates 
best with sales. Third, choose a suitable mathematical expression to show 
the quantitative relationships among the independent variable3 and sales, 
the dependent variables. This expression becomes the econometric model.

The procedure for building econometric models is simple, but fin-
ished models can take on formidable appearances. Consider, for example, 
this econometric model for forecasting sales of washing machines.4
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where
S

tc
 =  calculated value for forecasted sales of washing 

machines during some time period
Y

t
 =  level of consumers’ stock of washing machines in 

any period (as of January 1)

3M. H. Spencer and T. Mattheis, “Forecasting Sales of Consumers’ Durable Goods,” 
California Management Review, 4, no. 3 (Spring 1962), p. 79.

4Ibid., p. 98.
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y
t
 =  level of consumers’ stock that would occur in the 

following period (as of January 1) if no washing 
machines were sold and scrappage rates remained 
the same

H
t
 =  number of wired (i.e., electrified) dwelling units, 

in millions
I

t
 =  disposable personal income

C
t
 =  net credit extended (excluding credit extended for 

automobiles)
P

t
 =  price index for house furnishings

100.01818t − 33.1143 =  trend of real purchasing power over time
I

t
 +3C

t
 / P

t
 = real purchasing power

Thus, new-owner demand in this model is represented by Y
t
 − y

t
, 

determined by applying appropriate survival coefficients to previous 
years’ sales of washing machines and estimating consumers’ total stocks 
of washing machines in each year. Replacement demand is represented by 
the other symbols in the equation and takes into account the number of 
wired dwelling units (washing machines are not sold to people who live 
in homes with no electricity), real purchasing power (disposable personal 
income plus credit availability divided by a price index), and real purchas-
ing power adjusted for the historical trend. Regression analysis was used 
to derive the numerical values in this model.

Econometric model building seems a nearly ideal way to forecast 
sales. Not only does it consider the interaction of independent variables 
that bear logical and measurable relationships to sales, it uses regression 
analysis techniques to quantify these relationships. Econometric models, 
however, are best used to forecast industry sales, not the sales of individual 
companies. This is because the independent variables affecting an individ-
ual company’s sales are more numerous and more difficult to measure than 
are those determining the sates of an entire industry. Many companies use 
an econometric model to forecast industry sales, and then apply an esti-
mate of the company’s share-of-the-market percentage to the industry fore-
cast to arrive at a first approximation for the company’s forecasted sales.

CONVERTING INDUSTRY FORECAST TO COMPANY  
SALES FORECAST

Many companies forecast both their own sales and sales of the industry. 
Of those using multimethod forecasting procedures, nearly all—at one or 
more stages—provide for the making of an industry sales forecast. In fact, 
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of the six sales forecasting methods discussed in this chapter, only in two—
the poll of sales force opinion and unsophisticated forms of projecting past 
sales—it is normal to skip the industry sales forecast and forecast company 
sales directly. The general practice is to forecast industry sales early in the 
procedure and from it derive a company sales forecast for use as a check 
against forecasts arrived at through other methods.

Deriving a company sales forecast from an industry sales forecast 
requires an appraisal of company strengths and weaknesses (as well as mar-
keting programs) against those of competitors. The result is an estimate of 
expected market share that (when applied to the industry sales forecast) 
results in a forecast of company sales. The poll of sales force opinion method 
leaves this appraisal up to the sales personnel—they focus on estimating how 
much the company can sell, not on how much the industry can sell. Unso-
phisticated forms of the past sales projection method implicitly assume that 
no changes will occur in the company’s strengths and weaknesses nor in its 
marketing programs vis-à-vis those of its competitors. In the other four fore-
casting methods considered in this chapter, management makes this appraisal 
when it determines the company’s probable market share percentage. More-
over, although some companies check such appraisals with sales personnel, 
in most the main appraisal of competitive position is made by executives 
better informed on the overall sales outlook than any salesperson can be.

Forecasting a company’s market share varies in complexity from one 
industry to another. In the steel industry, the number of competitors is 
small and market share is stable, so determining a given company’s market 
share is a simple task—a matter of projecting past trends and adjusting for 
anticipated changes in the company’s relative strengths and weaknesses. 
But in the women’s clothing industry, the number of competitors is large 
and market shares fluctuate widely, so determination of market share is dif-
ficult. The ability to evaluate a clothing style’s salability is a key element in 
forecasting, and this requires both thorough knowledge of market trends 
and keen judgment. Most companies operate in industries that lie some-
where between these two extremes, with market shares neither as stable as 
in steel nor as volatile as in women’s apparel. Forecasters in most compa-
nies need information on competitors’ plans to launch new and improved 
products, advertising and selling plans, pricing strategies, and so on. When 
forecasters evaluate this information in relation to their own company’s 
proposed marketing and selling plans, they are in a position to exercise 
informed judgment in predicting the company’s probable market share. If, 
for example, a forecaster knows that a major competitor plans a substan-
tial price cut on a product that many buyers buy mainly on the basis of 
price, it will be necessary to lower the estimate of the company’s market 
share unless management is willing to match the price cut. Forecasting a 
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company’s market share is a matter both of examining past trends and of 
appraising impending changes in competitive relationships.

DERIVATION OF A SALES VOLUME OBJECTIVE

A sales volume objective for the coming operating period is the hoped-for 
outcome of a company’s short-range sales forecasting procedure. A sales 
forecast (1) contains an estimate of sales tied to a proposed marketing plan 
or program and (2) assumes a particular set of economic and other forces 
outside the unit for which the forecast is made. The sales forecast estimate 
does not necessarily become the company’s sales volume objective, but it 
provides an orientation point for management’s thinking. Further adjust-
ments in the sales forecast estimate are necessary whenever management 
decides to alter its marketing plan or program or changes occur in compet-
itor’s marketing strategies.

The sales volume objective should be consistent with management’s 
profit aspirations and the company’s marketing capabilities. It must be 
attainable at costs low enough to permit the company to reach its net profit 
objective, and the company’s marketing forces (that is, its sales force, the 
advertising program, the dealer organization, and so on) must be capable 
of reaching the objective set. All three items—the sales volume objective, 
management’s profit objective, and the company’s marketing capabilities—
are interrelated. Using the sales estimate in the sales forecast as a point of 
departure, management juggles these three items until it satisfies itself that 
the relationship between them is the best obtainable. Only then does the 
sales forecast result in the setting of a sales volume objective. At that time, 
the chief sales executive accepts responsibility for making the forecast 
“come true.” Sales policies and selling strategies, formulated by the chief 
sales executive and his or her subordinates, must be put into effect in the 
grand effort to reach the sales volume, profit, and other objectives.

EVALUATION OF FORECASTS

Before submitting forecasts to higher management, sales executives eval-
uate them carefully, regardless of the extent of their personal involvement 
in the preparation. Every forecast contains elements of uncertainty. All are 
based on assumptions. So a first step in evaluating a sales forecast is to 
examine the assumptions (including any hidden ones) on which it is based. 
Sales executives should view each assumption critically and note particu-
larly any that seem unwarranted, testing each by asking: If this assumption 
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was removed, or changed, what would be the effect on the forecast? They 
should evaluate the forecasting methods objectively, asking such questions 
as: Are there any variations here from what past experience would seem to 
indicate? Has sufficient account been taken of trends in the competitive sit-
uation and of changes in competitor’s marketing and selling strategies? Has 
account been taken of any new competitive products that might affect the 
industry’s and company sales? Have inventory movements at all distribu-
tion levels (including those at wholesale and retail levels) been considered?

Sales executives should evaluate the accuracy and economic value of 
the forecast as the forecast period advances. Forecasts should be checked 
against actual results, differences explained, and indicated adjustments 
made for the remainder of the period. When the period’s sales results are 
recorded, all variations should be explained and stored for future use in 
improving forecasting accuracy.

CONCLUSION

Considerable planning and analysis precedes the setting of the company’s 
sales-volume objective, that is, the dollar or unit sales volume that man-
agement seeks to obtain during a particular future period. Determining the 
market potential—the maximum possible sales opportunities present in a 
market and open to all industry members—requires identification of the 
market and determination of buying reasons. Sales potentials, representing 
the maximum possible sales opportunities present in given markets and 
open to a particular company, are derived from market potentials after anal-
yses of past market-share relationships and through making adjustments 
for recent or anticipated changes in company and competitors’ marketing 
and selling programs. Estimates of sales potentials, however, differ from 
estimates contained in sales forecasts. An estimate for sales potential indi-
cates how much a company could sell if it had all the necessary resources 
and desired to use them for this purpose, whereas a sales forecast estimate 
indicates how much a company with a given amount of resources can sell 
if it implements a particular marketing program.

The basic purpose of an operating sales forecast is to predict how 
much a company can sell during a specified future period under a given 
marketing plan. There are many different methods of sales forecasting, and 
we have considered six methods here. Most methods look forward and 
backward, each has merits and limitations, and all call for judgment on 
someone’s part. The guiding rule is to select methods that stand the best 
chance of achieving the desired degree of accuracy at the most reasonable 
costs in terms of time and money. Converting an industry sales forecast 
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into a company sales forecast requires assessment of company strengths 
and weaknesses vis-à-vis those of competitors and quantitative estimates 
of market shares.

The sales forecast estimate does not automatically become the com-
pany’s sales volume objective. Adjustments are made for changes in mar-
keting plans or in competition. The sales volume objective must be attain-
able at costs low enough to permit reaching the net profit objective, and it 
must be in line with the company’s marketing capabilities.

03-ch03.indd   66 6/19/2017   12:45:05 PM



Sales-related marketing policies impact upon the functions and opera-
tion of the sales department. These marketing policies delineate the 

guidelines within which the effort to reach personal-selling objectives is 
made. There are three major types: (1) product policies (what to sell), (2) 
distribution policies (to whom to sell), and (3) pricing policies.

Sales executives’ roles in determining sales-related marketing poli-
cies vary from company to company. At one extreme, the sales executive’s 
role is not to determine, but to administer, policies laid down by higher 
 management. At the other extreme, the sales executive bears sole responsi-
bility for determining sales-related marketing policies—subject, of course, 
to top management’s approval.

Determining Sales-Related 
Marketing Policies

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the sales-related marketing policies

 ■ Understand the product policies

 ■ Understand the distribution policies

 ■ Understand the pricing policies

4
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The most usual role for the sales executive is to participate as a mem-
ber of an executive group charged with responsibility for determining all 
marketing policies.

Sales-related marketing policies directly influence the jobs of sales 
executives. These policies provide direction as sales executives plan how 
the company will reach personal-selling objectives, as they organize the 
sales effort, as they manage the sales force, and as they control the sales 
effort. Clearly, these policies constitute the company-imposed marketing 
framework within which sales executives and the departments they lead 
must operate.

PRODUCT POLICIES—WHAT TO SELL

The products a company sells determine its basic nature. As its organiz-
ers visualize opportunities to make and/or market certain products, the 
company comes into existence. As it grows, management makes key deci-
sions on products—whether to drop old ones, whether to add new ones, 
whether to expand the product line or add new lines—and on product 
design and product quality as well as on product-related matters such as 
guarantees and service.

Relation to Product Objectives

Product policies serve as guides for making product decisions. They derive 
from product objectives. If a product objective, for example, states that “this 
company desires to make and market products requiring only a minimum 
of service after their purchase by consumers,” then product policies spell 
out how this objective is to be attained. Or, if a product objective states 
that “this company desires to make and market only products superior to 
those of competitors in ways of great importance to users,” then product 
policies define the nature of superiority from the standpoint of product 
users. Often product policies take the form of a series of short definitions 
or of questions arranged as a checklist.

Product Line Policy

Policies on the width of a product line are classified as either short line or 
full line. The company following a short-line policy handles only part of a 
line, while the company with a full-line policy handles all or most of the 
items making up a line. For example, a manufacturer concentrating exclu-
sively on a cornflakes has a short-line policy, whereas a company offering 
a complete, or almost complete, line of breakfast cereals has a full-line 
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policy. Companies use short-line policies for some product groupings and 
full-line policies for others. Management decides for each product group-
ing whether the basis of competition should be specialization (short line) 
or wide selection (full line).

The extent to which a short-line policy should be pursued is governed 
by the amount of risk that management is willing to assume—the narrower 
the line, the greater the risk. If a firm concentrates on a single product, the 
rewards can be great. Product specialization enables the manufacturing 
division to achieve low unit costs. In turn, this may make the company 
almost invulnerable to price competition, even though the product is of 
the highest quality. But the penalty for failure is also great. If the product 
is displaced by substitutes introduced by competitors, the company finds 
itself “locked out” of the market.

The extent to which a full-line policy should be followed is deter-
mined by such factors as the number of items the sales force can sell 
effectively, the need for after-sale service, the desires of intermediaries 
and product users, the expenses of promotion, and the effect on produc-
tion costs. The wider the product line, the more the risk is spread. Thus, 
in sharp contrast to the short-line policy, risk is diversified over many 
 products. But, while there is less penalty attached to failure of any one 
item, there also is less reward for the success of any item.

Changes in product offerings. All items in a product line should 
be reappraised at regular intervals. Reappraisals serve two purposes: 
(1) to determine whether individual items are still in tune with mar-
ket demand and (2) to identify those that should be dropped from, or 
added to, the line. Unless the product line is reappraised regularly, mar-
ket demand may shift, and more alert competitors may capture larger 
market shares.

Regardless of which executive or group formulates product policies, 
sales executives should participate in product line appraisals. Compared 
with other executives, they have the most intimate contact with mar-
kets. They should see that effective procedures are in place for receiving 
communications on product acceptance from the sales force, and should 
make this information available to those participating in product line 
reappraisals.

Reappraising the product line and line simplification. Each item in the 
line is compared with similar and competing items in other manufacturers’ 
lines. The focus is upon identifying strengths and weaknesses, especially as 
to which features of each item consumers consider desirable or undesirable. 
Special attention is paid to significant trends in usage: How much is used? 
What is it used for? When is it used? Where is it used? The answers also have 
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supplemental benefits; they provide insights useful in constructing sales pre-
sentations and in motivating the sales force and dealer organization.

The most critical factor in reappraising is profitability. Generally, 
an item in the line should not be retained unless it meets standards for 
profitability or shows promise of meeting them. Nevertheless, before an 
item is dropped because of inadequate profitability, other factors need to 
be considered. Will modifications in price policy or promotion cause the 
item to improve in profitability?

Even if the item would continue with a poor profit showing regardless 
of changes in price or promotion, do other factors indicate its  retention? 
Some companies cater to customers and dealers who, logically or not, 
expect a full-line offering. If distribution is through exclusive agencies, for 
instance, dealers insist on a complete line. Repair and replacement parts 
are unprofitable for many manufacturers, but, because of needed service 
on major products, most manufacturers must retain them. Since markets 
are made up of segments with unique tastes and preferences, many com-
panies find that some unprofitable products must be retained to help sell 
profitable products. This happens, for instance, when customers combine 
individual products into “product systems,” as in the case of sprayer fix-
tures used with insecticides. Subject to exceptions such as these, unprofit-
able products should be eliminated from the line.

Under certain conditions, it is appropriate to drop a profitable  product. 
This should happen if the resources required for marketing it could be 
used to better advantage on behalf of a product with a brighter future or in 
which the company has a greater investment. An item should be dropped 
if it causes sales personnel to divert their efforts from more profitable 
items. Products with slow turnover rates should be discontinued if dealers 
place more emphasis on the better selling products in the line. Finally, any 
item not fitting logically into the line is a candidate for elimination.

Reappraising the product line and line diversification.  Management 
makes reappraisals of the line relative to growth objectives. These objec-
tives are restricted as an established product line approaches market 
 saturation. They are restricted, too, when the industry is dying, or when 
competitors succeed in making permanent inroads in a company’s “natu-
ral” market. If action is long delayed in these situations, the survival of the 
firm itself is at stake. Often the indicated action is to add new products or 
even entirely new product lines.

Some firms diversify to survive, but most diversify to expand sales 
or to reduce costs. For example, a decision to shorten marketing channels 
causes parallel consideration on widening the line. If sales personnel are 
to write orders large enough to justify the higher costs of direct selling, 
new products are required. On occasion, too, top management assigns the 
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sales organization a substantially larger task than previously. When sales 
volume must be expanded greatly, one solution is to add new products. 
Sometimes, also, new products are added to stimulate the sales force or 
dealer organization. An addition to the line not only has news value, it may 
help salespeople to earn larger commissions and assist dealers in increas-
ing sales and profits.

The sales department is the division that pushes hardest for line 
diversification. Its intimate contact with the market enables it to keep close 
watch on the market acceptance of new products of other manufacturers. 
With the objective of holding or improving market share, sales executives 
press for new products. Consequently, any shift in customers’ buying pat-
terns may signal the need for line diversification.

Circumstances elsewhere in the company can result in new products. 
The production department initiates the search for new products if there 
are unused plant facilities or if seasonal sales fluctuations cause manufac-
turing irregularities. The treasurer advocates diversification if idle funds 
cause financial criticism or if there is an opportunity for profitable acquisi-
tion of a firm with related products. The purchasing department suggests 
new products, particularly when difficulty is experienced in procuring 
materials for the fabrication of existing products. Pressure for line diversi-
fication originates in the scientific research division, when it discovers or 
perfects a new product, and in the marketing research department, when it 
uncovers natural additions as the result of other studies. Occasionally, too, 
either through research or by chance, uses for industrial waste materials 
result in additions to the line.

Ideas for new products. Companies tap both internal and external 
sources of new-product ideas. Product ideas coming from within the com-
pany generally are related to regular operations. The sales department 
identifies unsatisfied needs in its day-to-day contacts with customers and 
prospects. The production department develops improvements in existing 
products. The research and development department turns up ideas for 
new products as a routine part of its activities.

Appraisal of proposed new products. What criteria should be used for 
appraising candidates for addition? As in the reappraisal of established 
offerings, the key question is: Will this item (line) add to profitability? 
Other factors include the nature and size of likely markets, competition, 
price policy, sales programs, selling resources, and legal implications.

The marketing and production characteristics of a proposed product 
should be compared with those of the existing line. Ideally, an addition 
should be in alignment on both the marketing and production sides.
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These natural additions round out the line and make marketing and 
production efforts more efficient and more profitable. The same sales force 
can sell the product and reap the benefits of goodwill built up for other 
items in the line; the new product’s seasonal sales dovetail with present 
sales patterns; and the product broadens the market base (diversifies the 
company’s business by adding new classes of customers).

Product Design Policy

The two main policy decisions on product design are (1) the frequency of 
design change and (2) the extent to which designs should be protected 
from copying.

Frequent introduction and promotion of design changes and improve-
ments is an important marketing factor in many industries, as in clothing, 
automobiles, home appliances, and office machines. Through design changes 
that make the product more attractive, users are persuaded to replace old 
models, which in many instances are still usable, with new  models. In addi-
tion to weakening buyers’ sales resistance, changes in design reduce the 
emphasis on price, assist in the stimulation of salespeople and dealers, and 
provide new inspiration for the advertising  department.  However, a policy 
of changing designs frequently is not appropriate for all companies or for 
all types of products, since the successful promotion of a design change 
(especially if it is only in the product’s external appearance) requires excep-
tional skill in the planning and execution of promotional programs.

Policy on design protection is related to policy on frequency of design 
change. In certain industries, such as in women’s apparel, it is impractical 
to protect a new design. The rapid rate of fashion change makes legal 
protection impractical. Success in high-fashion fields depends upon the 
extent to which designs are adopted by competing firms so that the style 
becomes fashionable. Where design changes occur less frequently, design 
protection is practical and desirable, as in the case of home appliance, fur-
niture, and jewelry industries. Legal protection is effected through design 
patents granted by the United States Patent Office for terms of up to four-
teen years. While they are in force, these patents protect a company against 
use of the design by others.

Product Quality and Service Policy

For consumer durables, and most industrial goods, product quality and ser-
vice are related. High-quality products require less service and low-quality 
products, more service. Buyers expect product performance to vary with 
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the quality, so manufacturers with high-quality products have liberal ser-
vice policies. Often product quality is a matter of characteristics built into a 
product that the buyer is unable to judge until after the purchase. Technical 
features are apt to be deeply hidden, and a liberal service policy helps to 
reduce the customers’ reluctance to buy. The maintenance and improve-
ment of product quality are important matters for the sales department—if 
quality deteriorates, for example, the sales department bears the brunt of 
customer and dissatisfaction of the intermediary.

Manufacturers’ service policies take different forms. The simplest merely 
provides for education of the buyer in the use and care of the  product. Other 
service policies—particularly for industrial products and  such  consumer 
lines as air-conditioning and heating equipment—provide for product instal-
lation, inspection, and repair.

When a company adopts a formal service policy, sales management 
should make it part of the promotional program. An appropriate service 
policy facilitates the making of initial sales and helps in keeping products 
sold, stimulating repeat sales, and building customer goodwill. There is 
no legitimate place for a service policy that fails to accomplish these 
aims.

Many manufacturers, at least for a specified period after sale of the 
product, do not charge for service. “Free” service may be provided either 
under the terms of a written guarantee of as a matter of policy. When 
the buyer requests service a considerable time after the purchase, most 
manufacturers charge for it. Firms with centralized service facilities, or 
operating their own service stations, generally make the charge nominal. 
A nominal charge pays part of the costs and eliminates many unreasonable 
demands.

Companies that depend upon dealers or distributors to provide ser-
vice have less control over the charge. It may be nominal, with the manu-
facturer absorbing part and the user the remainder, or it may be larger, and 
borne entirely by the user. Unless the manufacturer pays some of the cost, 
intermediaries hesitate to assume responsibility for service.

Guarantee policy. Guarantees, or warranties as they are sometimes 
called, serve as sales promotional devices and as guards against abuses 
of the service policy. If the product does not perform as represented, the 
guarantor may promise to replace it, to refund the purchase price or a 
multiple of that price, to furnish the purchaser with a competitive product 
at no expense, or to remedy defects free of charge or for a small fee. When 
a guarantee is used for promotional purposes, its terms are liberal. When 
used for protection, its terms are hedged with conditions and restrictions.
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It is unusual for a guarantee to serve both promotional and protec-
tive purposes well. It is weakened as a tool for sales promotion because 
it includes clauses to protect the manufacturer, and the absence of such 
clauses makes it less effective as a protective device. This does not mean 
that a promotional guarantee should lack protective provisions, or that a 
protective guarantee should be useless for promotional purposes. But the 
guarantee must emphasize one purpose, not both.

DISTRIBUTION POLICIES—WHO TO SELL1

Distribution policies are important determinants of the functions of the 
sales department. The choice of a particular marketing channel, or chan-
nels, sets the pattern for sales force operations, both geographically and as 
to the customers from whom sales personnel solicit orders. The decision on 
the number of outlets at each distribution level affects the size and nature 
of the sales organization and the scope of its activities. Related decisions 
concerning cooperation extended to and expected from the intermediaries 
influence sales operations and salespersons’ jobs.

Policies on Marketing Channels

One of the most basic of all marketing decisions is that on marketing 
 channel(s). Figure 4.1 shows the principal choices available.  Manufacturers 
selling to the consumer market have a choice of five main channels, and 
those selling to the industrial market have four main options. Few man-
ufacturers use only one marketing channel; most use two or more. Firms 
that sell to both the consumer and industrial market are in this classifica-
tion, as are the many who sell through both chain and independent out-
lets. Recognize, of course, that the actual situation is more complex than 
that depicted in the diagram. The toothpaste manufacturer, for instance, 
sells through both chain and independent outlets in the drug, grocery, 
variety, and department store fields.

Decisions on marketing channels are required to be taken more often 
than is commonly supposed. The obvious occasions are those following 
the initial organization of the enterprise, and when making additions to 
the product line. At these times, the desirability and appropriateness of 
different channel options are evaluated.

1Distribution policies are discussed in depth in the last part of the book

04-ch04.indd   74 6/19/2017   12:45:29 PM



CHAPTER 4: Determining Sales-Related Marketing Policies 75

At other times—even though the product line is unchanged— 
reappraisals are advisable. Shifts occur in the nature and importance of 
the factors that governed the original selection. New institutions appear, 
marketing innovations develop, characteristics of markets change, and 
so on. Marketing is dynamic, and the effectiveness of different marketing 
channels is always changing. The sales executive keeps higher manage-
ment apprised of changes in the factors affecting marketing channels (both 
those used and those available) and points out attention to the need for 
policy decisions.

FIGURE 4.1  Marketing Channels Commonly Used in Industrial  
and Consumer Markets
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The initial selection, or reevaluation, of marketing channels is a matter 
of determining which channel, or channels, affords the opportunity for the 
greatest profit. Channels, in other words, should be so chosen as to obtain 
the optimum combination of profit factors. This is no simple task. Neither 
maximum sales volume, nor minimum cost, should be considered alone; the 
most profitable combination of both must be sought. Furthermore, the time 
dimensions must be considered—management must look to the long-run 
effect as well as to the short-term impact upon net profits. The policymakers 
keep in mind all three profit factors—sales volume, costs, and resultant net 
profits—and they consider the effect of different channel options and combi-
nations on each factor over both short and long periods.

Sales volume potential. For each channel option, the key question is: 
Can enough potential buyers be reached to absorb the desired quantity 
of product? The answers are found through market analysis. Raw data are 
secured from the company’s own records, external sources of market sta-
tistics, and field investigations. When these data are analyzed, and after 
 allowances are made for the strengths of competitors, the potential sales 
volume of each channel option is estimated.

Among the most important factors influencing any channel’s sales 
potential are the ability of sales management, the excellence of its plan-
ning, and its skill in implementing sales programs. In appraising the sales 
potentials of alternative channels, one must assume that, regardless of 
the channel chosen, the sales management functions will be performed 
with the same degree of managerial competence. Otherwise, compari-
sons of alternative channels have little meaning. It makes little sense, for 
instance, to compare a well-designed and skillfully executed plan for sell-
ing through wholesalers with a poorly designed and awkwardly executed 
plan for selling direct to retailers.

Comparative distribution costs. Distribution cost studies show that the 
costliest channels are the shortest ones. When a manufacturer decides to 
sell directly to the consumer, it assumes responsibility for the additional  
performance of marketing functions. It incurs higher costs as it steps up 
performance of selling, transportation, storage, financing, and risk bearing. 
If the manufacturer chooses to use the door-to-door direct-selling method, 
it faces problems on the selection, training, supervision, and general man-
agement of this class of sales personnel. If the manufacturer decides to 
open its own retail outlets, it has problems in selecting store locations and 
buildings, negotiating leases, designing store fronts, obtaining equipment, 
arranging store layouts, managing retail personnel, conducting retail adver-
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tising, and procuring retail-minded executives. The manufacturer using 
short channels has a higher gross margin to compensate for additional 
selling costs, but its net profits are often lower, because it may perform 
these functions less efficiently than the intermediary. Most intermediaries 
carry a broader line of merchandise, and their fixed costs are spread over 
more products. However, direct distribution has important nonfinancial 
advantages—more intimate contacts with consumers and closer control 
over the conditions of product sale. The manufacturer selecting direct-to-
consumer selling must recognize that it will face a broad range of problems 
and incur additional distribution expenses. Furthermore, the shorter the 
channel, the more the manufacturer’s selling costs tend to be fixed rather 
than variable in nature. This is important, especially with fluctuating sales 
volumes, because the break-even point is almost always higher when short 
marketing channels are used.

Direct sale is more common in the industrial than in the consumer 
field. But the costs of selling directly, even to large buyers, are still high. 
In the industrial market, it is common for direct-to-user sales person-
nel to need considerable technical education, their training is long and 
expensive, and necessarily their compensation is high when compared 
with that of less qualified persons. Nevertheless, selling directly to indus-
trial users enables the manufacturer to provide special attention to each 
customer’s needs. In many cases, this more than offsets the additional 
expenses.

Longer marketing channels result in lower selling costs for the manu-
facturer. When intermediaries are used, they perform some functions that 
the manufacturer would otherwise perform. It is necessary to compensate 
intermediaries for performing these functions. Consequently, when a man-
ufacturer switches from short to longer channels, its own gross margins 
are reduced. However, there usually is a reduction in selling expense more 
than offsetting the loss in gross margin. Thus, the result of using indirect 
distribution is often higher profit per unit of product sold. In addition, the 
manufacturer shifts a wide range of problems to the intermediaries and, in 
most situations, operates with a lower break-even point. The disadvantages 
of indirect distribution are (1) greater remoteness from final consumers 
and (2) less control over the conditions of product sale.

Net profit possibilities. Sales volume potentials are meaningful only 
when considered in relation to distribution costs. A channel with high sales 
potential may involve high distribution costs, causing low net profit. A sec-
ond channel might not produce a worthwhile sales volume, even though it 
involves low distribution costs.
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Those formulating policy on marketing channels must keep in mind 
the relationships among gross margin, expenses, and net profit. High gross 
margins, such as those obtained through using short channels, do not 
always mean higher net profits. Expenses of distribution are incurred for 
performing marketing activities. Choosing marketing channels is a matter 
of determining the extent to which the manufacturer should perform these 
activities and the extent to which their performance should be delegated 
to intermediaries. The rule should be: determine which agency—the man-
ufacturer or the intermediary—can perform this particular activity most 
efficiently. If this rule is followed, the manufacturer’s total costs of  moving 
the product to final buyers should be lower, and its net profits should 
be higher.

PRICING POLICIES

The sales executive’s role in formulating pricing policies is advisory, but 
all sales executives are responsible for implementing pricing policies. 
Field sales personnel are the company employees whose jobs consist most 
directly of persuading buyers to accept the products at the prices asked. 
Field sales personnel do the actual implementing of pricing policies, but 
responsibility for implementation is the sales executive’s alone. Because of 
their impacts upon the ease of making sales, then, pricing policies are of 
direct interest to sales executives and sales personnel.

Policy on Pricing Relative to the Competition

Every company has a policy regarding the level at which its products are 
priced relative to the competition. If competition is price-based, a company 
sells its products at the same price as its competitors. If there is nonprice 
competition, the choice is one of three alternative policies.

Meeting the competition. Meeting the competition is the most com-
mon choice. Companies competing on a nonprice basis meet competitors’ 
prices, hoping to minimize the use of price as a competitive weapon. A 
meeting-the-competition price policy does not mean meeting every com-
petitor’s prices, only the prices of important competitors—“important” in 
the sense that what such competitors do in their pricing may lure custom-
ers away.

Pricing above the competition. Pricing above the competition is less 
common but is appropriate in certain situations. Sometimes higher-than- 
average prices convey an impression of above-average product quality or 
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prestige. Many buyers relate a product’s quality to its price, when it is 
difficult to judge quality before buying. A policy of pricing above the com-
petition needs the support of strong promotion by both the manufacturer 
and the intermediaries.

One tactic aimed toward obtaining the promotional support of dealers 
is to set high list (resale) prices. These prices, the prices that the manu-
facturer suggests the dealers use in reselling the products, include above- 
average markups. intermediaries pass the higher markups on to final  buyers 
in the form of higher prices, but increased support by the dealers of the 
manufacturer’s product more than offsets the sales-depressing  tendency 
of the higher prices and may even increase total unit sales. For a product 
to compete at a price above the competition, it must either be so differen-
tiated that buyers believe it to be superior to its competitors’ offerings or 
intermediaries must enthusiastically promote it. The manufacturer’s sales 
 personnel play key roles, of course, in securing this kind of promotion from 
the  intermediaries.

Pricing under the competition. Not many manufacturers, at least those 
with sales forces, willingly price under the competition. However, some, 
such as in the clothing industry, price under their competitors and appear 
to have demonstrated, at least to their own satisfaction, that aggressive 
pricing increases market demand and keeps new competitors from enter-
ing the field. Sales executives, quite generally, dislike this alternative and 
contend that it causes sales personnel to sell at a price more than the 
product.

Policy on Pricing Relative to Costs

Every company has a policy regarding the relationships between its prod-
ucts’ prices and the underlying costs. Long-run sales revenues must cover 
all long-run costs, but short-run sales revenues do not have to cover short-
run costs. Sales revenue, of course, equals unit volume sold times price. 
Most companies follow a full-cost pricing policy under most circumstances, 
but most also spell out the circumstances under which departures are 
 permissible.

Full-cost pricing. Under full-cost pricing, no sale is made at a price 
lower than that covering total costs, including variable costs and allo-
cated fixed costs. The reasoning is that if short-run sales revenues cover 
short-run costs, they also cover long-run costs. Nevertheless, it must 
be recognized that the price buyers are willing to pay bears little rela-
tionship to the seller’s cost—no one knows this better than the field 
sales personnel and the sales executive who leads them. Moreover, as 
cost accountants admit, it is next to impossible to determine “real” costs 
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(especially with respect to allocating a share of fixed costs to a particu-
lar unit of product). Then, too, even if it were possible to determine real 
costs, there are times when prices on products already on hand must be 
cut below full cost to sell at all. There is a need, therefore, for a policy 
detailing the conditions under which prices that do not cover full cost 
may be used.

Promotion pricing. Particularly in industries producing consumer 
nondurables, pricing is a promotional tool. Thus, for instance, a com-
pany launching a new packaged convenience food may offer it at a 
“special low introductory price.” A second example of the use of a low 
introductory price occurs when a company invades a geographical mar-
ket in which a competitor is already well entrenched—Folger’s coffee 
used this strategy when it brought its brand into markets east of the 
Mississippi in which Maxwell House was the long-established market 
leader. Other circumstances in which pricing is used as a promotional 
tool include ones in which management wishes to counter the effects 
of competitors’ increases in promotional activity (e.g., heavier or more 
effective advertising, the use of instore demonstrators, or more frequent 
calls on customers by competitors’ sales personnel) and to counter them 
quickly.

Contribution pricing. Using a contribution-pricing policy means pric-
ing at any level above the relevant incremental costs.2 Suppose that a 
seller is offered a special contract to supply a large buyer, who will not 
pay the going price. The buyer argues that the lower price is justified 
because of savings to the seller in selling time, credit costs, handling 
expenses, and the like. Still, the demanded price concession exceeds 
the likely savings, so that total sales dollars from the proposed transac-
tion are not sufficient to cover total costs. Should the seller accept this 
proposition? The seller should accept the order if the resulting total sales 
dollars are sufficient not only to cover all incremental costs but to make 
a contribution to fixed costs and/or profits. After all, current sales at the 
going price may already cover the fixed costs, and the sale at a special 
price will not raise fixed costs (assuming the incremental costs are all 
variable), so this sale need not bear an allocated share of fixed costs to 
yield net profit. So long as the proposed price (times the number of units 

2Incremental costs are those incurred in changing the level or nature of an activity, 
for example, making and/or selling a larger quantity of a product. Incremental 
costs may be either variable or a combination of variable and fixed costs.
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ordered) more than covers the out-of-pocket costs of the transaction, the 
excess is profit.

Three important conditions, however, should all be present for such offers 
to be accepted: (1) the company already has the necessary production capac-
ity, (2) this capacity cannot be put to a more profitable use, and (3) the portion 
of the output sold below full cost is destined for a different market segment.  
All three conditions are important, but the third is critical to the continuance 
of going prices at full cost or above for the bulk of the output. As every sales-
person knows, word that one account has been favored with a lower price 
travels at the speed of light to all other accounts in the market area.

Policy on Uniformity of Prices to Different Buyers

In pricing to different buyers, companies choose between (1) a one-price 
policy, under which all similar buyers are quoted the same price and (2) 
a variable-price policy, under which the price to each buyer is determined 
by individual bargaining. In the United States, most marketers of con-
sumer goods adhere to a one-price policy, even though many vary prices 
among different classes of customers and from one geographic region to 
the next.

The variable-price policy is common wherever individual sales 
involve large sums, as in many industrial marketing situations. The 
bargaining power of individual buyers varies with the size of the trans-
action. Moreover, as in the industrial market, a large buyer represents 
a greater potential for future business than does a small buyer, so a 
seller may make price concessions to gain or retain the large buyer’s 
patronage.

There are two reasons sales executives consider the one-price policy 
attractive: (1) since prices are not negotiated with individual customers, 
sales personnel spend only minimum time discussing price and devote 
maximum time to “creative selling,” and (2) there is no risk of alienating 
customers because of preferential prices given others.

Policy on List Pricing

A marketer distributing through intermediaries either (1) does not sug-
gest standardized resale (list) prices or (2) seeks to control intermediar-
ies’s resale prices through list pricing. List pricing takes a variety of forms, 
the two most common being that of printing the price on the package or 
requiring sales personnel to suggest the resale price to buyers. List pricing 
is easiest to implement when the marketer utilizes selective or exclusive 
distribution, inasmuch as the difficulties of enforcement of suggested list 
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prices multiply with increases in the number of intermediaries. Effective 
enforcement of list pricing means assigning the additional role of “resale 
price reporter” to sales force personnel.

Policy on Discounts

Trade discounts. A manufacturer selling to both wholesalers and retail-
ers may quote different prices, that is, offer different “trade discount’s” to 
each class of customer. Under U.S. federal laws prohibiting price discrimi-
nation, discounts—to be legal—must be made available on proportionately 
equal terms to all similar customers. Wholesalers and retailers are not sim-
ilar customers; each group performs a different distributive function. The 
law permits a manufacturer to charge a higher price to retailers than to 
wholesalers, even though some buyers in each class may buy in the same 
quantities. Policy on trade discounts depends on the importance (to the 
manufacturer) of each class of buyer and on the relative bargaining power 
of each class of buyer.

Quantity discounts. Quantity discounts are price reductions granted for 
purchases in a stated quantity or quantities and are normally aimed to 
increase the quantities customers buy. Through price reductions, sellers 
increase sales by passing on to buyers part of the savings that result from 
large purchases. These savings can be considerable, for it may take little, if 
any, more of a salesperson’s time to sell a large order than to sell a small 
one. The same holds for order processing, order filling, billing, and trans-
portation costs.

The firm using a quantity discount policy in the U.S. market must 
keep two legal restrictions in mind: (1) the discounts must reflect actual 
savings—the price reduction can be no greater than the actual savings 
resulting from the larger quantity ordered—and (2) the discounts must be 
available on proportionately equal terms to all similar purchasers.

Geographical Pricing Policies

One pricing policy of particular interest is that of who should pay the 
freight for delivering the product to buyers. The answer to this question 
is important to the sales executive, because it affects price quotations to 
buyers in different geographical areas. The farther away the customer 
is from the factory, the greater are the freight charges for a given size 
order. No matter what policy the company adopts, freight differentials are 
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reflected one way or another in price quotations. Regardless of the policy 
on payment of shipping charges, its administration is the sales executive’s 
 responsibility. There are three alternatives: (1) F.O.B., or “free on board” 
pricing, under which the customer pays the freight; (2) delivered pricing, 
under which the seller pays the freight; and (3) freight absorption, a com-
promise between F.O.B. and delivered pricing.

F.O.B. pricing. The marketer using this policy quotes selling prices 
at the factory (or other point from which it makes sales), and buyers 
pay the freight charges. Each buyer adds freight to the factory price and 
determines total delivered cost. F.O.B. pricing results in variations in the 
resale price that intermediaries put on the product in different areas. In 
 consumer-goods marketing, F.O.B. pricing is used for items that are heavy 
or bulky relative to their value, for example, canned goods and fresh veg-
etables. In industrial marketing of raw materials and heavy machinery, 
F.O.B. pricing is also in widespread use.

Delivered pricing. The marketer using delivered pricing pays freight 
charges and includes them in its price quotations. The price is really 
an “F.O.B. destination” price, and the net return to the seller varies 
with the buyer’s location. Delivered pricing is appropriate when freight 
charges account for only a small part of the product’s price. It is a 
necessary policy when a marketer uses list prices. Standardized resale 
prices are likely to be obtained if intermediaries pay a uniform nation-
wide delivered price— sometimes called a “postage stamp” price. Mak-
ers of chewing gum, candy bars, and many drug items, particularly 
patent medicines, use postage stamp pricing. Because intermediaries all 
pay the same price, the resale price is roughly the same throughout the 
entire market.

A variation is zone pricing, under which the market is divided into 
zones and different prices are quoted to buyers in each zone. The manu-
facturer builds the freight charges into its quoted price (as in any delivered 
pricing policy), but it quotes different prices to buyers situated in different 
zones.

Policy on Price Leadership

All marketers should decide whether they will initiate or follow price 
changes. In some industries there are well-established patterns of price 
leadership. In selling basic industrial materials, such as lumber and 
cement, one company is the price leader and is usually the first to raise 
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or cut prices; other industry members simply follow or, sometimes, fail 
to follow, as occasionally happens in the case of a price increase, thus 
causing the leader to reconsider and perhaps to cancel the announced 
increase. Similar patterns exist in marketing such consumer products 
as gasoline and bakery goods, where, usually market by market, one 
company serves as the price leader and others follow. Generally, price 
leaders have large market shares and price followers, small market 
shares.

Even when final buyers (for example, ultimate consumers) are not 
price conscious, producers know that the intermediaries handling their 
products are sensitive to price changes. In response to even minuscule 
price changes, up or down, they will consider switching suppliers. Even 
the marketer of a consumer product competing on a nonprice basis 
must be alert to impending price changes; the important policy issue 
is whether to initiate or to follow price changes. The decision depends 
upon the marketer’s relative market position and the image of leadership 
that it desires to build and maintain.

Product Line Pricing Policy

Pricing the individual members of a product line calls for policy deci-
sions. The different items in a product line “compete” with each other; 
that is, a buyer buying one member of the line does so to the exclusion 
of others. One decision relates to the “price space” between the prices 
of individual members of the line. Having the right amount of price 
space is critical; too little may confuse buyers, and too much leaves 
“gaps” into which competitors can move and make sales. Sales execu-
tives contribute major inputs to this decision through their knowledge 
of the market, of buyers’ motivations, and of competitors’ offerings and 
prices.

Other important decisions concern the pricing of the “top” (highest- 
priced item) and the “bottom” (lowest-priced item) in the line. Compa-
nies price the “in-between” members of the line so that they account 
for the greatest sales volume, using the bottom of the line as a traf-
fic builder and the top of the line as a prestige builder. As the traffic 
builder, the  lower-priced item affects total sales far more than does the 
price of any other item. Price changes on it affect the sales of other 
line members. A price increase on the traffic builder causes higher 
sales on other line  members. The same is true for the prestige builder; 
a change in the price of the top of the line influences sales of other 
line members.
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Competitive Bidding Policy

In purchasing certain products, industrial and governmental buyers solicit 
competitive bids from potential suppliers and award the business to the 
bidder offering the best proposal. A proposal may be selected as best for 
a number of reasons (for example, price, delivery dates, reputation for 
 quality), depending on which is most important to the buyer. In some 
industries, competitive bidding is the general rule, and individual manu-
facturers have no choice but to participate. In other industries, only a part 
of the volume is sold on this basis, and each manufacturer decides whether 
to participate. For example, a typewriter manufacturer who sells to indus-
try on a uniform price basis must participate in competitive bidding if it 
wants orders from governmental agencies (since government purchasing 
agents at all levels of government are ordinarily required to request com-
petitive bids on most purchases). Many manufacturers believe that com-
petitive bidding reduces competition to a price basis; consequently, they 
avoid bid business unless the share of the total market involved is too 
large to ignore.

In competitive bidding the sales executive and the sales personnel 
play important roles. Their close contact with the market puts them in a 
good position to estimate how low a particular price must be to obtain 
the order. Furthermore, the long-term relationships developed between 
salespersons and their customers are important in giving the company a 
chance to make a “second bid” in those cases where industrial buyers give 
favored suppliers the chance to meet lower bids submitted by competitors. 
This chance does not exist in competitive bidding for government busi-
ness, where closed bids are specified (that is, all bids are opened at the 
same time and there is no chance for high bidders to adjust their quotes 
downward). But an effective salesperson can often remove competition 
from closed government bids by persuading the purchasing agent of the 
value of a differentiating characteristic of the product so that the purchas-
ing agent includes this characteristic in the written specification supplied 
to potential bidders.

CONCLUSION

Sales-related marketing policies influence the sales executive’s job and 
effectiveness. They provide guidance in drafting plans for achieving the 
organization’s personal-selling objectives, in organizing the sales effort, 
in managing the sales force, and in controlling the sales effort. Sales exec-
utives play different roles in deciding sales policies, but in all companies, 
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they bear the main responsibility for implementing these policies. Prod-
uct policies and distribution policies shape the basic nature of a company 
and set the pattern for its sales force operations. Pricing policies are 
important because the sales staff must persuade target buyers not only 
to accept the company’s products but at the prices asked. Sales execu-
tives play a critical role in implementing sales-related marketing policies, 
making them work in ways that facilitate achievement of personal-selling 
objectives.
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Sales management achieves personal-selling objectives through personal-
selling strategy. Sales-related marketing policies provide the guide-

lines for making key decisions in personal-selling strategy on the kind(s) 
and size(s) of sales force required.1 The decision on kind of salesperson 
defi nes the role(s) that sales personnel play in their contacts with cus-

1While most companies fi eld a single sales force made up of one kind of salesper-
son, multiproduct companies may utilize different kinds and sizes of sales forces 
to sell individual product lines. Other companies sell the same or similar products 
to different market segments through separate kinds and sizes of sales force. For 
more on this topic, see Chapter 7.

Formulating Personal- 
Selling Strategy

5

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the competitive settings and personal-selling strategy

 ■ Comprehend sales-related marketing policies and personal-selling strategy

 ■ Determine the kind of sales personnel

 ■ Determine the size of the sales force
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tomers and prospects. The decision on sales force size dictates not only 
the deployment of sales personnel but the frequencies and intensities of 
their contacts with customers and prospects. The effectiveness with which 
these roles are played by the sales force determines the extent to which 
overall personal-selling objectives are achieved.

A company’s competitive posture is shaped by (1) the competitive 
setting, (2) overall marketing strategy, and (3) the effectiveness of strat-
egy implementation. The kind of competitive setting is—for all practical 
 purposes—beyond the control of management. But management influ-
ences the company’s competitive posture as it makes key decisions on 
products, distribution, pricing, and promotion. Unifying these key deci-
sions into an overall marketing strategy results in a plan for the kind of 
posture the company desires.

To make the planned competitive posture a reality requires effec-
tive implementation of marketing strategy, that is, the successful conver-
sion of marketing plans into realities. Implementing marketing strategy, 
of course, has both short- and long-run aspects. Marketing management, 
with its planning orientation, concentrates largely on the long-run aspects. 
The implementation interests of marketing and sales management are 
 intertwined. Marketing management depends upon sales management to 
produce “bottom-line” results in terms of sales volume, profits, and growth.

COMPETITIVE SETTINGS AND PERSONAL-SELLING STRATEGY

Individual companies operate in different competitive settings. Industries dif-
fer as to the maturity level and the number of competitors. These differences 
result in different competitive settings. Economists identify four basic kinds:  
(1) pure competition, (2) monopolistic competition, (3) oligopolistic com-
petition, and (4) no direct competition. Assuming different levels of impor-
tance in each competitive setting are the various components of overall 
marketing strategy. How the importance of the personal-selling component 
varies is significant for sales management.

Pure Competition

Pure competition, as defined by economists, is a market setting with large 
numbers of buyers and sellers, none powerful enough to control or to influ-
ence the prevailing market price. Economists assume, among other things, that  
(1) no single buyer or seller is so large relative to the market that it can 
appreciably affect the product’s total demand or supply; (2) all sellers’ 
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 products are identical, so buyers are indifferent as to which sellers they buy 
from; (3) no artificial restraints on prices exist (i.e., no governmental price 
fixing or administering of prices by individual companies, trade associations, 
labor unions, or others); and (4) all buyers are always informed about all 
sellers’ prices

If these assumptions represented the “real world” in an industry, no 
company would concern itself with marketing strategies of any sort. Each 
seller would be too small to gain business at the expense of its competitors 
through price cutting, and if it did cut the price, they would immediately 
match the cut. No seller could compete by offering a “better” product, 
because product differentiation is ruled out. No seller would push a prod-
uct through personal selling or stimulate its sale through advertising, as 
this would be futile since all potential buyers buy only on a price basis and 
are already fully informed. The real world contains no known instances of 
industries operating under pure competition; consequently, we need not 
concern ourselves with this competitive setting.

Monopolistic Competition

Most modern marketers operate in competitive settings that approximate 
monopolistic competition, which means that some or all of the assumptions 
of pure competition do not hold. More precisely, monopolistic competition 
exists when there is a large number of sellers of a generic kind of product 
but each seller’s brand is in some way differentiated from every other brand. 
Furthermore, under monopolistic competition, it is easy for additional com-
petitors to enter the market; for instance, retailers entering as private-label 
competitors. This competitive setting describes that of many products during 
late phases of their market growth and much of their market-maturity life- 
cycle stages.

Nearly every seller’s brand of product, whether it be nail polish 
remover or pet food, can be differentiated (at least in final buyers’ minds) 
from competing brands. Most ultimate consumers appear convinced 
that different brands of even such “identical” products as aspirin, table 
salt, and flour are not exactly alike, providing individual marketers with 
opportunities to build brand preferences among buyers, and hence, to 
control a share of the market. Furthermore, most ultimate consumers 
(and even many industrial users) are not fully informed—frequently not 
even adequately informed—about the offerings of competing sellers. Sell-
ers differentiate their “market offerings” through individualizing one or 
several components of overall marketing strategy. Unique packaging may 
differentiate the product (for example, table or picnic-sized shakers of 
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salt); an unusual distribution method, such as house-to-house selling of 
cosmetics, may differentiate the product’s distribution; or pricing gim-
micks, such as “cents-off” pricing and list pricing, may differentiate the 
product’s pricing.

However, the main way sellers of products in the market-growth and 
market-maturity stages differentiate them is through promotional strategy. 
Advertising differentiates the brand in the minds of final buyers and stimulates 
selective demand. Personal selling sees that the desired distribution intensity 
is secured and maintained and that intermediaries provide the needed “push.”

Competitive settings characterized by monopolistic competition pro-
vide marketing opportunities and clearly require skill in planning and 
implementing overall marketing strategy. Whereas the key element in the 
overall marketing strategy for these products is the ability to differentiate 
the product, even if ever so slightly, in some way(s), appropriate  promotion 
(usually some blend of advertising and personal selling) is the critical 
element in implementing such an overall marketing strategy. Advertising’s 
role is most often that of relating market messages to final buyers. Personal 
selling’s role is that of servicing the distribution network and stimulating 
promotional efforts by the intermediaries.

Oligopolistic Competition

Increasing numbers of marketers operate under oligopolistic competition, 
a competitive setting where the number of competitors is small enough 
that they are individually identified and known to each other and it is dif-
ficult for new competitors to enter the market. Each competitor is a large 
enough organization and has a large enough market share that changes in 
its overall marketing strategy have direct repercussions on the others. Each 
must weigh the possible reactions of each of its competitors in formulating 
and implementing its own overall marketing strategy.

In the United States and other developed countries, oligopolies exist in 
such industries as automobiles, appliances, personal computers, soaps and 
detergents, and shoes in the consumer-goods field and in data- processing 
equipment, steel, aluminum, textile machinery, and machine tools in the 
industrial-goods field. The successful firms keep on growing, and the less 
successful fail or disappear (through merger). The soap and auto indus-
tries provide dramatic examples, both having been reduced from numer-
ous competitors to a small group.

Oligopoly produces the most aggressive competition. When a few large 
companies dominate an industry, the competitive moves of any one affects 
the entire market. When, for instance, one competitor introduces a new 
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 variation of a basic product (such as a new scent in hand soap), the other 
competitors risk a rapid loss in market share if they do not respond appro-
priately and almost instantaneously. For this reason, competitors’ actions are 
watched closely, and marketing changes by one firm are matched or other-
wise countered. Changes in one competitor’s product, in its distribution, in 
its promotion—if they hold some promise of increasing its market share—
are imitated, improved upon, or otherwise countered by competitors as rap-
idly as they can launch counteroffensives. Price changes by individual indus-
try members can be and often are matched by  others almost  immediately. 
Industrywide price adjustments are often made so quickly that they appear 
to result from collusion, when, in fact, there has been none whatever.

Personal-selling strategy under oligopolistic competition plays import-
ant roles in building and maintaining dealer cooperation, in servicing 
the distribution network, and in gathering information on competitors’ 
 activities. As under monopolistic competition, promotional strategy gen-
erally features both advertising and personal selling, with both playing 
highly critical roles, particularly in the successful implementation of overall 
marketing strategy.

No Direct Competition

Neither the monopolist nor the company marketing a radically new 
and different product in its market-pioneering life-cycle stage has direct 
competitors. But both have indirect competitors; both vie with sellers in 
other industries for the same prospects’ interest and buying decisions, 
the monopolist on a long-term basis and the innovating marketer for 
the limited period it is free from direct competition. Both must initiate 
and stimulate primary demand—that is, demand for the product cate-
gory—through promotional (personal selling and advertising) strategies 
aimed to influence final buyers and intermediaries. Both need distribu-
tion strategies providing for marketing channels, intermediaries cooper-
ation and the product’s physical distribution, and the putting into effect 
of these distribution strategies requires the effective implementation of 
 personal-selling strategy in terms of both kind and number of sales per-
sonnel. Both require a pricing strategy: the monopolist (at least in theory) 
being free to maximize profits through “charging what the traffic will 
bear,” the innovating marketer choosing between either a price-skimming 
or a  penetration-pricing strategy, depending mainly upon how soon it 
expect direct competitors to enter the market. Here, too, putting into 
effect the chosen pricing strategy calls for the effective implementation of 
personal-selling strategy.  Further, both the monopolist and the innovating 
marketer seek to integrate their individual product, distribution, promo-
tion (including personal selling and advertising), and pricing strategies 
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into overall marketing strategies (that is, competitive postures) consis-
tent with their long-term goals. This consistency is obtained when all 
 elements of overall strategy are “in  balance.”

PERSONAL-SELLING OBJECTIVES AND PERSONAL- 
SELLING STRATEGY

The qualitative personal-selling objectives vary with the kind of competitive 
setting. These objectives concern the nature of the contribution management 
expects personal selling to make in achieving long-term company objectives. 
These objectives influence both the nature of the sales job (that is, the kind 
of sales personnel needed) and the size of the sales force. For instance, a 
company that expects its salespeople to do the entire selling job (as when it 
does not plan to use advertising or other forms of promotion) needs a dif-
ferent kind of sales staff, and a larger one, than does a company that expects 
its salespeople only to “service” existing accounts and backs them up with 
heavy advertising and other promotion. Qualitative objectives are long term 
and are carried over from one operating period to another. But when quali-
tative objectives change, there are changes in the nature of the sales job and 
in the size of the sales force.

The quantitative personal-selling objectives also vary with the kind of 
competitive setting. These objectives are short term and are adjusted from 
operating period to operating period. In all competitive settings, companies 
regard the sales volume objective—the dollar or unit sales volume that is to 
be obtained during the period—as the most critical. In all competitive set-
tings, too, most companies benefit from assigning other types of quantitative 
personal-selling objectives as, for instance, one directing that sales volume 
be obtained in ways that contribute to profit objectives (for example, by sell-
ing the “proper” mix of products). In monopolistic and oligopolistic compet-
itive settings, companies assign still other quantitative objectives, including 
ones specifying the securing and/or retaining of a certain market share.

Quantitative personal-selling objectives, like .the qualitative  personal- 
selling objectives, influence both the nature of the sales job and sales force 
size. A company, for instance, that increases its sales volume objective sig-
nificantly either expects its sales force to perform differently (that is, changes 
the nature of the selling job), or increases the size of the sales force, or, per-
haps, does both. Being short term and changing from one period to the next, 
the quantitative personal-selling objectives, however, impact more upon the 
size of the sales force than upon the nature of the sales job. That is to say 
that, in all competitive settings and in nearly all companies, changing the 
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nature of the sales job is a rarer event than changing the size of the sales 
force. Changes in the nature of the sales job, in addition, usually flow from 
changes in key qualitative personal-selling objectives.

SALES-RELATED MARKETING POLICIES AND  
PERSONAL-SELLING STRATEGY

Sales-related marketing policies are the guidelines within which the company 
seeks to reach both qualitative and quantitative personal-selling  objectives. 
They provide guidance on what to sell (product policies) and to whom to 
sell (distribution policies). Decisions on what to sell and to whom to sell 
shape the fundamental nature of a company and are  important determinants 
of the kind of sales personnel and their total number (the two  components 
of personal-selling strategy). Pricing policies, too, have an important impact, 
especially on the kind of sales staff; salespeople have to persuade target 
buyers not only to accept the company’s products but at the prices asked. 
Sales-related marketing policies, like personal-selling objectives, vary with 
the competitive setting. It is important that they be attuned to a company’s 
particular situation under conditions of monopolistic or oligopolistic com-
petition, much more so than when there is no direct competition.

DETERMINING THE KIND OF SALES PERSONNEL

One key decision on personal-selling strategy is that on the kind of sales 
personnel. Making this decision requires consideration of qualitative per-
sonal-selling objectives—what contributions toward the company’s long-
term overall objectives should be expected from those performing selling 
jobs? What should be the duties and responsibilities of these individuals? 
How should their job performance be measured? Management must face up 
to these questions when it decides the kind of sales personnel it requires.

Each company has individualized requirements as to the kind of sales 
personnel best fitted to serve its needs. The reason goes beyond the fact 
that the qualitative personal-selling objectives of each company have some 
degree of distinctiveness. Each company deals with a unique set of market-
ing factors, such as the strengths and weaknesses of its products (what it 
sells), the motivations and buying practices of its customers and prospects 
(whom it sells to), its pricing strategy, and the competitive setting—the rel-
ative strengths and weaknesses of competitors. Furthermore, different sell-
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ing jobs require different levels of selling and nonselling abilities, training, 
and technical and other knowledge. The bottler’s driver-salesperson doing 
route selling has a considerably different job from that of the salesperson 
who sells complex industrial installations such as lathes and presses.

In determining the kind of sales personnel, then, we must understand 
what is expected of them: the job objectives, the duties and responsibili-
ties, and the performance measures. Knowing the salesperson’s job means 
knowing the particular job for the particular salesperson—it is common for 
different salespersons in the same company to have quite different jobs. 
Knowing the particular job helps management to avoid “putting square 
pegs into round holes.” It helps in fitting the job to the person and the 
person to the job.

Product Market Analysis

No person is capable of selling all kinds of products to all kinds of 
 customers. At one extreme, a salesperson sells a single product to many 
kinds of customers. At the other extreme, a salesperson sells a wide line 
of products to a single kind of customer. Most salespeople, however, have 
job assignments requiring them to sell some products to some kinds of 
customers. One way of categorizing selling jobs, then, is into three classifi-
cations: (1) product specialists, (2) market specialists, and (3) combinations 
of product and market specialization.

A critical step in sales job analysis is to define the nature of 
 product-market interactions. It is advisable to construct a product-market 
grid (see Figure 5.1). Companies using product-market grids, of course, 
construct them showing much finer details of product-market interactions 
than that illustrated; this demands thorough analysis and classification of 
markets and products. The “boxes” indicate the different customers who 
might be sold the different products. As management decides which cus-
tomers should be sold which products, some boxes are blacked in, others 
left empty. This helps to answer the question: Should our sales personnel 
be product specialists, iparket specialists, or a combination? Product spe-
cialization is indicated when the product is highly technical, requiring sales-
people to advise on uses and applications. Market specialization is called 
for when the product is nontechnical but different kinds of customers have 
unique buying problems, require special sales approaches, or need special 
service. In many cases, analysis reveals that sales personnel need not only 
considerable knowledge of more than a single company product line and 
their applications but skills in dealing with more than one kind of customer.

Determining the type and amount of specialization requires consider-
ation of both the interdependence dimension and the expertise dimension. 

05-ch05.indd   94 6/19/2017   12:45:57 PM



CHAPTER 5: Formulating Personal- Selling Strategy 95

FIGURE 5.1 Product-Market Grid for a Book Publishing Company
Type of Market
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The four possible combination of these two dimensions (see Figure 5.2) 
results in four different kinds of selling roles.

If the dominant interdependence is between customers (rather than 
between products), sales personnel should be specialists. They should 
be product specialists when the needed dominant expertise is in product 
technologies. They should be customer specialists when the needed domi-
nant expertise is in customers’ applications. Customer specialists need the 
support of market managers who provide the needed prospect expertise 
through their specialization in applications in particular industries.

If the dominant interdependence is between products (rather than 
between customers), the selling organization needs staffing by full-line 
salespersons. If product technologies require the most expertise, sales-
persons sell the full line to all kinds of prospects and are supported by 
product managers who provide the needed product expertise. If custom-
ers’ applications require the most expertise, salespersons sell the full line 
to particular kinds of prospects.

In addition to product-market interactions, other marketing elements 
affect the caliber of salesperson required. If most customers are large, for 
instance, salespeople need different talents as compared to if most cus-
tomers are small. The geographical location of a territory has a bearing 
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on the best type of salesperson, particularly where local prejudice favors 
“natives” as opposed to “outsiders.” If these or similar elements are import-
ant, appropriate grids assist in the analysis.

Analysis of Salesperson’s Role In Securing Orders

The role(s) that a company expects its sales personnel to play in securing 
orders influences the kind of sales staff required. All salespeople in some 
situations seek orders aggressively, but in others they need only take orders 
coming their way, the relative emphasis on order taking and order getting 
varying in different selling environments. The driver-salesperson for a soft 
drink bottling company is primarily an order taker, because the product 
has been strongly presold to consumers and retailers reorder automatically. 
The encyclopedia salesperson calling on householders most often func-
tions as an order getter, since getting the order is the main goal.

source: Adapted with permission from R. C. Rao and R. E. Turner, Sales Force Specializa-
tion and Selling Effectiveness, a working paper published by Queen’s University, Kings-
ton, Ontario, January 1978. Also see this same paper in Subhash C. Jain (ed.), Research 
Frontiers in Marketing: Dialogues and Directions, 1978, Educational Proceedings, Ameri-
can Marketing Association, Chicago. Also published in “Sales Management: New Develop-
ments from Behavioral and Decision Model Research,” proceedings of Workshop Cospon-
sored by the American Marketing Association and Marketing Science Institute, April 6-8, 
1978, Marketing Science Institute, Cambridge, MA. 02138.

FIGURE 5.2 Types and Amounts of  Specialization in Selling Organizations
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Depending on whether promotional strategy places major reliance 
on personal selling or advertising, salespeople may be either active or 
passive forces in securing orders. If the promotional strategy of a manu-
facturer is to rely heavily upon advertising to attract business and build 
demand, marketing channels include several layers of intermediaries, 
and the role of the manufacturer’s salesperson is that of order taker pri-
marily and order getter only incidentally. The opposite situation obtains 
when advertising is used mainly to back up personal selling—marketing 
channels contain a minimum number of layers of intermediaries, and the 
salesperson’s role is chiefly order getting.

There are cases both in consumer-goods and industrial-goods mar-
keting in which the salesperson plays only a minor and indirect role in 
securing orders, the salesperson’s major role being concerned with other 
matters. In consumer-goods marketing, the missionary salesperson’s major 
role is to assist intermediaries in making sales to their customers. Orders 
from customers, then, result indirectly, rather than directly, from the mis-
sionary salesperson’s efforts. In industrial-goods marketing, the “sales engi-
neer” plays two major roles: (1) advisor to intermediaries and customers 
on technical product features and applications and (2) design consultant 
to intermediaries and industrial users on installations or processes incor-
porating the manufacturer’s products. Sales engineers, then, also secure 
orders indirectly, rather than directly, and as the result of playing their 
major roles as advisors and design consultants.

Choice of Basic Selling Style

Differences in marketing factors cause each company to have individual-
ized requirements as to the kind of salesperson it employs. These differ-
ences cause each company to expect its own sales staff to play somewhat 
unique roles (in some respects) even relative to companies employing 
“similar” kinds of sales personnel. Nevertheless, sales job roles can be 
grouped into four basic styles that cut, to a large degree, across industry 
and company boundaries: trade selling, missionary selling, technical sell-
ing, and new-business selling.2

Trade selling. The trade salesperson develops and maintains long-term 
relations with a stable group of customers. For the most part, this is low-key 
selling, with little or no pressure, and the job is dull and routine. This selling 
style, which predominates in marketing food and apparel and in whole-

2D. A. Newton, “Get the Most Out of Your Sales Force,” Harvard Business Review, 
47, no. 5 (September-October 1969), pp. 131—41.
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saling, applies primarily to products that have well-established  markets. 
 Advertising and other forms of promotion are more vital to overall market-
ing strategy than personal selling. One important responsibility of the trade 
salesperson is to help customers build up their volume through providing 
promotional assistance. For example, the salesperson for a line of breakfast 
cereals devotes much time to promotional work with retailers and whole-
salers—taking inventory, refilling shelves, suggesting reorders, setting up 
displays, and the like.

Missionary selling. The missionary salesperson’s main job objective is to 
increase the company’s sales volume by assisting customers with their selling 
efforts. The missionary salesperson is concerned only incidentally with secur-
ing orders, since orders result from the missionary’s primary public relations 
and promotional efforts with customers of the customers (indirect customers). 
The missionary salesperson’s job is to persuade indirect customers to buy from 
the company’s direct customers. For example, the salesperson for a pharma-
ceutical manufacturer calls on the physician to acquaint the latter with a new 
product and to urge the him or her to prescribe the product to patients (indirect 
customers). Also, the missionary seeks to persuade pharmacists to buy from 
drug wholesalers, who are the direct customers. In some situations, missionary 
salespeople call on individuals and institutions who do not buy the product 
themselves but who influence its purchase. Missionary selling, like trade sell-
ing, is low key and does not require high-level technical training or ability.

Technical selling. The technical salesperson deals primarily with the com-
pany’s established accounts, and the main job objective is to increase their 
volume of purchase by providing technical advice and assistance. The techni-
cal salesperson performs advisory functions similar to those of the missionary 
salesperson but, in addition, sells direct to industrial users and other buyers. 
The technical salesperson devotes considerable time to acquainting industrial 
users with technical product characteristics and applications and to help-
ing them design installations or processes that incorporate the  company’s 
 products. In this selling style, the ability to identify, analyze, and solve cus-
tomers’ problems is important.

Technical salespeople often specialize, either by products or markets. 
In selling large made-to-order installations, such as steam turbines and 
electric generators, different technical salespersons work with different 
items in the product line. Other technical salespeople specialize in servic-
ing either industrial accounts or government procurement agencies.

New-business selling. The new-business salesperson’s main job is to find 
and obtain new customers, that is, to convert prospects into customers. The 
salesperson specializing in new-business selling should be unusually creative 
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and ingenious and possess a high degree of resourcefulness. Few companies, 
however, have sales personnel who do nothing but new-business selling; 
most firms expect their regular sales staff, who primarily do trade selling, to 
do new-business selling also. However, since it is rare for the same individual 
to possess both sets of required talents and because there is a tendency for 
salespeople to neglect new-business selling in favor of servicing established 
accounts, some experts advocate the specialization of sales personnel into 
two separate groups, one to concentrate on retaining existing accounts and 
the other to focus on converting prospects into customers.3

DETERMINING THE SIZE OF THE SALES FORCE

Management makes its second key decision on personal-selling strat-
egy when it decides the size of the sales force. Having determined the 
kind of salesperson that best fits the company’s needs, management 
now  determines how many are required to meet the sales volume and 
profit objectives. If the company has too few salespersons, opportunities for 
sales and profits go unexploited, and if it has too many, excessive expendi-
tures for  personal-selling (even though they may bring in additional sales 
dollars) reduce net profits. It is difficult, perhaps impossible, to determine 
the exact number of salespersons that a particular company should have. 
Three basic approaches are used in approximating this number: (1) the 
work-load method, (2) the sales potential method, and (3) the incremental 
method. Each provides needed insights on the “right size” of sales force, 
although none produces a definitive answer.

Work Load Method

In the work load method the basic assumption is that all sales personnel 
should shoulder equal work loads. Management first estimates the total work 
load involved in covering the company’s entire market and then divides by 
the work load that an individual salesperson should be able to handle, thus 
determining the total number of salespeople required.  Companies apply-
ing this approach generally assume that the interactions of three major 
 factors—customer size, sales volume potential, and travel load—determine 
the total work load involved in covering the entire market.4

3G. N. Kahn and A. Shuchman, “Specialize Your Salesmen!” Harvard Business Review, 
39, no. 1 (January-February 1961), pp. 94-95.

4See W. J. Talley, Jr., “How to Design Sales Territories,” Journal of Marketing, 25, no. 
3 ( January 1961), p. 7.
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The six steps in applying the work load approach are shown in the 
following example:

1.  Classify customers, both present and prospective, into sales volume 
potential categories. (Classification criteria, other than sales vol-
ume or sales volume potential, can be used as long as it is possible 
to distinguish the differences in selling effort required for each 
class.) Assume that there are 880 present and prospective custom-
ers, classified by sales volume potential as

 Class A, large 150 accounts

 Class B, medium 220

 Class C, small 510

2.  Decide on the length of time per sales call and desired call frequen-
cies on each class. (Several inputs are used in making these two 
decisions, for example, personal judgment, the opinions of sales 
personnel, and actual time studies). Assume that both present and 
prospective customers require the same amounts of time per sales 
call and the same call frequencies per year as follows:

 Class A: 60 minutes/call × 52 calls/year = 52 hours/year

 Class B: 30 minutes/call  × 24 calls/year  = 12 hours/year

 Class C: 15 minutes/call  × 12 calls/year  = 3 hours/year

3.  Calculate the total work load involved in covering the entire mar-
ket. In our example, this calculation is

 Class A: 150 accounts  × 52 hours/year = 7,800 hours

 Class B: 220 accounts   × 12 hours/year = 2,640 hours

 Class C: 510 accounts  × 3 hours/year   = 1,530 hours

           Total 11,970 hours

4.  Determine the total work time available per salesperson. Suppose 
that management decides that salespeople should work 40 hours 
per week, 48 weeks per year (allowing 4 weeks for vacations, hol-
idays, sickness, etc.), then each salesperson has available

 40 hours/week × 48 weeks = 1,920 hours/year

5.  Divide the total work time available per salesperson by task. As-
sume that management specifies that sales personnel should ap-
portion their time as follows:

 Selling tasks 45% 864 hours

 Nonselling tasks 30% 576 hours

 Traveling 25% 480 hours

  100% 1,920 hours
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6.  Calculate the total number of salespeople needed. This is a matter of 
dividing the total market work load by the total selling time avail-
able per sales person:

11,970 hours
  = 14 salespeople needed

864 hours

The work load approach is attractive to practicing sales executives. 
It is easy to understand and easy to apply. Many large firms like Celanese, 
IBM, and AT&T have used this approach.

A basic flaw in the work load approach is that, as usually applied, it 
disregards profit as an explicit consideration. However, of course, manage-
ment can take profit criteria into consideration in determining lengths and 
frequencies of sales calls. But the optimum length and frequency of any 
particular sales call depends upon many factors other than account size 
(in terms of sales volume or sales volume potential). Such factors as the 
gross margin on the product mix purchased by an account, the expenses 
incurred in servicing an account, and an account’s likely responses to 
changed levels of selling effort all influence profitability.

Still another shortcoming traces to the inherent assumption that not 
only should all sales personnel have the same work load but that they all 
can and will utilize their time with equal efficiency. Although a relation 
exists between the amount of time spent on calling on an account and the 
size of the order received, some salespeople accomplish more in a shorter 
time than others can. The “quality of time invested in a sales call” is at least 
as important as the “quantity of time spent on a sales call.”

Sales Potential Method

The sales potential method is based on the assumption that performance of 
the set of activities contained in the job description represents one sales per-
sonnel unit. A particular salesperson may represent either more or less than 
one sales personnel unit. If the individual’s performance is excellent, that indi-
vidual may do the job of more than one unit; if the individual’s performance 
is below par, he or she may do less. If management expects all company sales 
personnel to perform as specified in the job description, then the number of 
salespersons required equals the number of units of sales personnel required. 
Generally, it must be noted, sales job descriptions are constructed on man-
agement’s assumption that they describe what the average salesperson with 
average performance will accomplish. With that assumption, then, one can 
estimate the number of dollars of sales volume that each salesperson (that is, 
each sales personnel unit) should produce. Dividing this amount into fore-
casted sales volume—the company’s sales volume objective—and allowing 
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for sales force turnover results in an estimate of the number of salespeople 
needed. These relationships are summarized in the equation

N
S

P
T

S

P
= + 








This reduces to

N
S

P
T= +( )1

where

N = number of sales personnel units

S = forecasted sales volume

P = estimated sales productivity of one sales personnel unit

T = allowance for rate of sales force turnover

Consider a firm with forecasted sales of $1 million, estimated sales 
productivity per sales personnel unit of $100,000, and an estimated annual 
rate of sales force turnover of 10 percent. Inserting these figures in the 
equation, we have

N = ×
$ , ,

$ ,
.

1 000 000

100 000
1 10

N = 11 sales personnel units. 

This is a simplified model for determining the size of a sales force. 
It does not, for instance, include the lead times required for seeking out, 
hiring, and training salespeople to the desired level of sales  productivity. 
Actual planning models have built-in lead and lag relations to allow for 
such requirements. If two months of full-time training are required to 
bring a new salesperson up to the desired productivity, recruiting must 
lead to actual need for the new salesperson by two months. Another 
assumption implicit in this simple model is that sales potentials are iden-
tical in all territories, which is similar to the assumption that the number 
of sales personnel units required is the same as the number of salesper-
sons needed; where this assumption does not hold, the model should be 
adjusted accordingly.

Difficulties in making estimates for this model vary with the factor 
being estimated (N, S, P, or T ) and the company. The crucial estimate of 
the sales productivity of one unit of sales strength relies heavily on the 
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accuracy and completeness of the sales job description; it depends also 
on management’s appraisal of what reasonably may be expected of those 
who fill the position. Estimating the sales force turnover rate is a mat-
ter of reviewing previous experience and anticipating such changes as 
retirements and promotions. In addition, both the estimates for unit sales 
productivity and the sales force turnover rate require management to have 
some means of evaluating the efficiency of individual salespersons and of 
determining the probabilities that individuals will remain with or leave the 
sales force during the planning period.

The estimate for forecasted sales volume deserves special comment. 
In many situations, the magnitude of the sales forecast is itself influenced 
by the planned size of the sales force. Indeed, since it takes time to add sig-
nificant numbers to the sales force, a realistic sales forecast must take into 
account the number of salespersons (or sales personnel units) expected to 
be at management’s disposal during the planning period.

In a new and rapidly growing company, potential sales volume often 
depends chiefly on the number and ability of its sales staff. Management, 
actually, may derive the sales forecast by multiplying the estimated sales 
productivity of its average salesperson by the number it has, can expect to 
keep, and can recruit and train during the planning period. As a company 
expands distribution geographically and its growth rate slows down, the 
procedure reverses itself. Under these circumstances, the number of sales 
personnel units required is determined by making the sales forecast first, 
and dividing it by the expected sales productivity of an individual salesper-
son, making adjustments for anticipated sales force turnover, lead times for 
recruiting and training, and other relevant factors.

Incremental Method

Conceptually, the incremental method is the best approach to deter-
mining sales force size. It is based on one proposition: net profits will 
increase when additional sales personnel are added if the incremental 
sales revenues exceed the incremental costs incurred. Thus, to apply this 
method, one needs two important items of information: incremental rev-
enue and incremental costs.

To illustrate, assume the following situation. A certain company has 
found that its total sales volume varies directly and significantly with the 
number of salespeople it has in the field. Its cost of goods sold does not 
vary significantly with increases in sales, but holds steady at 65 percent of 
sales. All company sales personnel receive a straight salary ($20,000 annu-
ally per person) and in addition are paid commissions of 5 percent on the 
sales volume they generate. In addition, each salesperson receives a travel 
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and expense allowance of $12,000 per year, that is, $1,000 per month. The 
company now has fifteen people on its sales force and wants to determine 
whether it should add additional staff. Its sales executives estimate the fol-
lowing increases in sales volume, cost of goods sold, and gross margin that 
would result from the addition of the sixteenth, seventeenth, eighteenth, 
and nineteenth salespersons.

There Will Be Additional

With the  
Addition of  
Salesperson No.

Sales Volume  
of

− Cost of Goods  
Sold of

= Gross Margin  
of

16

17

18

19

$250,000

200,000

150,000

100,000

− 
− 
− 
−

$162,500

130,000

97,500

65,000

= 
= 
= 
=

$87,500

70,000

52,500

35,000

There Will Be Additional

With the  
Addition of  
Salesperson  
No.

Gross  
Margin  

of
−

Sales  
Salaries  

of
+ Commissions  

of
+

Travel and  
Expense  

Allowances of
=

Net Profit  
Contribution  

of

16 $87,500 − ($20,000 + $12,500 + 12,000) = $43,000

17 70,000 − ( 20,000 + 10,000 + 12,000) = 28,000

18 52,500 − ( 20,000 + 7,500 + 12,000) = 13,000

19 35,000 − ( 20,000 + 5,000 + 12,000) = (2,000)

Next, they calculate the net profit contribution resulting from the 
addition of each salesperson. Adding the eighteenth salesperson brings in 
an additional net profit contribution of $13,000, but adding the nineteenth 
salesperson produces a negative net profit contribution of $2,000. Thus, 
the optimal size of sales force here is eighteen people.

Although this method is the most conceptually correct, it is also the 
most difficult to apply. It requires, first, that the company develop a sales 
response function to use in approximating (in terms of sales volume) the 
market’s behavior in relation to alternative levels of personal-selling effort. 
(A sales response function is a quantitative expression that describes the 
relationship between the amount of personal-selling effort and the  resulting 
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sales volume.) For the response function to be useful in setting the size of 
the sales force, sales volume must be sensitive to changes in the number 
of sales personnel.5 Not many companies have the research sophistication 
required for development of sales response functions, but some apply the 
basic concept.6 It is doubtful that the incremental method is appropriate 
where personal-selling is not the primary means of making sales, that is, in 
cases where other forms of promotion, such as advertising, have stronger 
influences on sales volume than does personal-selling effort. Two addi-
tional problems in applying this approach are noted by T. R. Wotruba: “It 
fails to account for possible competitive reactions as well as for the long-
term investment’ effect of personal-selling effort.”7

INDIVIDUALIZING SELLING STRATEGIES TO CUSTOMERS

The acid test of the appropriateness of personal-selling strategy comes when 
particular salespeople interact with particular customers. From the composite 
of all such interactions evolves the company’s achievement of its personal- 
selling objectives. Management makes its first key decision on personal- 
selling strategy when it determines the kind of salesperson needed. It makes 
its second key decision when it determines the size of the company sales 
force. But after these decisions are implemented—after the desired num-
ber of the desired kind of sales personnel have been recruited, trained, and 
assigned to the field—each salesperson must individualize his or her own 
dealings with each customer. The job, when boiled down to its essentials, is 
to influence customer behavior in ways that both benefit the customer and 
contribute to the achievement of the company’s personal-selling objectives.

Regardless of whether the salesperson’s major role is that of order get-
ter or order taker and regardless of the “basic selling style,” the extent of 
the salesperson’s success depends on the outcome of interactions with the 
 customers. Each time the salesperson comes into contact with a customer, the 
salesperson says certain things, does certain things, and behaves and reacts 
in certain ways to what the customer says and does. What the salesperson 

5On this point and for an interesting report on a research study utilizing this 
approach, see Z. V. Lambert, Setting the Size for the Sales Force (University Park: 
Pennsylvania State University Press, 1968), especially pp. 4-7.

6See, for example, C, D. Fogg and J. W. Rokos, “A Quantitative Method for Structur-
ing a Profitable Sales Force “ Journal of Marketing, 37, no. 3 ( July 1973), pp. 8-17.

7T. R. Wotruba, Sales Management (New York: Holt, Rinehart and Winston, 1971), p. 171.
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says and does and how the salesperson behaves and reacts to the customers’ 
behavior should, and generally does, vary from one sales call to the next.

The nature of the variation in the salesperson’s approach to each 
customer, of course, is a matter of selling skill. This skill is a function of 
both how good the salesperson’s preplanning of each sales call has been 
and performance on the call itself. In doing the preplanning, the skilled 
salesperson analyzes a great deal of information about the customer and 
the nature of its business. What are its key objectives and problems? Who 
in the customer’s organization makes and influences buying decisions, and 
what are their aspirations, needs, motives, fears, anxieties, drives, and the 
like? What rival sales personnel from what companies compete for the 
account’s orders, and what are they like?

After analyzing these and similar items of information, the skilled 
salesperson sets definite goals to accomplish on each call. Next, the skilled 
salesperson plots the selling strategy to use on each successive call in an 
effort to achieve these definite goals, that is, what the salesperson plans to 
do and when. Then the salesperson makes the scheduled sales calls. If all 
goes according to plan, the salesperson achieves the goals set for each call, 
and thus the salesperson contributes to the achievement of the company’s 
overall personal-selling objectives.

While the individual members of the sales force ultimately deter-
mine the success or failure of the company’s overall personal-selling strat-
egy, sales management has the important responsibility for helping them 
develop and improve their selling skills. How effectively salespeople per-
form their assigned tasks is closely related to sales management’s effective-
ness in providing them with instruction on sales  techniques.

CONCLUSION

Personal-selling strategy involves the implementation of sales policies to 
achieve personal-selling objectives. Formulating personal-selling strategy 
requires analysis of competitive posture to determine the kind of salesperson 
needed and the size of the sales force. Personal-selling strategy ultimately 
must be individualized for each customer and prospect; each salesperson, in 
the final analysis, determines how and when to do what in the contact with 
each assigned customer. Management makes the key decisions on personal- 
selling strategy, but each salesperson determines (through the quality of 
job performance) the effectiveness of that strategy in achieving the compa-
ny’s overall personal-selling objectives.
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Cases for Part I
CASE 1-1

Aurore Cosmetics1

Customer faith and business restoration

Mayank Chopra is a new sales representative for Aurore Cosmetics 
(Aurore). Besides his other responsibilities, Mayank has a very important 
task at hand. A year ago, his company lost a prime customer and major 
retailer, Jabby, following an issue with a former sales representative. It is 
important for him to get Jabby back on board because the retailer has now 
tied up with his company’s biggest competitor, Soleil Cosmetics (Soleil). 
Jabby now buys products worth `50,000 per month from Soleil Cosmetics. 
Until last year, Jabby had been purchasing Aurore products worth `20,000 
per month; however, the unfortunate experience with a former sales rep-
resentative had led the retailer to stop stocking or selling Aurore products. 
Jabby is very satisfied with Soleil as its sales executive provides gifts worth 
`5000 every month and the company’s distributor offers 45 days credit to 
Jabby. Jabby’s biggest outlet “La Femme Shoppe” is located in Lajpat Nagar, 
a prime shopping location in Delhi. 

Having its products stocked in this shop will do wonders for Aurore’s 
bottom-line in the National Capital Region. So far, several attempts by 
Mayank’s manager to convince Jabby to return to their organization has 
been unsuccessful. 

Suggest a strategy for Mayank as he is about to call on Jabby to try 
to recover its business. You may use different steps of the selling process. 
Start with the quantifiable sales call objective along with any special pro-
posal to get Jabby on board. 

1Name of the company and employees are disguised
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CASE 1-2

Sales and Marketing Executives 
of Greater Boston, Inc.
Sales and Marketing Management  
Association—Proposed  
Salesman-for-a-Day Program

The Executive Committee of Sales and Marketing Executives of Greater 
Boston, Inc., was considering a proposal under which students from sev-
eral area colleges would each spend a day with SME-member company 
sales personnel to gain better insight into the world of selling. SME-Boston 
was a local chapter of SME-International, a worldwide association with 
about 30,000 members. SME-Boston had over 200 members, representing 
190 companies.

Stuart Freeman, president of the Boston chapter, received the pro-
posal for a “Salesman-for a-Day” program from Tom Alden, a member of 
the marketing faculty at a local college. Several months previously Freeman 
and Alden had discussed together some of the problems in getting more 
college students interested in selling careers. Alden mentioned that the 
majority of his students had no appreciation or feeling for selling simply 
because they had never done any. Also, it was his opinion that, among many 
college students, selling was considered a low-prestige job. As a result, he 
reasoned, many qualified graduates never even consider a career in selling. 
Alden then set about to develop a program through which college students 
could at least become familiar with the life of a personal salesman and gain 
some understanding of what selling is about. The result was his proposal, 
entitled “Salesman-for-a-Day,” which he submitted to Freeman in the hope 
that the Boston SME chapter would consider it.

Under Alden’s plan, sales executives of the various Boston SME- member 
companies would be contacted by mail, using SME-letterhead stationery, and 
asked to participate by identifying one or more salespeople who would 
agree to have a college student accompany them on their calls for a day. The 
salespeople then would be mailed a form on which they were to indicate 
the date, time, and place of meeting with the student. A student would be 

Part 1_Case.indd   108 6/19/2017   1:01:36 PM



  Cases for Part I 109

selected and his or her name forwarded to the participating salesman (which 
also served as confirmation that the plan was still on). Every effort would 
be made to assign a student to a salesman who sold a product or service 
of interest to the student. Finally, the student would meet the salesman and 
accompany him for the entire day. It was envisioned that the whole proce-
dure, from contacting the sales executive to notifying the salesman of the 
name of the student and confirming the date, time, and place of meeting, 
would take no more than two weeks. If done at the beginning of the semes-
ter, ample time was guaranteed to arrange a time convenient to both the 
salespeople and the students.

While the initial program was to be strictly voluntary, Alden felt that 
each student should complete a questionnaire indicating the value of the 
 salesman-for-a-day program to determine whether the program should be 
continued. Alden also foresaw the day when the salesman-for-a-day pro-
gram would be made into a requirement for the selling and sales manage-
ment courses that he taught. Further, he also had the idea that he could run 
a parallel sales executive-for-a-day program, if the proposed program met 
with success. Alden was enthusiastic as to the possibilities of his salesman-
for-a-day plan. Freeman shared that enthusiasm, especially since he had 
been searching for innovative programs to be pursued by the Education 
 Committee. He believed this was a “natural” for that committee, and he 
agreed to present the proposal, with one amendment, to the Executive 
Committee for possible adoption. The amendment was that three of the 
participating people, a sales manager, a salesperson, and a student, would 
be invited to one of the regular monthly SME dinner meetings to discuss 
the results of the salesman-for-a-day program with the membership.

1.  Should the Boston SME chapter have adopted the proposal? Why or why not?
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CASE 1-3

Phillips Company
Manufacturer of  Steam Power Plants—  
The Role of  the Sales Force  
in the Company Image

Sam McDonald, Vice-President of Sales of the Phillips Company, was con-
cerned with the potential role of his sales force in correcting his company’s 
image in the electric utility industry. The Phillips Company, one of the lead-
ing manufacturers of steam power plants in the United States, was located 
in Philadelphia. The company was started by Aaron Phillips, who began 
manufacturing small steam engines in Philadelphia in 1846. Currently the 
company had annual sales in excess of $200 million and sold power plants 
to industrial users throughout the world. McDonald was concerned because 
public utilities, important users of steam power equipment, only accounted 
for 12 to 15 percent of Phillips’ sales. Some utilities were good custom-
ers, but many other major utilities never bought from the company at all. 
 Concerned With whether this low acceptance was a result of a poor image 
of steam power plants as a power alternative or a poor image of the Phillips 
Company as a source of steam power plants, McDonald suggested to top 
management that they explore the buying attitudes and motivation of elec-
tric utility companies as completely as possible. To remove the risk of per-
sonal bias, an outside research agency was called in to conduct the survey.

The research agency set out to find out what customers and potential 
customers really thought of the Phillips Company. Depth interviews were 
carried out with influential buying personnel in a selected sample of all 
electric utilities. The results that were presented to the executive commit-
tee in September were not too pleasant to hear. In general, Phillips’ engi-
neering skills were rated highly; product quality and workmanship were 
considered good. However, a number of respondents thought of Phillips 
as a completely static company. They were completely unaware of Phillips’ 
excellent research operations and many new product developments.

The research organization pointed out other useful information 
about the Phillips Company and its market. Sales were normally personnel 
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related; that is, personal relationships and personalities were important in 
the buying decision. The buying responsibility was widely dispersed for 
products sold by Phillips. As many as forty people, ranging from the pres-
ident down, might be involved in a purchase. Many Phillips salespeople 
were not too well informed about the details of new product developments 
and would probably need additional training to be able to answer technical 
questions.

It was obvious to McDonald that Phillips’ communications meth-
ods had failed completely to keep potential utility customers aware of 
changes taking place in the company and its products. Some method 
had to be devised to break down the communications barrier and sell 
Phillips  products. At this point a disagreement developed between the 
advertising and sales departments as to how to go about changing the 
image. Representatives of the advertising department came up with two 
possible approaches that could be used separately or jointly. First, they 
might advertise in mass media to get across the Phillips story. Second, 
they could launch an intensive publicity campaign, blanketing all news 
media and particularly utilities trade media with information and press 
releases. McDonald’s suggested approach started with a complete upgrad-
ing of information to the sales force about new-product developments and 
current research. Then, the sales staff could make presentations directly 
to prospects in the field. Flipcharts and visual aids could be used where 
appropriate. Alternatively, the company could try to schedule educational 
meetings for key electric utility personnel. This would require a traveling 
symposium, staffed by top personnel and equipped with audiovisual aids, 
that could spend several hours with groups of employees in selected utili-
ties across the country.

1.  What action should the Phillips Company have taken to change the company 
image in the public utility field?
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CASE 1-4

Plastics Industries, Inc.
Manufacturer of  Plastic Pipe— 
The Role of  Personal Selling in Creating a Market

Management of Plastics Industries, Inc., was faced with the problem of 
promoting a new product to the market. The company had been organized 
in Beaumont, Texas, to manufacture pipe. It was founded by a group of 
wealthy individuals from the community, and total capitalization had been 
set with the expectation of four years of operation at a loss. By the second 
half of the third year of operation, the company had made a profit, and the 
room for future growth looked very promising. Nevertheless, management 
believed that sales were not increasing as rapidly as might be expected in 
light of the clear strengths of the product.

Plastics Industries manufactured plastic pipe by the extrusion process. 
Its manufacturing plant was located on the outskirts of Beaumont. The 
major capital investment consisted of an extruder, designed and specially 
built for the company in Germany at a cost of $250,000. The extruder was 
almost completely automated, so that only minimal training was needed to 
operate it. A staff of two engineers was maintained to service the machine. 
Polypropylene, available from major chemical companies, was used as the 
raw material, and it was available in a pellet form ready for manufacture. 
The finished pipe was called Plylene pipe.

The number of manufacturers of plastic pipe in the United States was 
small but growing. Several major companies, such as Dupont, Shell, and 
Hercules, were manufacturing or had manufactured plastic pipe. Dupont, 
a major supplier of the raw materials, had produced a plastic pipe under 
the Delrin brand name but recently had ceased manufacture of pipe and 
was buying Plylene pipe from Plastics Industries. The use of plastic pipe as 
a replacement for other types of pipe was a relatively new development. A 
first major product was polyethylene pipe, which was first introduced on 
the market as a nonpressure pipe suitable for mine-drainage operations. The 
chemical resistance of polyethylene made it a natural for this application; 
lack of resistance to acid mine waters had caused major corrosion problems 
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with the steel pipe formerly used. Since that successful first, the polyeth-
ylene and, subsequently, polypropylene pipe industry had grown at a rapid 
rate. Some of the major oil companies began manufacturing plastic pipe for 
use in their fields. However, Plastics Industries quickly became a major sup-
plier in this industry and soon was supplying twelve major oil companies.

Galloway, president of Plastics Industries, Inc., believed that the great-
est single problem for the company, as well as for other makers of plastic 
pipe, was the setting of standards of quality. A number of laboratories 
were available for product performance testing. Galloway had made use 
of the services of the Battelle Memorial Institute in Columbus, Ohio, a 
leading researcher in the field of thermal polymers, to test samples of its 
product. But, until specific performance standards were established, no 
industry enforcement of quality levels was possible. Certain grades of Plas-
tics Industries’ pipe had been tested and accepted by the Food and Drug 
Administration and the Department of Commerce.

Plastics Industries maintained a sales force of three sales engineers, 
plus one factory representative to sell to major industrial users. These 
personnel were located in Odessa, Texas; Houston, Texas; and Tulsa, 
 Oklahoma—all major oil-producing centers; they had concentrated their 
efforts almost exclusively on the oil industry. All orders were shipped 
directly from the factory, but the very high shipping costs indicated the 
need for distribution and warehousing points in the near future.

In the opinion of Galloway; the really big market for plastic pipe was 
in the home construction industry. He believed that this market was poten-
tially at least five times as large as the present market, but so far neither 
the users nor middlemen were interested in the product. The image of 
plastic pipe was of a product that would easily break and, therefore, would 
not last as long as conventional pipe. The lack of quality standards in the 
industry had done nothing to improve the image. In addition, the building 
codes in most cities would have to be completely rewritten to permit the 
use of plastic pipe as a substitute for metal or other materials. Furthermore, 
middlemen and users required instruction in installation of plastic pipe. It 
was not a difficult process—sections were welded together with heat but 
the methods of cutting and welding needed to be explained to prospective 
users and distributors.

Galloway felt that a possible solution to the problem of selling the 
home construction market lay in advertising to the general public and to 
builders. He realized that Plastics Industries was too small to advertise 
in many major media, but to some extent they could benefit from the 
advertising of their major suppliers of raw material in trade magazines. 
He planned to reach the general public and builders through cooperative 
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advertising on a shared-cost basis by suppliers. He was unsure as to the 
role of the sales force in pursuing this new market.

1.  What should be the role of  personal selling for a product such as this?
2.  What kind or kinds of promotions would probably have been most productive for 

 Plastics Industries?
3.  Should the company go after the home construction market?
4.  Would the job of  the salesperson be changed if  entry is made into the home 

construction market?

CASE 1-5

United Airflow, Inc.
Manufacturer of  Household Appliances—  
Salesperson’s Job

United Airflow, Inc., was a manufacturer of air conditioners, dehumidifiers, 
humidifiers, vaporizers, and a variety of other small household appliances. 
The United sales force consisted of 200 people, accounting for about $125 
million net sales volume annually. Thomas Rogers had been a salesperson 
for United Airflow for eight years, calling on department stores, discount 
houses, appliance stores, and hardware stores. His territory consisted of 
the western half of Ohio and southern Michigan. Rogers had been one of 
the leading salespeople for United Airflow over the past three years, rank-
ing tenth among the entire sales force in sales volume. However, despite 
favorable business conditions in his territory, Rogers’s performance had 
fallen off, with a current ranking of thirtieth in the sales force.

The branch sales manager in Toledo, the office from which Rogers 
worked, had a conference with Rogers to try to uncover the reasons for 
the sales decline. The sales manager believed that a first step should be 
to compare Rogers’s daily call reports with the job description of a United 
Airflow salesperson.
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Following is the “Specific Duties and Responsibilities” section of the 
job description for a United Airflow salesperson:

A. Present and potential customers

1.  Achieve sales volume goals as determined in cooperation with 
sales manager.

2. Improve dealers’ merchandising methods.

3. Call on dealers regularly.

4.  Introduce new products by discussing with dealers the new 
products’ selling features, new policies, and new campaigns as 
they apply to the new products.

5.  Explain United’s advertising and promotion plans and as-
sist dealers in carrying out local advertising programs, and 
make sure that all dealers are aware of current United Airflow 
 advertising.

6. Provide assistance in inventory control.

7.  Assist dealers in training salespeople, setting up point-of-
purchase displays, solving retail management problems, and 
provide any other assistance deemed essential for the mainte-
nance of a long-term relationship with customers.

8.  Provide feedback of information relating to market trends, de-
mand preferences, dealer suggestions, competitive strategies, 
and all other information thought to be valuable for the pres-
ervation of the United sales operation.

9.  Handle complaints with an absolute minimum of delay and 
make sure there is a fair settlement.

10.  Secure new dealers by making a market analysis as suggested 
on the Potential New Dealer form, including selection of towns 
in which there is no dealer for United products, observation of 
competition, selection of most desirable dealer prospect, and 
presentation of the United Airflow sales program.

B.  Contact architects, appliance dealers and installers, contractors, 
and subcontractors and sell them United products, or sell them on 
specifying United equipment for installation in new buildings and 
new homes. Keep these persons informed of new developments 
in the United Airflow line.

C.  Keep abreast of competitive practices and dealers handling compet-
ing products by checking resale practices, sales plans, advertising, 
and new products.

D.  Prepare all reports and correspondence promptly so as to main-
tain their timeliness.
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E.  Make effective utilization of time, being sure to take advantage 
of every opportunity which will help to sharpen sales skills and 
develop better all-around selling ability.

Following are Rogers’ daily call reports for a typical week during the 
past several months:

Monday

Call 1. Nicholson Department Store. United customer. Took order for five 
Model 78 G9 small vaporizers.

Call 2. Drummond’s Discount Variety. First call on prospective dealer. Inter-
ested in carrying toasters and radios. Call back later.

Call 3. Patton and Swain, Architects. Second call. Tried to interest them in 
United products. Not interested.

Call 4. Hicks Hardware. First call. Tried to interest in our complete line. 
Possible interest in smallest air-conditioning unit. Call back later.

Call 5. Klein and Sons. Department store. Buyer unavailable.

Call 6. Poindexter Construction Co. Home builder. Completely unapproach-
able the moment I mentioned United Airflow. Could not get reason.

Call 7. Tufts Hardware. First call. Happy with present line of small appli-
ances and does not want to take on an additional line.

Call 8. Ames and Wade. Discount store. Sales poor in United dehumidifiers 
and humidifiers, but okay in air conditioning. Thinking of dropping the 
poor sellers and concentrating on better selling competitors. Will let me 
know next trip.

Tuesday

Call 1. Sawyer Construction Co. Developers. Tried to interest in air condi-
tioners for apartment building complex. Appeared interested, but said to 
contact the architect.

Call 2. Hennessy Appliance Outlet. Regular customer. Needed help with a 
new point-of-purchase display. Couldn’t oblige because of delay in getting 
the materials from the Promotion Department. Upset, but placed normal 
monthly order.

Call 3. Feinberg’s, Inc., department store. Regular customer. Business 
slow, but expect it to get better.

Call 4. Herb’s Hardware. Regular customer. Sales call interrupted when a 
long-lost pal of Herb’s appeared on the scene.

Call 5. Skinner’s Discount. Regular customer. Overstocked at present.
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Call 6. Glick and Sons, department store. Regular customer. Took big 
order. Sales good. Complained about lack of advertising support by 
United.

Call 7. Cambridge Appliances. First call. Buyer too busy. Call back later.

Call 8. Franklin Hardware. First call. Has nothing in this product line, but is 
expanding store and seems interested in carrying these products. Has been 
contacted by two competitors. Will call back.

Call 9. Horwitz, Inc. Regular customer. Buyer out all week.

Call 10. Drucker and Hayes. Regular customer. Small order for vaporizers.

Wednesday

Call 1. Bosco and Baron. Large department store. Regular customer.  Carries 
most complete offering of anyone in territory. Reviewed advantages of 
United Airflow products.

Call 2. Page’s Bargainland. First call. Is in process of eliminating slow mov-
ers and not interested in taking on any new brands.

Call 3. Alberts and Machen. Architects for Sawyer Construction Co. Already 
placed order with competitor for 300 air-conditioning units for Sawyer’s 
new apartments. Expressed little interest for future orders.

Call 4. Callahan’s. First call. New discount store in Northeast Mall. Will 
 consider. Call back later.

Call 5. Kirshner Associates. Shopping center developer. Has plans for new 
center. Call back later.

Call 6. Frost Brothers Appliances. Store closed. Reason unknown.

Call 7. Gridiron State University. First call. Done business with competitor 
for years and happy.

Thursday

Call 1. Thompson’s Hardware. Regular customer. Not opened yet.

Call 2. Glenn and Driscoll. Regular customer. Buyer out.

Call 3. Frank’s Greasy Spoon. First call. Will consider an air conditioner. 
Business slow. Call back later.

Call 4. Callahan Excavating. Building five homes now. Would like to 
install United air-conditioning units but complained about price.

Call 5. Snell, Bascom, and Birch. Real-estate developers. Used to be good 
customers but switched purchases to competitor for unstated reason. 
Happy with present supplier.

Call 6. Davis Stores, department store. Regular customer. Worked with 
three salespeople on selling techniques.
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Call 7. Hardiman’s Discount store. Occasional customer. Business  booming. 
No order as don’t want to change anything while business is good.

Call 8. Hoffman’s House of Appliances. Regular customer. Complained 
about lack of good salespeople. No order.

Friday

Spent morning in weekly sales meeting at branch sales office. Made first 
call at 2:00 p.m.

Call 1. Vishrut’s Appliance Store. Regular customer. Took small order.

Call 2. Swast’s Appliances. Regular customer. Complained about competi-
tive dealers’ pricing tactics. Wondered if he could get United air condition-
ers, dehumidifiers, humidifiers, and vaporizers at lower prices.

Call 3. Roper and Sons. Appliance store. Regular customer. Buyer out.

Call 4. John’s. Department store. First call. Buyer out.

Call 5. Jeter and Jones. Hardware store. Regular customer. No order.

Call 6. Hoffman’s House of Appliances. Regular customer. Owner-buyer out.

1.  Compare the daily call reports of  Thomas Rogers with the job description of  a 
United Airflow salesperson. What strengths and weaknesses are apparent from 
the comparison? How he could do it differently?

CASE 1-6

Graham Manufacturing Company
Distributor of  Highway Construction  
Equipment—Sale of  a Truck-Mounted  
Power Shovel

In January 2017, Shattuck Construction Company was awarded a $60 mil-
lion contract for building a section of interstate highway crossing New 
York State. The contract called for clearing, paving, bridge building, blast-
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ing, and landscaping 50 miles of roadway, two lanes in each direction, in 
the vicinity of Syracuse.

Over a period of six months prior to the award of the contract, Fred 
Rennert, salesman for the Graham Manufacturing Company, had been 
calling upon the Shattuck Company for the purpose of selling a truck-
mounted power shovel. Although the prospect concern had used all types 
of bulldozers, carryalls, trucks, and large shovels, it had never had experi-
ence with this particular type of power shovel. In January, Rennert finally 
persuaded John Shattuck, president of the Shattuck Company, to witness 
a demonstration of the product. Because Shattuck’s time was limited, the 
demonstration’s sole purpose was to acquaint him with the general oper-
ating procedures of the shovel.

Previous to the time of the sales interview recorded here, Rennert had 
talked with state engineers and other officials engaged in planning the new 
road. He had studied the technical aspects of the project and the major 
problems that would have to be faced in completing the prospect’s con-
tract. In addition, he had familiarized himself thoroughly with the various 
pieces of equipment used by the prospect on similar contracts in the past.

The following interview occurred on the day after the product demon-
stration. Rennert had learned on the same morning that the contract in 
question had been awarded to the Shattuck Company.

RenneRt: Good morning, Mr. Shattuck.
Shattuck: Good morning, Mr. Rennert.
RenneRt: I understand you have received the contract for the 50 miles of 

road construction east of here.
5 Shattuck: That’s right, Mr. Rennert, and we have quite a job ahead of us.

RenneRt: This’ll be the biggest job you’ve had since the war, won’t it, Mr. 
Shattuck?

Shattuck: Yes. However, we did have one big job five years age, a big stretch 
of parkway near New York City. That was a dandy, at least from an  
engineering-Standpoint. We had our troubles on that job, and we 
missed our bid estimate by almost $400,000 because of the  landscaping 

10     that was a part of the project.
RenneRt: Doesn’t the state pay for any errors or mistakes they make in their  
    survey estimate of the proposed project?
Shattuck: Yes, they do pay for their mistakes. However, that mistake was 

ours and we didn’t get paid for it! You know, Mr. Rennert, what they 
15     say in this business—one mistake and you’re backed up against the 

wall.
RenneRt: That’s exactly why I’m here this morning, Mr. Shattuck, and that 

is why I gave you the demonstration yesterday. I am here to show 
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you how to make more money by saving on construction costs right 
down the line. We realize that you have been in business a good 
many years 

20     and have the know-how, or you wouldn’t be operating today. But I 
have studied your problems and I believe we have a machine that 
will reduce your operating costs by at least 10 percent.

Shattuck: Well, at the present I have two regular power shovels and a fleet 
of trucks, and I can’t see how your machine will benefit me at all. 

25     I liked your demonstration yesterday but, of course, that is only one 
operation and I already have the equipment to do that.

RenneRt: That’s true, Mr. Shattuck, but remember that your 1- and 2-yard 
shovels are not truck-mounted and therefore don’t have the versatil-
ity that our shovel has. Isn’t it true that most of the time on a rock 
cut or hill excavation those shovels are in the same spot for months 
at a time?

30 Shattuck: Yes, they are.
RenneRt: Well, our shovel is a mobile shovel. “Quick-Way” Model E has a 4/10 

cubic-yard capacity bucket. It can be moved from place to place with 
the least amount of lost time or delay. It is ready for use as soon as it 
reaches its destination. There is no loading or unloading to consume 

35     time and run up costs. In many cases, you have small jobs, such as  
laying pipe, putting in culverts and ditch digging, all of which have  
to be done at almost the same time. With a “Quick-Way” shovel  
you’ll be able to go from one job to another with a minimum of 
delay. You’ll be able to use this shovel from the beginning of the 
operation right down to the end.

Shattuck: I don’t see how I could use your shovel throughout the whole 
operation.

40 RenneRt: In the early stages you can use the clam shell or trench hoe for digging 
ditches and sluice ways. These can also be used for building up shoul-
ders. The crane, which is 25 feet long, can be used for laying forms, 
putting out reinforcements of steel,and many other jobs of loading and 
unloading that must be done. When the concrete is ready to be poured, 
you can use the shovel boom and bucket for feeding the batch bins and

45     loading the trucks with gravel.
Shattuck: That does sound practical, but I didn’t know you could use a 

trench hoe or a crane with your shovel.
RenneRt: Oh, I’m sorry! I should have made that clear. The clam shell and 

trench hoe can be mounted on the shovel the same as a shovel 
50     boom and bucket can. There is also a 25-foot crane boom that can 

be mounted the same way, as you can see by these photos.
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Shattuck: How long does it take to make a changeover to any one of these 
attachments?

RenneRt: It takes approximately two hours. However, the job is usually 
done at night when the machine is not in use.

55 Shattuck: That sounds good, Mr. Rennert. Now, I have a lot of bridge build-
ing in my work. Will your machine be of any use on these projects? 
RenneRt: Absolutely! You can use the clam shell or the trench hoe for 
the digging, and the crane boom for laying the steel girders. Does 
that answer your question, Mr. Shattuck?

60 Shattuck: Yes, it does. I have heard that your type of shovel has a lot of 
competition from other road-building equipment. Is that true?

  RenneRt: Yes, there are a lot of specific machines that we compete with. 
However, ours can compete with almost all of them. It is all four 
machines in one—the clam shell, trench hoe, crane boom, and shovel 

65     boom and bucket. You can see that this is a great saving in capital 
investment. You have one machine that does four different jobs.

Shattuck: Well, that certainly sounds economical.
RenneRt: It is economical, Mr. Shattuck. The “Quick-Way” shovel is oper-

ated generally by one man who can also drive the truck from 
70     job to job. The shovel has positive hydraulic controls and a wide- 

vision cab that gives the operator clear vision at all times. It has a 
55-horsepower International engine that operates at low speeds. 
Therefore, your maintenance costs drop. It is full-revolving, mak-
ing 7½ turns per minute. The shovel boom and bucket can dig to  
3½ feet below ground level and can lift to a height of 11 feet above 

75     the ground for dumping. The trench hoe can dig to a maximum depth 
of 15 feet below ground level. The total height of the machine is  
10 to 12 feet, depending, of course, upon the type of truck on which it 
is mounted. This passes all the requirements for highway bridges and 
trestles. It is also classed as a power shovel and, therefore, does not 
require license plates in New York State. One of the outstanding 

80     features of our shovel is that it has no dead weight to counterbal-
ance the loads. By this, I mean that it is balanced right. Its weight is 
distributed proportionately throughout. This, of course, as you know, 
saves on repair costs and increases the utility of the machine.

Shattuck: We’ve had a lot of trouble with our large shovels because of this 
factor of counter-balancing. I have looked over your specification 

85     sheet and have noticed that there is a bronze bushing on the main 
spur gear. I would say that a roller bearing would be better because 
of the high speed at which your shovel operates.

RenneRt: Yes, you’re right. The roller bearing would be faster, but this is 
the very reason for using a bronze bearing. When a bail bearing or 
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90     roller bearing breaks down, there is likely to be damage to the shaft 
and the racer. On the other hand, when a bronze bearing wears, there’s 
no damage to the shaft, and the machine doesn’t have to be stopped 
immediately. This, I think, is a definite advantage in that the shovel 
can be kept in operation until time is available to get a new bearing 
and to get it installed. I would also like to point to you that all our 
hydraulic clutches are interchangeable. If any one of them breaks 

95     down, it may quickly be substituted for by the clutch on the main 
boom lift, which has a mechanical stop and can temporarily be used 
in this way. You can see that this also saves on the number of parts 
that must be kept on hand to service the shovel.

Shattuck: Do you have any figures on the actual operating costs of your 
shovels over a period of years?

100 RenneRt: We have. We figured average cost per machine-year on twenty- 
five machines, a total of 130 machine-years. It was $2,325 repair and 
maintenance costs. Mr. Oldine, of the Oldine Contracting Company, 
bought a “Quick-Way” shovel two years ago and has had excellent 
results on this score. His total service costs have been $1,400 a year.

105 Shattuck: From what I have seen and from what you have explained, I’m 
interested in your shovel. Do you have the cost figures with you?

RenneRt: I have them right here. The basic machine plus the shovel 
boom and bucket comes to $28,241. The clam shell is $21,393. 
The trench hoe, $21,350. And the crane boom, $6,569. The prices 
are F.O.B. your place of business.

110 Shattuck: Your cost figures seem rather high since they don’t include the 
price of the truck needed to mount the shovel.

RenneRt: no, Mr. Shattuck, experience has shown that it is possible to amor-
tize the cost of our shovel over a two-year period. This also brings 

115     up another point. Our shovel can be mounted on any type of 
5-ton truck. This is a distinct advantage over other truck-mounted 
 shovels—they all require a specific type of truck on which to mount 
the shovel equipment. I have noticed that you have a Mack truck 
out in the lot which would be suited for our shovel. I have already 
looked at it and measured it. It’s just the one for mounting our shovel 
on. That is, of course, if you can spare it.

Shattuck: Why, yes, I do have a few extra trucks, and that one you are 
120     speaking about is one of them.

RenneRt: I believe you’ll agree that this is an added saving for you, and 
the price I have quoted, including attachments with outriggers, is 
reasonable.

Shattuck: Yes, it does make it sound better, but let me look over those spec-
ifications again.... Yes, I see. Just what is the capacity of this shovel? 
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125     You know I have a lot of heavy work.
RenneRt: Well, with outriggers, the capacity over end or over side is 13,000 

pounds at 10 feet and drops to 8,000 pounds at 15 feet. There is a 
15 percent safety factor built in which increases its capacity correspond-
ingly. I believe these capacity ratings will handle any work that you will 
encounter.

130 Shattuck: That would seem plenty. What attachments do you suggest I 
use?

RenneRt: I made a complete study of the attachments you will be using for 
this job. I would suggest the shovel boom and bucket, the crane, 
and the trench hoe or clam shell. The trench hoe would probably be 
more practical, but the final decision is up to you.

135 Shattuck: I think I agree with you. The trench hoe will handle my work. If 
I need it, you can always get me a clam shell, can’t you?

RenneRt: Yes, I can have one for you within a few days’ time. Now Mr. 
Shattuck, here’s the contract. The basic machine, shovel boom and 
bucket, crane, and trench hoe. total up to $56,160. This includes 
installation and mounting on your truck.

140 Shattuck: This seems to be in order. Where do I sign?
RenneRt: Thank you, Mr. Shattuck. I’ll send a man over for your truck 

tomorrow. We’ll be able to go right ahead with the work and have 
the shovel and truck back to you within two weeks. That will be in 
plenty of time for your work, won’t it?

Shattuck: That will be fine. We plan to start operations in about two weeks, 
145     and I’ll be able to use the shovel by that time.

RenneRt: Thanks again. I know you’ll be satisfied with our “Quick-Way” 
shovel. I’ll be here when you take delivery. I want to see that every-
thing is as it should be. Goodbye, Mr. Shattuck.

Shattuck: Goodbye, Mr. Rennert.

1.  Judging from the approach used, what facts had Rennert learned about the pros-
pect?

2.  How important was timing in this interview?
3.  In opening the interview, did Rennert have a good plan of  attack?
4.  At what points in the interview did the prospect voice objections? Which objec-

tions, if  any, were real, and which were excuses?
5.  What methods were used by Rennert in answering the objections voiced by fhe 

prospect?
6.  At what point in fhe interview was it apparent that Rennert was going to make 

the sale?
7.  Analyze the closing technique used in this case.
8.  Was Rennert wise to leave Shattuck almost immediately after getting the 

order? Why or why not?
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CASE 1-7

Colonial Heritage Furniture 
 Company
Manufacturer of  Traditional American Furniture— 
Opening a New Account

The salesperson in this case, Jack Leonard, was employed by the Colonial 
Heritage Furniture Company, an old and well-known manufacturer of tra-
ditional American furniture. The prospect, Frank O’Keefe, was the owner 
and manager of O’Keefe Home Furnishings, a medium-sized, high quality 
retail furniture store in Waco, Texas. The sales interview recorded here 
took place late on a Wednesday afternoon.

LeonaRD: Mr. O’Keefe? Good afternoon. I’m Jack Leonard from the Colonial 
Heritage Furniture Division of North Carolina Wood Product Indus-
tries. (Hands prospect a business card.)

o’keefe: Hmm! I’ve heard of your line. Caswell Interiors are your exclusive 
5     franchised dealers in Waco, aren’t they?

LeonaRD: Well... that’s what I’m here to see you about, Mr. O’Keefe. We are 
interested in opening a new account in Waco, and we would like very 
much to have our line represented in your store. You see, Mr. O’Keefe, 
we feel that Caswell is not doing a good enough job to warrant an 
exclusive franchise. Waco now has a population of over 150,000 and 

10     we think more Colonial Heritage Furniture should be sold here.
o’keefe: About three years ago, when I was interested in handling your 

line, I wrote to your firm. The answer I got was that Caswell was 
your exclusive dealer here and that I could refer my customers there 
if I so desired.

LeonaRD: Three years ago, we had just opened their account. It would not 
have been fair to sell you any merchandise at that time. They gave 

15     us a large opening order with the understanding that they would be 
our only agency in the city. But they have done very little with our 
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furniture, and conditions do not seem to be improving. We have been 
extremely patient and understanding with them. We missed a lot of 

20     business because we were loyal to Caswell. After three years’ time, 
we feel justified in opening another account.

o’keefe: If they couldn’t do anything with your furniture, why should I 
want it? I thought it was a good line to handle, but if Caswell has 
done as little with it as you say, evidently it isn’t.

LeonaRD: It’s true Caswell was unsuccessful with Colonial Heritage, but 
I am certain you would do very well with it. (Looks around store.) 

25     I see you feature all the other well-known brands of traditional fur-
niture Caswell didn’t. It was the only traditional furniture they car-
ried. They specialize primarily in modern furniture, so they have 
given little attention to our line. Customers like to buy where they 
can look over a large selection. You can have a much wider selec-
tion by adding our lines to your stock. To assure sales acceptance, 

30     each furniture line is consumer tested before it is introduced to our 
accounts. Our furniture is advertised in seven magazines: House  
Beautiful, House and Garden, Better Homes and Gardens, Living for  
Young Homemakers, Good Housekeeping, for the southern market in 
Southern Living, and for the Texas market in Texas Monthly. We have a 

35     complete assortment of furniture—living room, dining room, and 
bedroom to match each of our lines. This helps you obtain a larger 
share of the Colonial Heritage business.

o’keefe: All the brands I carry are mine exclusively in Waco. If I can have 
Colonial Heritage exclusively I’m interested. But I don’t want it if it is 
going to be sold in anyother store. My advertising and promotion 

40     would help Caswell’s business. As long as Caswell has your brand, 
there is no advantage in my having it. With all my other brands, once 
a sale has been made on certain pieces of furniture in a line, it is 
more than likely that the customer will fill out their furniture needs 
with matching pieces in the same line in my store.

LeonaRD: I agree. I would close their account today if it were the right 
thing to do. But that would cause Caswell to have animosity toward 

45     you and toward Colonial Heritage. I would prefer dropping them 
more gradually. If you take on the line, I think it only fair for me to 
go to Caswell right away to inform them of the fact. If they want to 
discontinue handling my line, that will be fine for you and for me. If 
they decide to keep it, I will see that their name is removed from our 

50     mailing list, and I will not call on them personally in the future. Their 
only way of ordering will be by mail or at the furniture mart, and, since 
they will not be up to date on current information,  merchandise, and 
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prices, my line should die a slow death in their store. They will be 
55     anxious to close the account.

o’keefe: I don’t know what lines and pieces within lines would prob-
ably sell much better than others, and I don’t want to tie up any 
money in slow-moving stock.

LeonaRD: I’ll make an exception to company policy in your case and take 
back any items you find are not selling for the first six months. I want 
to do everything in my power to work with you and build up a fine 
trade for Colonial Heritage Furniture in Waco.

o’keefe: Sounds fair enough to me, but if you want me to do a real 
selling 

60     job for Colonial Heritage, how about giving me some ideas for pro-
moting your furniture? I’ve been using the same ads and displays 
over and over, year after year, and I’d like some new and different 
ideas on the display and promotion.

LeonaRD: It will be a pleasure, Mr. O’Keefe, to be of assistance to such an 
alert business man. First of all, here is a promotional program directed 
at all new households in your community. It involves mailings to all 

65     new residents in the community, identified through arrangements 
with realtors, welcome wagons, and major employers, and to prospective 
brides, identified through engagement and wedding announcements. 
Second, is the development of card files on past customers with records 
of past purchases. Before Christmas, birthdays, and anniversaries,  
letters are written to each customer with catalogues and suggestions of 

70     fill-in purchases. We have standard letters for a number of occasions 
that can be typed on programmable typewriters for newcomers, 
brides to be, and so forth.

o’keefe: I’d like a copy of each of the letters, and I think the purchase 
record cards are an excellent idea. If they’re not overly expensive, I’d 

75     like to order a thousand.
LeonaRD: They’re only 5 cents a card, or $40 for 1,000. Would you like that many? 

(Gives letters to prospect and puts order pad on counter.)
o’keefe: By all means, they’ll be very useful.
LeonaRD: Here is another idea introduced by Colonial Heritage Company. 

(Pulls an adout of briefcase and places it on the counter.) This is a most 
effective way to advertise. It is similar to the testimonial ads featuring 

80     movie stars and athletes, but this one has a photograph of one of 
your own customers, with a write-up about the customer and a pic-
ture of an attractively furnished room in the customer’s house that 
features your furniture. This tells readers where they can select their 
 furniture—often with the hope that their pictures will get in future ads. 
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85     Here are a few examples that some of my accounts have been 
using. (Shows additional examples.) If you like, you may keep these 
 samples. (Hands samples to prospect.) They will give you an idea of 
the layout and copy of such an ad. 

o’keefe: now that’s a very good idea. I’ve never seen anything like it. I’m 
sure, we canmake use of it in our ads right away.

90 LeonaRD: I think it will be very attractive in the newspapers, and it should 
be an excellent way to keep your name in the public eye. We have 
a film in color, twenty minutes long, entitled, “Furniture and decora-
tion make a home a Showplace,” that you can borrow any time. It 
is a good movie to show at women’s clubs, at high school sorority 

95     meetings, and at classes of home economics students. Perhaps you 
or one of your employees can introduce the film and answer ques-
tions after it is shown to each group.

o’keefe: I’ll make a record of that. It could be useful.
LeonaRD: Fine! Please give us a week’s notice for delivery, if you decide to 

use it.
o’keefe: Thanks. I will.

100 LeonaRD: now here are some very effective booklets by B. J. Valenti, part of 
a series entitled “Sell Traditional Home Furnishings.” (Hands book-
lets to prospect.) One is on the policies and history of the Colonial 
Heritage Furniture Company, another is entitled, “Planning Sales to 
Promote Furniture,” one is called “Displaying to Promote Furniture,” 

105     and one is a sales manual, “Modern Selling of Furniture.” Those an 
my personal copies. Unfortunately, these are all out of print. If you 
and your employees would like to read them, I’ll be happy to lend 
them to you. I’ll pick them up the next time I call.

o’keefe: Well, I doubt if I’ll have time to read them, but I would like the 
rest of my people to look them over. I’ll see that you get them back 
on your next trip.

110 LeonaRD: Thank you. There is a very good pre-Christmas coffee and end 
table promotion that you can probably use. I’ll send you some liter-
ature on it in plenty of time for Christmas. The local brides-to-be are 
offered a free consultation by your decorator on their first home or 
apartment. This plan really helps you make a whale of a lot of sales. 

115     I suggest you give this careful consideration. It has been a real 
money maker for many of our customers. With a good follow-up, I 
think it will bring in a lot of business.

o’keefe: It sounds interesting. I’ll keep it in mind.
LeonaRD: And now—last but not least—we have a truly wonderful plan, one 

that will establish your store permanently as Waco’s leading  furniture 
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dealer. It is a timeconsuming, costly promotion, but it is  one 
120     that will bring you immeasurable goodwill and future business. The 

plan I am referring to is a room decorating contest and exhibit It is a 
contest in which you contact officers of all the local ladies’ clubs and 
suggest that each group submit a winning room in a home. The vari-
ous clubs compete for cash prizes to be given for originality, beauty, 

125     and style. This winning room is described and shown in pictures in 
the local newspaper. These furniture promotions have been tremen-
dously successful all over the country. When and if you are ready 
to plan one, just call on me to help you organize it. I helped run  
the contest by Thompson and Randolph. Here is the photograph of 

130     the write-up of the winning room. (Shows photograph to prospect.) 
Their trade has really gone up since that contest. This booklet will 
give you many of the details. (Hands booklet to prospect.) It also 
suggests that you write to some of the furniture retailers who have 
used the promotion for their advice and suggestions. Well, what do 
you think?

o’keefe: That’s certainly an original idea. Right now I don’t think I want 
135     to plan anything that expensive. But, perhaps after Christmas, 

when business is slow, I can plan a room decorating contest.
LeonaRD: Surely. Just call on all your sales representatives for assistance. 

I know they’ll all be glad to help make it the success it should be. 
Now, about that opening order?

o’keefe: I don’t know exactly what I want. What do you recommend?
LeonaRD: If it’s O.K. with you, I’ll write my own order. It will be a small 

one. I’m more interested in repeat business than I am in loading you 
up with a large opening order. I can bring in a copy of the order I 
write the first thing tomorrow morning, and you can confirm it then. 
(Leonard looks at clock on store wall.) I see it’s closing time, and I 
don’t want to take any more of your time today. Besides, I want to 
decide carefully on the lines that should be the best for you.

145 o’keefe: That will be fine. I’ll be seeing you in the morning any time 
after 9:30.

LeonaRD: Thank you very much, Mr. O’Keefe. (Shakes hands.) It’s been a 
pleasure talking to you, and I know you will always be pleased that 
you took on the Colonial Heritage line. Goodbye, see you in the 
morning. 

1.  Comment on the tactics used by Leonard to overcome what appeared to be 
initial antagonism on the part of  O’Keefe.

2.  Did empathy play a role in this sale? If  so, where?

Part 1_Case.indd   128 6/19/2017   1:01:37 PM



  Cases for Part I 129

3.  If  O’Keefe had refused flatly to take on the Colonial Heritage line while Caswell 
still carried it, what should Leonard have done?

4.  Should Leonard have shown O’Keefe some illustrations of  the Colonial Heritage 
line? Why or why not?

5.  At what points in the interview did O’Keefe voice objections? Analyze how each 
was handled by Leonard.

6.  When did Leonard start to close? Would he have been wise to get the order 
approved before leaving the store?

CASE 1-8

Stanamer Corporation
Plumbing and Heating Company— 
Sales Force Expansion

The Plumbing and Heating Division of Stanamer Corporation made and 
sold plumbing fixtures and fittings, hydronic heating and cooling equip-
ment, food-waste disposals, water softeners, and invalid bath lifts. The 
largest of seven corporate divisions, it operated fourteen plants from coast 
to coast. Toward the end of the year the general sales manager, J. B. 
 Samson, was analyzing a problem concerning an increase in the size of 
the sales force. (See Exhibit 1 for Selling Section organization.) The bud-
get for the next year provided funds for adding fifteen salespeople, and 
Samson compared two alternatives: (1) hiring sales personnel with previ-
ous sales experience in the field and (2) following the company traditional 
practice of hiring and training inexperienced persons.

Stanamer led the plumbing and heating industry in sales; its sales 
of $600 million were double those of the nearest competitor. Well known 
and respected, the company’s market share was estimated at 50 percent. 
Although its position was enviable, company management recognized the 
dangers of complacency, particularly as competition stiffened and the mar-
ket share showed signs of declining.

Activity in the home-building industry, the largest market for plumbing 
and heating supplies, had fallen off. There were predictions that new hous-
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EXHIBIT 1 Selling Section, Marketing Department
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Specialist
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ing starts in the first half of the current year would be below the previous 
year’s level; however, an upturn was expected. When new housing starts 
dropped, total demand for plumbing and heating products also declined; 
consequently, competition for available business increased. Most firms 
moved to hire additional sales personnel to provide more intensive market 
coverage. Samson’s decision to hire fifteen additional salespeople was made 
for the short-term objective of reducing excess inventory. If housing starts 
recovered, top management might question the value of having fifteen extra 
persons, since in such circumstances Stanamer normally received sufficient 
business to support its full productive capacity.

The company’s products were of high quality and as such commanded 
prices about 10 percent above those of competitors. All promotion empha-
sized the superior product quality. Company sales-training sessions, focus-
ing on product information and selling techniques, also emphasized the 
price-quality relationship.

Stanamer’s sales force sold exclusively through wholesale plumbing 
and heating distributors. The 250-person force called upon 1,400 whole-
salers, who, in turn, sold through 50,000 contractors and plumbers. Sales 
personnel worked out of twenty-three sales offices located in some but not 
all of thirteen sales districts. (See Exhibits 2, 3, and 4 for the organizations 
of the various types of typical sales districts.)

District sales managers performed administrative duties and reported 
directly to the general sales manager. Their responsibilities included 
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EXHIBIT 2  Typical Sales District (Multiple Sales Offices): Selling  
Section, Sales and Marketing Department

Typical Sales District (Multiple Sales Offices): Selling
Section, Sales and Marketing Department
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EXHIBIT 3  Typical Sales District (One Sales Office): Selling Section,  
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EXHIBIT 4  Typical Sales District (No Sales Office): Selling Section,  
Sales and Marketing Department

Typical Sales District (No Sales Office):  Selling Section,
Sales and Marketing Department

District Sales Manager

Field Sales
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recruiting and training of the sales staff. However, the general sales man-
ager determined the number and the qualifications of those hired.

The average salesperson wrote orders totaling from $2,400,000 
to $3,600,000 annually. Each received a straight salary of $20,000 to 
$50,000 per year. Sales personnel maintained contact with distributors 
and assisted them in inventory control, in the training of their sales staff, 
and in the use of company promotional plans, programs, and materials. 
Sales personnel also promoted the use of Stanamer products through 
their contacts with home-builder and contractor trade associations. In 
addition, they promoted the use of the division’s products in talks with 
key personnel in hospital and school administrations, public utilities, 
and governmental agencies. They also inspected consumer products and 
made service calls.

Traditionally, Stanamer hired inexperienced people and put them 
through a six-month program. Sales recruits spent the first three months 
becoming acquainted with the company’s products and policies. They then 
attended a formal three-month program emphasizing advanced product 
knowledge and sales techniques. Training costs amounted to approxi-
mately $2,500 per person. Once out of training, new salespersons gener-
ally became fully operational and productive in from three to six months. 
(See Exhibit 5.)

To lure salespeople with field experience away from competitors 
required starting salaries averaging $20,000 annually. Also, considerable 
recruiting time and effort were involved, and there was the danger that 
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competition might reciprocate. People with previous field experience usu-
ally became fully operational Stanamer sales personnel in about one month.

Samson wanted to hire the fifteen additional people, but he was not 
certain whether he should concentrate on those with or without previous 
selling experience in the industry.

1.  How should Samson have gone about implementing the decision to add fifteen 
new salespersons?

2.  In alleviating the excess inventory situation, what other alternatives should have 
been explored?

3.  Evaluate the appropriateness of  Stanamer’s various policies and practices relating 
to sales force management.

EXHIBIT 5  Sales Personnel Development Unit: Selling Section, Sales and 
 Marketing Department

Sales Personnel Development Unit: Selling Section, Sales
and Marketing Department
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CASE 1-9

The Kramer Company
Manufacturer of  Men’s Toiletries— 
Seeking Greater Sales and Profitability

Sales executives of The Kramer Company, manufacturer of a limited line 
of high-priced men’s toiletries, were concerned that current sales of For-
est Dew, the company’s major product, was insufficient to support the 
present sales organization. Sales for Forest Dew had increased gradually 
during the past three years; however, the rate of increase was substantially 
below forecasted figures. At the same time, actual profits for Forest Dew 
were well below those projected, even for the existing level of sales. As a 
result, Kramer sales executives sought to conduct an overall analysis of the 
entire sales strategy underlying its primary product, with the twofold aim 
of achieving greater sales along with increased profitability to bring both 
figures closer to their desired levels.

The Kramer Company was a division of Mitchell Company, one of the 
leaders in the men’s grooming-aids industry. The Kramer Company was set up 
by Mitchell Company as a means of entering the “prestige-price” market for 
men’s personal products and to establish working relationships with depart-
ment stores and specialty shops. Since its inception, Mitchell had catered to 
the mass market for men’s grooming aids, with an extensive line of successful 
products. It was hoped that Kramer would permit Mitchell to achieve suc-
cessful entry into the high-priced market for men’s toiletries.  Selling unique, 
high-quality products to a limited market through restricted distribution pol-
icy, Kramer also was to be an industry leader in new products and new pack-
aging concepts.

Kramer’s first marketing effort was Forest Dew, a shaving cologne. It 
was packaged in a colorful, uniquely designed bottle and sold in an attrac-
tive styrofoam case. Forest Dew was priced at $3.75 per ounce, as Kramer 
management felt that this price would enhance the prestige of the product. 
The shaving cologne segment of the men’s toiletries market was highly 
competitive; the bulk of Forest Dew’s competition came from such brands 
as Aramis, Braggi, Kanon, English Leather, and Brut.
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The product was test marketed for the Christmas season in New York 
City and Los Angeles. In New York City, Forest Dew was sold in Lord & 
Taylor’s, and Macy’s, and in Los Angeles it was sold in I. Magnin, May’s, and 
The Broadway. With very favorable results in the test markets, Forest Dew 
was introduced nationally for the Father’s Day and graduation gift seasons. 
On the basis of the test markets, Kramer estimated that department stores 
would account for 60 percent of sales, men’s stores for 30 percent, and inde-
pendent drugstores for 10 percent.

Kramer employed a sales force of thirty persons, all of whom were 
selected from the Mitchell Company and included some of Mitchell’s best 
salespersons. There were three sales regions: New York, Chicago, and 
Los Angeles. The regions were broken down into districts, with offices in 
Atlanta, Detroit, St. Louis, Dallas, and San Francisco.

The national sales effort was under the direction of the general sales 
manager, who was headquartered in Philadelphia. The three regional 
sales managers reported directly to the general sales manager. Their major 
responsibilities were related to directing the sales effort in their respec-
tive regions. The district sales managers’ duties included directing, hiring, 
and training field sales personnel. District managers had limited account 
responsibility, calling only on key accounts in their districts. Field sales per-
sonnel were required to handle all Kramer business within their respective 
territories. Salespeople were responsible for selecting the outlets in their 
respective areas.

The Kramer Company utilized a policy of exclusive distribution for 
Forest Dew. Management felt this was necessary if Forest Dew was to be 
a prestige item. No wholesalers were used, as Kramer preferred to deal 
directly with its exclusive retailers. Executives believed that the absence 
of wholesalers enabled the firm to control distribution and maintain the 
prestigious image for Forest Dew. Kramer realized that it could exercise 
more control over the selling price if retailers had exclusive rights to a 
territory and did not have price-cutting competition. It was generally rec-
ognized by Kramer’s sales executives that elimination of wholesalers prob-
ably increased the total cost of marketing Forest Dew, since Kramer had to 
perform the wholesaling functions itself, but this was considered accept-
able in light of the heightened image of the product.

Kramer advertising was designed to familiarize the public with the 
Kramer name and, specifically, the Forest Dew brand of shaving cologne. 
It was felt that effective advertising that presold the consumer would vir-
tually eliminate the need for personal selling at the retail level. Advertising 
expenditures were divided among network and local spot television, mag-
azines, and cooperative advertising. To promote a prestige image, Kramer 
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advertised Forest Dew in New Yorker, Esquire, Sports Illustrated, and 
 Playboy. Its television spots were carefully selected with the Forest Dew 
image in mind. Kramer engaged in cooperative advertising with some of 
its larger accounts on a fifty-fifty basis. Kramer’s Forest Dew account was 
handled by the advertising agency of Doyle Dane Bernbach. The heaviest 
promotions came at Father’s Day and Christmas, the seasons that Kramer 
estimated to account for 75 percent of its sales.

While Forest Dew was in its early stages of market development, 
Kramer introduced an entirely new line of men’s cosmetics. The product 
was a popularly priced line of after-shave lotion and cologne called Male 
Image. The new product was intended for the mass men’s market, and 
a policy of intensive distribution was followed. The advertising for Male 
Image, done by Ogilvy and Mather, used a variety of appeals and concen-
trated on a hard-hitting approach.

Many retailers that carried Forest Dew would not accept Male Image 
because of its popular price and because it was sold in K-Mart, Woolco, and 
a variety of discount department stores and drugstores. The Kramer phi-
losophy was that the company had excluded itself from a segment of the 
men’s-toiletries market and Male Image was introduced to fill that void. It 
was too early to estimate the success of Male Image; however, it was clear 
that Forest Dew was experiencing disappointing sales and profitability. The 
sales picture of Forest Dew indicated that present sales volume could not 
support the company’s present sales organization. As a result, Kramer was 
considering the possibility of introducing the Forest Dew line into more 
retail outlets, such as Penney’s, Ward’s, Sears, and various drug chains. 
Management believed that change in distribution policy and sales strategy 
would make it easier to gain dealer acceptance of its new Male Image line.

1.  What alternatives did the Kramer Company have to achieve greater profitability 
for the Forest Dew brand of  men’s shaving cologne? Analyze each  alternative.
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CASE 1-10

Martin Packaging Company, Inc.
Manufacturer of  Packaging  
Products and Systems— 
Evaluation of  Sales Strategy

Thomas Steeves, manager of the Marketing Research and Analysis Depart-
ment of the Martin Packaging Company, Inc., faced the task of evaluating 
the marketing and sales strategy implications of the new “plasti-shield” 
bottle being tested by the soft drink industry. The plasti-shield bottle was  
a new soft drink bottle that had a plastic coating around the lower half of 
the bottle.’ 

Martin Packaging Company was founded in 1852. The company orig-
inally produced only paper products; however, in the last thirty years, 
 Martin purchased a majority stock interest in twenty-four companies and 
a minority interest in several others. As a result, Martin had a diversified 
product line. One of the twenty-four companies which Martin controlled 
was the Dixon Paper Company, a family-held firm.

Dixon was established in 1936 and produced corrugated boxes, 
folding boxes, dry-cleaning bags, and other types of plastic bags. During 
World War II, under a government contract, Dixon developed “V-Board” 
packaging, which consisted of solid fiberboard. V-Board was water-resis-
tant and highly durable packaging that could withstand even the hardest 
handling abuse. Therefore, when Dixon developed the V-Board Coca-Cola 
carton, Dixon Paper Company grew so rapidly that it became the leader 
in paperboard packaging. Martin Packaging Company also was involved 
with paperboard packaging; however, this part of its packaging line was 
not profitable. Consequently, when Martin was looking for further vertical 
integration through a merger, it was evident that Dixon Paper Company 
offered substantial promise, and Martin began to acquire Dixon stock. 
After the merger, Martin developed new packaging methods for the soft 
drink and beer industries. Martin also advanced into automated systems 
packaging. Net sales were approximately $1.1 billion.
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Martin was organized into two divisions for producing and marketing 
paper and related products. The Martin Container Division produced fold-
ing boxes for frozen foods, dry goods, and hardware. It also made plastic 
Cluster-Packs for margarine and other dairy products. The Martin Pack-
aging Division manufactured secondary packaging for soft drinks, beer, 
and wine.

The Packaging Division, for which Sleeves’ research and analysis was 
conducted, had a direct sales force of forty people. Martin management felt 
that the secondary packaging industry was changing from one in which 
the sales force simply took orders to one in which they had to provide 
“technical assistance” to the customer, as this was critical to success in 
the packaging industry. Martin’s sales force needed an excellent work-
ing knowledge of the packaging industry, plus considerable knowledge of 
each customer’s business.

The forty-person sales force was divided along both geographic and 
product lines. Martin believed it should deliver a total packaging system to 
its customers, and that to do this, ten salespeople made calls only on soft 
drink bottlers in major cities to explain the Martin automatic packaging 
system. The remaining thirty salespersons were assigned geographic areas 
within the Southeast. These salespeople handled all breweries as well as 
soft drink bottlers in their areas.

Sales personnel were compensated by salary, with no bonus system 
in effect, except “across-the-board” bonuses, the size of which was deter-
mined by overall company performance.

On the whole, Martin management was pleased with the performance 
of the sales force and it was regarded as a vital factor in the company’s 
success. However, recently a question had been raised concerning the 
information-feedback function of the salespeople. Instances were cited in 
which communications had been either nonexistent or had broken down 
somewhere between the sales personnel and the management.

The Packaging Division was continually being evaluated because 
secondary packaging, especially for the soft drink industry, was highly 
competitive. The industry leaders that provided major competition were 
International Paper Company, Olin-Mathieson, and Federal Paperboard. 
Secondary packaging in the soft drink industry consisted of packaging, 
such as soft drink cartons and wrap-around plastic cartons, which Martin 
produced. This was in contrast to soft drink primary packaging, which 
referred to the bottles or cans that contained the soft drink.

Soft drink bottlers traditionally operated small-scale bottling plants 
in almost every U.S. city of any size. For years they made use of only 
 returnable bottles. Martin was among the leading producers, in sales vol-
ume and profit, of the traditional cardboard carton for returnable bottles.
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With the innovation of the canned soft drink, the investment capital 
necessary to bottle (can) soft drinks increased substantially. Bottlers began 
consolidating into large-scale operations to gain economies of scale. As 
the primary packaging changed, the secondary packaging changed also. 
The revolutionary “wraparound” carton was developed. However, Martin 
did not adopt this new method for several months after its introduction 
by a competitor, and thus lost its position as the leader in the secondary 
packaging of soft drinks.

When the nonreturnable bottle was introduced in the soft drink indus-
try, Martin welcomed this innovation. The canned soft drink had reduced 
the requirements of secondary packaging, because the cans themselves 
performed much of the advertising, promotion, and protection functions. 
The nonreturn-able bottle called for secondary packaging for promotion 
as well as for product protection and convenience in handling. Martin was 
among the leaders in developing cartons for the nonreturnable bottles. 
As sales of nonreturnable bottles grew, Martin again became the industry 
leader in secondary packaging in the soft drink industry.

But later, as sales of nonreturnable bottles began to slump, Martin 
speculated that people were becoming less willing to spend the extra 
money for nonreturnable bottles. To combat this slump, soft drink bottlers 
began to work on a new type of bottle that would have a plastic coating 
around the lower 50 percent of the bottle. This was called the “plasti-shield” 
bottle. As the industry began research on additional primary packaging, 
Martin began research on additional secondary packaging.

The plasti-shield bottle was born from interdivision rivalry at Owens- 
Illinois. Owens-Illinois invested over $40,000,000 in the project. The 
method of production used could produce up to 580 bottles per minute, 
with a future anticipated speed of 700 bottles per minute. Based on a fore-
casted market demand,

Owens-Illinois planned to establish between eight and ten production 
facilities in Boston, New York, Chicago, Los Angeles, and St. Louis for the 
manufacture of 10- to 16-ounce sizes of primary glass containers.

The plasti-shield bottle weighed 3.5 ounces less than the lightest 
nonre-turnable bottle of any capacity. The plasti-shield rolls of polystyrene 
were decorated by printing with up to four colors, but factory production 
was limited by the number of bottles that could be plastic-wrapped in an 
“off-line” operation. Initially, machine lines applied the plasti-shield jackets 
at a rate of only 200 bottles per minute (B.P.M).

Plasti-shield bottles were available in colors of flint, green, and amber 
glass and were produced in five sizes: 10, 12, 16, 28, and 32 ounces. The plasti- 
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shield container would have three convenience closures: the wide mouth, 
the aluminum ring-pull, and the narrow neck.

Owens-Illinois had begun work on plasti-shield several years ago, to 
combat the efficiencies of the 12-ounce can, with essential emphasis on a 
secondary packaging system to be developed that would handle at least 
1,500 B.P.M. and having a packaging materials cost of less than $200 per 
thousand.

The current secondary packaging of the wide-mouth plasti-shield bot-
tle used the “top-hold” principle in which paperboard cartons were used. 
Olin-Mathieson, Martin’s leading competitor, had arranged for a 60-day 
delivery on a lease-only basis of a machine designed to run at about 250 
B.P.M. This machine was being used in the test setup at Owens-Illihois. The 
Olin-Mathieson “top-hold” carton was priced at $19 per thousand for 2 by 
4 blanks and $16 per thousand for 2 by 3 blanks.

Owens-Illinois expected the plasti-shield bottles, plus the secondary 
packaging “top-hold” principle, to develop into a major part of the soft 
drink container market. Owens-Illinois was going after the can market by 
offering highspeed filling lines and lower packaging costs. Olin- Mathieson 
had the competitive advantage in secondary packaging with its new sys-
tem, and Owens-Illinois’ market success with plasti-shield could bring 
Olin-Mathieson into some of Martin’s volume accounts.

Steeves believed that it would be necessary to react fairly soon to the 
plasti-shield bottle and to the competitive threat posed by Olin-Mathieson. 
He also believed that any delay would seriously threaten Martin Packaging 
Company’s position as industry leader. He believed that development of a 
sales and marketing strategy was essential to success with the plasti-shield 
bottle.

1.  Develop a set of  recommendations for the sales and marketing strategy that 
you believe to be necessary to respond to the plasti-shield bottle and to the 
competitive threat faced by Martin Packaging Company. Specifically, what role 
do you see for the Martin sales force in this strategy?
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The sales executive’s job, like those of other line executives, is to make 
decisions and to see to it that others carry them out. However, in 

marked contrast to the jobs of other marketing executives, the job of 
the sales executive is more action oriented and less planning  oriented. 
Not that sales executives are unconcerned about planning, because they 
are. But their plans cover rather short periods and concern near-term 
 personal-selling objectives and how to attain them. It is not stretching 
things very much to say that the main concern of marketing manage-
ment is the “future” and the main concern of sales management is the 
“ present”—the “here and now.” Ultimately, all marketing plans call for 
action in their implementation, and sales management’s plans typically are 
near to the action point.

The Eff ective Sales 
 Executive

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the nature of sales management positions

 ■ Understand the functions of the sales executive 

 ■ Recognise the qualities of effective sales executives

 ■ Know the compensation patterns for sales executives

6
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What qualifications must sales executives have to make decisions? 
They require a base of experiential and other knowledge, much of which 
may not be very explicit; this base provides a “feel” for problems and possi-
ble solutions. They need keen awareness of company and sales department 
goals—they must recognize the key features distinguishing the sort of 
company that top management is trying to build, and they must visualize 
the nature and type of contributions the sales department can make toward 
realizing that future “company image.” They need the ability to conceptual-
ize problem situations in areas where they have the main decisionmaking 
responsibility and in those where they contribute to decisions that have 
implications in other marketing areas and/or in other parts of the business.

The decisions that the sales executives are involved in may affect only 
the sales department, or they may have significant implications elsewhere 
in the organization. Sales executives, in performing their jobs, must know 
how to analyze information, how to combine its significance with their 
own experiential knowledge and judgment (and their willingness to accept 
a certain amount of risk), how to apply imagination in searching for alter-
native solutions to problems, how to predict the likely outcomes of differ-
ent alternatives, and how to choose that alternative with the highest payoff.

NATURE OF SALES MANAGEMENT POSITIONS

The requirements of the sales executive’s job vary from company to com-
pany and from position to position within companies. However, certain 
responsibilities are typically assigned to the same types of executives in 
different companies. It is possible, therefore, to generalize about the activi-
ties and responsibilities of sales managers, district sales managers, product 
managers, and other sales or marketing executives. Some companies have 
formulated concise statements of duties associated with various positions, 
known as job or position descriptions. Typical job descriptions for the jobs 
of sales manager and district sales manager follow.

Position Guide—Sales Manager

Reporting relationship. The sales manager reports to the vice-president 
of marketing.

Job objective. The primary objective is to secure maximum volume of 
dollar sales through the effective development and execution of sales pro-
grams and sales policies for all products sold by the division.
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Duties and responsibilities. In working toward achievement of the pri-
mary job objective, the sales manager is expected to be concerned with:

1.  Sales program. The sales manager takes the initiative in estab-
lishing short- and long-range sales goals of the division and, in 
collaboration with other marketing executives, sets sales, profit, 
growth, market share, and other goals.

The sales manager arranges for the development of detailed 
sales programs designed to improve competitive positions, 
reduce selling and other distribution expenses, and reach estab-
lished sales goals.

The sales manager reviews and approves sales policies, sales 
strategies, and pricing policies (to the extent that they impact 
upon sales goals) for all products to ensure that short-term oper-
ations are in accord with long-term profitability and do not jeop-
ardize other phases of the company’s operations.

2.  Organization. The sales manager establishes an effective plan of 
organization, and methods of controlling the activities of members 
of the sales organization, that will provide sufficient time for car-
rying out the full line of departmental responsibilities.

The sales manager provides leadership both to immediate sub-
ordinates and all levels of the sales organization in establishing a 
sound basis for each individual’s self-development, and in making 
certain that rewards are in line with responsibilities and performance.

3.  Sales force management. The sales manager identifies promising 
sources for the recruitment of new sales personnel and sets stan-
dards for selection of the most promising recruits.

The sales manager provides for the training of new person-
nel so as to achieve high-level performance in the shortest pos-
sible time. At the same time the sales manager provides for the 
training of veteran sales personnel, so as to improve their perfor-
mance levels and to prepare them for possible promotion. The 
sales manager sees to it that there is an adequate supply of sales 
executive talent for replacements up through and including the 
sales manager’s own position.

The sales manager ensures that sales personnel are properly 
motivated, so as to achieve optimum sales performance.

The sales manager establishes a system of sales supervision 
that controls waste and inefficiency and points sales efforts into 
the most profitable channels.

4.  Internal and external relations. The sales manager develops 
 effective working relations with other department heads and the 
general manager so that significant sales developments can be 
translated into appropriate courses of action.
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The sales manager develops and maintains relationships 
with key accounts that provide maximum long-term participation 
in their available business.

The sales manager develops and maintains effective working 
relationships with sales, training, and other key personnel in the 
employ of customers to ensure that cooperation is beneficial to 
both parties.

5.  Communications. The sales manager keeps the vice-president of 
marketing informed on sales results and future plans of operation.

The sales manager establishes a system of communications 
with other sales personnel that keeps them informed of overall 
departmental sales objectives, results, and problems and keeps 
the sales manager informed of their needs and problems.

6.  Control. The sales manager consults with the production manager 
so that production rates and inventories are geared as closely as 
possible to actual sales needs.

The sales manager reviews and approves sales and expense 
budgets and evaluates periodically the performance of all sales 
activities in relation to budget and sales goals and takes such cor-
rective actions as are required.

The sales manager delegates authority and develops control 
records and performance standards to permit a proper balance of 
time spent on the various activities in this job description.

Performance criteria. The sales manager’s performance is considered 
satisfactory when

 • The department’s dollar and unit sales are equal to or exceed the 
quantities budgeted.

 • The profit contribution of the sales department is in line with the 
plan.

 • The details of sales plans are in writing and are acceptable to mar-
keting management.

 • The turnover rate of sales personnel is maintained at a level 
regarded as satisfactory by marketing management.

Position Guide—District Sales Manager

Reporting relationship. The district sales manager reports to the sales 
manager.

Job objectives. The primary objective is to secure maximum dollar sales of 
the company’s products in the sales district in accordance with established 
sales policies and sales programs, within the limits of the sales budget.
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Duties and responsibilities. The district sales manager is responsible 
for the effective deployment of selling efforts and the maintenance of good 
trade relations in the assigned district. In working toward achievement 
of the primary job objective, the district sales manager is expected to be 
concerned with

1.  Supervision of sales personnel. The district manager evaluates the 
sales opportunities in the district and assigns territories that have 
equitable work loads and that permit minimum travel costs, so as 
to secure maximum dollar sales at minimum cost.

The district sales manager directs, assists, and supervises sales 
personnel in maintaining and improving the company’s competi-
tive position and in handling special sales or competitive problems.

The district sales manager rates sales personnel in the per-
formance of all their duties, and at least annually discusses these 
ratings with them to direct their attention toward areas where 
improvement is needed.

The district sales manager advises the sales manager on 
important personnel problems.

The district sales manager evaluates the sales personnel’s 
strategies for key accounts, helping each to plan strategy for all 
assigned accounts and to develop new accounts.

2.  Control. The district sales manager forecasts short-term sales of 
the district and works with sales personnel in estimating future 
sales in their territories so that accurate sales budgets and sales 
quotas can be developed.

The district sales manager prepares a periodic progress report 
on industry condition, forward plans, and the progress made toward 
sales objectives.

The district sales manager reports on significant sales or 
competitive developments that may affect the company’s future.

3.  Administration. The district sales manager is responsible for the 
efficient administration of the district office operations and ware-
house and stock facilities in accord with established policies and 
procedures.

The district sales manager develops effective working rela-
tions with technical personnel, other district managers, and home 
office personnel so as to take full advantage of their help to 
achieve sales goals, reduce costs, and effectively carry out sales 
programs.

4.  Communications. The district sales manager studies and analyzes 
the plans, programs, and policies originating in the home office 
and interprets them to the sales staff so that these plans, pro-
grams, and policies can be coordinated in the district’s activities.
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The district sales manager communicates to the sales man-
ager and top administration any information about customers and 
markets or about personnel that should be of interest to them.

The district sales manager maintains membership in profes-
sional organizations whose activities are of interest and concern 
to the division so as to promote better customer relations and 
develop intelligence sources.

Performance criteria. The district sales manager’s performance is con-
sidered satisfactory when

 • The district’s dollar and unit sales are equal to or exceed the quan-
tities budgeted.

 • The district’s total expenses are not higher than the amounts bud-
geted. 

 • The profit contribution of the district office and warehouse is in line 
with plan.

 • The turnover rate of district sales personnel is maintained at a level 
regarded as satisfactory by the (general) sales manager.

FUNCTIONS OF THE SALES EXECUTIVE

Many sales executives get promoted to their positions because of their 
previous performances as salespersons. In some companies, outstanding 
salespersons have an inside track when sales executives’ jobs are being 
filled. The assumption is that outstanding salespersons will be outstand-
ing sales executives. Nothing could be farther from the truth. The sales 
executive’s job demands administrative skills much beyond those required 
of salespeople. Personal-selling experience is not unimportant, as sales 
executives manage people who do personal selling. But personal-selling 
experience and outstanding personal-selling performance are two differ-
ent things—most companies can recount instances where an outstanding 
salesperson failed in a sales executive’s job.

Basically, the sales executive has two sets of functions: operating and 
planning. The operating functions include sales force management, han-
dling relationships with personnel in other company departments and with 
the trade (intermediaries and/or customers), communicating and coordi-
nating with other marketing executives, and reporting to some superior 
executive (such as the marketing vice-president). In addition, in some com-
panies and fairly commonly in lower-level sales executive positions, the 
sales executive sells some accounts personally (to keep a “hand in” and to 
keep abreast of current selling problems and conditions).
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The sales executive’s planning functions include those connected 
with the sales program, the sales organization, and its control. The sales 
executive is responsible for setting personal-selling goals, for developing 
sales programs designed to achieve these goals, for formulating sales poli-
cies and personal-selling strategies, and for putting together plans for their 
implementation. Sales programs are put into effect through the sales orga-
nization, and the sales executive is responsible for designing and shaping 
the sales organization, for staffing it, for developing the skills of those 
who are part of it, and for providing leadership to it. Achievement of sales 
departmental goals requires controls over selling activities, sales volume, 
selling expenses, and the like. The sales executive is responsible for these 
and related control activities.

The relative emphasis that sales executives give to the operating and 
planning functions varies with (1) the type of products, (2) the size of 
company, and (3) the type of supervisory organization. Customarily, sales 
executives at all organizational levels devote more time and attention to 
sales force management than they do to any other single activity.

The significance attached to operating and planning functions var-
ies with the product. If the product is a consumer good, sales executives 
attach the greatest importance to planning functions: development of sales 
programs, coordination of personal selling with advertising, and building 
and maintaining relationships with dealers and customers. If the product 
is an industrial good, sales executives attach the greatest importance to the 
operating functions—managing and directing the sales force, making calls 
with salespeople, and selling personal accounts. Consumer-goods sales 
managers, in general, spend more time on planning and less on operating 
than do their counterparts in industrial-goods companies.

The amount of the sales executive’s time devoted to planning and 
operating functions is influenced by the size of the sales organization. 
Sales executives in small companies spend less time on planning and more 
on operating. As the size of the company increases, the sales executive 
devotes more time to planning and less to operating.

Exerting important influences on the way sales executives distribute 
their time and effort, too, is the type of supervisory organization. When the 
sales executive supervises the field sales force directly, he or she spends 
most of the time on operating functions. When the sales executive super-
vises the field sales force through subordinate sales executives, more atten-
tion is devoted to planning and less to operating. Sales executives who 
have high-caliber subordinates generally are more willing to delegate most 
of the performance of the operating functions to them and, consequently, 
have more time left for planning.
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QUALITIES OF EFFECTIVE SALES EXECUTIVES

What qualities should sales executives possess? It is difficult to list “ success” 
qualifications. Sales executives’ jobs cover a gamut of products, markets, 
and marketing channels, and there would seem to be few, if any, qualifi-
cations in common. Nevertheless, five qualities (or abilities) common to 
effective sales executives, whatever their fields, can be identified:

1.  Ability to define the position’s exact functions and duties in 
relation to the goals the company should expect to attain. Sales ex-
ecutives calculate what is entailed in their responsibilities. Wheth-
er or not the company provides them with a job description, they 
draw up their own descriptions consistent with the responsibil-
ities assigned by higher management. Revisions are necessary 
whenever changes occur in the assigned responsibilities or in 
company goals.

2.  Ability to select and train capable subordinates and willing-
ness to delegate sufficient authority to enable them to carry out 
assigned tasks with minimum supervision. Ability to delegate 
authority is a must. Effective executives select high-caliber sub-
ordinates and provide them with authority to make decisions. 
Within existing policy limits, decisions are made by subordi-
nates; when an exception falling outside these limits occurs, the 
superior decides. The more capable the subordinates, the wider 
policy limits can be and the more the superior’s time is freed 
for planning.

3.  Ability to utilize time efficiently. The time of sales executives is valu-
able, and they budget it and use it carefully. They allocate working 
time to tasks yielding the greatest return. They arrive at an opti-
mum division between office work and field supervision. Even the 
use of off-duty hours is important. Excessive work time and too 
little leisure reduces efficiency. Successful sales executives balance 
such leisure-time activities as community service and professional 
meetings against personal social activities, recreation, and self-im-
provement.

4.  Ability to allocate sufficient time for thinking and planning. Able 
administrators make their contributions through thinking and 
 planning. They know how, and are willing to think. They recog-
nize that reviewing past performances is a prerequisite to plan-
ning. They strive to gain new insight that will bring problems into 
better focus. Effective sales executives shield themselves from rou-
tine tasks and interruptions. Failing this, they retreat to Shangri-Las 
where surroundings are conducive to thinking and planning.
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5.  Ability to exercise skilled leadership. Competent sales executives 
develop and improve their skills in dealing with people. Although 
they rely to a certain extent on an intuitive grasp of leadership 
skills, they depend far more on careful study of motivational 
factors and shrewd analysis of the ever-changing patterns of 
unsatisfied needs among those with whom they work. Skilled 
leadership is important in dealing with subordinates and with 
everyone else.

RELATIONS WITH TOP MANAGEMENT

Effective sales executives are well above average in initiative and personal 
drive. Realizing the sales executive’s potential, however, depends largely 
upon relations with top management. Sales executives should want to get 
ahead, for personal goals are as vital to them as the objectives they set 
for the sales department, but if they are to achieve these goals, not only 
must they know where they are going, but top management must be kept 
abreast of their progress.

Effective sales executives plan and implement their own self- development 
programs, and setting definite career goals is essential. They harmonize their 
own goals with those of the organization, this being important for maximum 
progress of individual and company alike. Whenever the sales executive 
and the company cease to move toward mutually compatible goals, friction 
causes both to fall short. When this happens, either the two sets of goals 
must be reconciled, or the executive should leave the firm. Sometimes, sales 
executives unilaterally reconcile such goal conflicts (usually by adjusting per-
sonal goals to fit those of the organization). More often, they reconcile them 
through interaction with company top  management.

Effective sales executives accept responsibility for all activi-
ties related to their positions, but they avoid becoming indispensable. 
 Indispensability is undesirable for both the executive and the company. 
For the sales executive, it means blocking opportunities for promo-
tion; for the company, it means that too much is being staked on one 
 individual. One way to avoid becoming indispensable is to practice and 
advocate delegation of authority, and effective sales executives place high 
priority on training their own replacements. Junior sales executives are 
well advised to learn and master the duties and responsibilities of the 
positions immediately above theirs. Promotions come to those prepared 
for them, and preparation consists of setting definite career goals and 
adhering to programs of continuing self-development.
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Effective sales executives are highly qualified as problem solvers 
and decision makers. Consequently, sales executives guard against tak-
ing too many of their problems to top management. Asking for help 
in deciding problems is asking for closer supervision (and less author-
ity). Competent sales executives do not require a close watch over their 
activities.

Effective sales executives keep top management informed on import-
ant decisions and the department’s plans and accomplishments. They trans-
mit all ordinary reports promptly, and special reports when appropriate. 
They exercise restraint in reporting their own activities, but they see that 
their superiors have all the information needed to evaluate their personal 
effectiveness. Their reports ensure that top management knows in broad 
outline the problems encountered in selling the company’s products, the 
ways they are handled, and the results accomplished.

Effective sales executives pay attention to the manner in which they 
communicate with top management. They do not hesitate to give their 
superiors the benefit of their thinking, but, unless matters of high principle 
are involved, they are willing to modify preconceived ideas.

When the sales executive has a great idea, is absolutely sure of it, and 
top management is unconvinced, the sales executive must play the role of 
super-salesperson and “sell” to those with the authority to decide. When 
the facts do not speak for themselves—when those in authority fail to 
grasp their full significance—the sales executive, like any competent exec-
utive, should bring to bear his or her full powers of persuasion.

Effective sales executives listen and learn. They keep a dated record 
of important conversations. They refrain from voluntarily discussing the 
personal competence of fellow executives. They avoid relaying rumors. 
They control their executive contacts, never missing scheduled engage-
ments without reason. Sales executives following such rules of conduct 
experience little difficulty in winning top management’s confidence 
and respect.

RELATIONS WITH MANAGERS OF OTHER MARKETING ACTIVITIES

Sales executives spend most of their time on sales force management; 
they also are concerned with other marketing activities. The degree of 
responsibility over these activities, and the amount of time allocated to 
them, vary with the particular job, but sales executives are almost always 
concerned with products, promotion, pricing, and distribution. They may 
also have a role in achieving control over these activities and coordination 
among them.

06-ch06.indd   150 6/19/2017   12:46:46 PM



CHAPTER 6: The Effective Sales  Executive 151

Relation with Product Management

Product planning and the formulation of product policies requires numer-
ous decisions. Periodically each product needs appraising in terms of its 
profitability and its ability to fulfill buyers’ wants. Decisions are made 
on whether each should be retained, changed or improved, or dropped 
from the line. Other decisions are made on adding new products and 
on changes in product design and other features. Still other decisions 
concern product quality, services rendered in connection with sales, and 
packaging.

Product decisions are often the shared responsibility of marketing, 
production, research and development, and financial executives, operating 
as a product committee. Sales executives provide inputs for these decisions. 
Their contact with the market through subordinates and sales personnel 
provide them with feedback about product performance and acceptance 
generally not available from other sources.

Relations with Promotion Management

Chief marketing executives are responsible for setting promotional policies, 
but sales executives participate in their formulation. Their knowledge of the 
market and their control over personal-selling activity make sales executives a 
key source of information, and they occupy a strategic position in implement-
ing promotional plans. Sales personnel are responsible not only for transmit-
ting sales messages to prospects but for securing the use of point-of-purchase 
displays and for coordinating dealer efforts with advertising programs. Sales 
executives, because of their key roles in making and implementing promo-
tional policies, must coordinate closely with other executives in the formula-
tion and implementation of the promotional program.

Almost every product relies on personal selling as a promotional 
method at one or more points in the marketing channel. Personal selling’s 
effectiveness traces to the use of personal contact in conveying the sales 
message to prospective buyers. But personal selling is the most expen-
sive promotional method in terms of cost per sales message transmitted. 
The proportion of personal selling in the promotional mix generally must 
be limited, and it is the sales executive’s responsibility to keep selling 
costs down.

The sales executive makes certain that salespeople keep abreast of 
current advertising campaigns. Sales personnel need briefing on specific 
advertising appeals, enabling them to adapt their selling approaches in 
ways that enhance the total promotional impact. The sales force should 
know which media are scheduled to carry advertisements for which prod-
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ucts and the timing of each ad’s appearance. Advertising personnel need 
access to the sales executive, since this executive is an important source of 
information about customers, their needs, behavior, and motives.

Sales executives play similar roles with respect to other promotional 
methods. Decisions regarding the usage of these methods in the promo-
tional mix are normally made by the chief marketing executive or by other 
specialists. Besides serving as an important source of information, the sales 
executive secures coordinative efforts by the sales force to ensure that each 
promotional activity obtains optimum results.

Relations with Pricing Management

When major decisions on pricing policy are required, both the chief mar-
keting executive and the sales executive occupy influential positions in top 
management councils. Relative to other executives, they generally have 
much clearer ideas of the prices final buyers are willing to pay, the sales 
executive because of close and continuing contacts with the market and 
the marketing executive because of access to pricing information gathered 
and interpreted by the marketing research staff.

In spite of the fact that these two executives are well qualified to 
speak with authority on pricing matters, price policies should be formu-
lated and prices should be set by a group of executives. Each department 
affected should be represented as pricing policymaking is, by nature, an 
interdepartmental activity. Included in the policymaking group should be 
representatives not only of the marketing department but also of such 
departments as production, cost accounting, credit, advertising, legal, and 
public relations. Pricing policies should result from the cooperative action 
of the group rather than from compromises among its members.

Once pricing policy is established, its implementation is the respon-
sibility of the sales executive. For example, the pricing committee might 
adopt suggested list prices, but the sales executive is the one responsible 
for informing distributors and dealers and obtaining their conformance. 
Responsibility for administering prices should be assigned to the sales 
executive, because the sales department has the closest relationship with 
the market.

Relations with Distribution Management

Distribution policies are major determinants of the breadth and complexity 
of the sales department’s organization and functions. Selection of a market-
ing channel, or channels, sets the pattern for sales force operations, both 
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geographically and as to the classes of customers. It is also necessary to 
determine the number of outlets for the product at each distribution level, 
and this affects the size and nature of the manufacturer’s sales organization 
and the scope of its activities. Furthermore, marketing management deter-
mines policies on the amount and extent of cooperation it desires with 
members of the distributive network—also influencing the size of the sales 
force, the nature of the salesperson’s job, the need for sales supervision, 
and the like. Because of the impact of distribution policies upon the sales 
organization and its activities, sales executives play key roles in providing 
information needed for their formulation, since they are responsible for 
implementation of these policies.

COMPENSATION PATTERNS FOR SALES EXECUTIVES

Selling is often important to the success of a company, so it is not surprising 
that sales executives often command substantial compensation. The impor-
tance of selling is reflected in the compensation of top marketing  executives 
who often earn six-figure annual incomes. Top sales executives have com-
pensations averaging 70 percent of those of top marketing executives in the 
same companies. In large companies, as much as one-third of the top sales 
executive’s compensation is in the form of bonuses. Financial rewards in 
smaller companies are less spectacular, but even here the top sales execu-
tives ranks among the highest-paid four or five company officials.

Sales executives at lower levels are paid less than their chiefs. 
 Higher-ranking subordinates, such as regional or district sales managers, 
have median earnings approximating 90 to 95 percent of those of the top 
sales executive. Field sales managers, those on the first step of the ladder 
in the sales force executive hierarchy, receive median earnings about two-
thirds of those of the top sales executives. Salespeople earn about half as 
much as the top executive.

Commonly, sales executives receive some of their pay as bonuses, 
commissions, or other “incentive” payments. These payments at higher 
executive levels are based upon relative profit performances and at lower 
executive levels upon sales volumes achieved relative to sales potentials. 
The prevalence of incentive payments of sales executives causes their earn-
ings to fluctuate from year to year.

Most studies show that more than half of the top sales executives have 
stock options (granting them the right to buy company stock on advanta-
geous terms) and receive some compensation in the form of an incentive 
bonus, profit-sharing plan, stock purchase plan, deferred compensation 
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plan, or some combination of these. Other fringe benefits, such as retire-
ment funds, company-paid insurance policies, and annuities, are common.

CONCLUSION

Sales executives’ jobs vary from company to company and from position 
to position within companies, but all are responsible for making decisions 
and seeing to it that others carry them out. All sales executives, from the 
top sales executive down, spend most of their time managing personal-sell-
ing activities. Lower-ranking sales executives, such as branch managers, 
devote nearly all their time to direct supervision of salespersons. Thus, 
while sales executives need qualifications similar to those of effective exec-
utives in other fields, they must be adept at leading people. The higher 
their positions are in the organizational hierarchy, the more sales execu-
tives must work with decision makers in other marketing areas, since all 
marketing decisions impact on the personal-selling situation.
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Sales organizations work for the effective marketing of products man-
ufactured by the fi rm or the products purchased for resale. Effective 

sales executives insist upon a sound organization. They recognize that 
the sales organization must achieve both qualitative and quantitative 
personal- selling objectives. Over the long haul, it must achieve qualitative 
objectives—those concerning personal-selling’s expected contributions 
to achievement of overall company objectives. In the short run, it must 
attain the quantitative personal-selling objectives—not only sales volume 
but other objectives related to “profi t” (such as keeping selling expenses 
within certain limits) and to “competitive position” (such as attaining given 
market shares). Achieving short-run quantitative  personal-selling objectives 

The Sales Organization

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the purposes of sales organization

 ■ Set up a sales organization

 ■ Understand the sales organization structures

 ■ Establish the fi eld sales organization

7
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 precedes attainment of the long-run qualitative personal-selling objectives. 
The effective sales executive looks upon the sales organization both with 
respect to the “here and now” and to the “future.” But the sales organi-
zation makes its major contribution in the present and the near term— 
recognizing this, the effective sales executive builds both sales-mindedness 
and profit-mindedness into the sales organization.

A sales organization is both an orienting point for cooperative endeavor 
and a structure of human relationships. It is a group of individuals striving 
jointly to reach qualitative and quantitative objectives, and bearing informal 
and formal relations to one another. Implicit in the concept of a sales orga-
nization is the notion that individual members cooperate to attain ends. The 
sales organization is not an end in itself but rather the vehicle by which 
individuals achieve given ends. Existence of a sales organization implies 
the existence of patterns of relationships among subgroups and individuals 
established for purposes of facilitating accomplishment of the group’s aims.

Sales organizations in many companies evolved without regard for 
changing conditions. The basic setup designed when the company was 
new, despite, for example, changes in selling style and size of sales force. 
The sales organization, after all, is the vehicle through which person-
al-selling strategy is implemented. A well-designed sales organization, 
like a well-designed automobile, accomplishes more, and more econom-
ically, than does one that is an artifact.

The sales organization should be adjusted to fit—ideally, to  anticipate— 
changing situations. Shifts in marketing, in competition, and in other busi-
ness factors call for changes in the sales organization. The ideal sales orga-
nization has a built-in adaptability allowing it to respond appropriately in 
fluid and diverse marketing environments.

PURPOSES OF SALES ORGANIZATION

In the ideally organized sales department, wasted motion and duplication 
of effort would be eliminated, friction would be minimized, and coop-
eration maximized. Dynamic characteristics inherent in marketing pre-
clude the achievement of such perfection. But when sufficient attention 
is given to sales organization, the ideal is approached, if not attained, and 
 personal-selling efforts increase in productivity.

Executive effort expended on sales organization need not, indeed 
should not, go exclusively to questions of design, that is, of the “formal” 
organization plan. How an organization works is more important than how 
it is supposed to function. Sales management should direct its main orga-
nizational efforts toward the “informal” organization. Through intelligent 
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leadership and related “human relations” talents, the skilled manager 
moves both individuals and informal groups along lines that facilitate 
achievement of the purposes of formal organization.

To Permit the Development of Specialists

As a business expands, marketing and selling activities multiply and 
become increasingly complex. It is difficult to fix responsibility for perfor-
mance of all necessary activities, particularly when executives are reluctant 
to delegate authority.

One purpose of reorganizing the sales department is to facilitate 
assignment of responsibility and delegation of authority. This often requires 
reshaping the structure so that it is easier for specialists to develop. In fact, 
specialization, or division of labor as economists call it, is the chief means 
through which the processes of organization and reorganization are effected. 
As tasks grow in number and complexity, they are broken down into man-
ageable units and are assigned to specialized personnel. This involves  fixing 
responsibility for specific tasks with specific individuals (or, occasionally, 
with certain groups). The assignments made are called “ delegations of 
authority.” This is conducive to the development of specialists.

To Assure that All Necessary Activities Are Performed

As a sales organization grows and specialization increases, it is increasingly 
important to perform all necessary activities. What is “necessary” changes over 
time. When jobs are highly specialized, danger exists that the organizational 
plan will not provide for supervision of all activities. Essential tasks may not 
be performed, simply because they are not assigned to specific individuals.

When a company is small, for instance, its executives are in close con-
tact with users of the product. As a company grows, as marketing channels 
lengthen, and as the marketing area expands geographically, top execu-
tives become farther and farther removed from the customers. As soon as 
executives begin to lose their informal contacts with customers, an individ-
ual should be assigned responsibility for maintaining such relationships. 
If these contacts are highly important, responsibility for maintaining them 
should be assigned to an executive specializing in customer relations.

To Achieve Coordination or Balance

Good organization achieves coordination or balance. Individuals vary in 
competence, potential, and effectiveness. Particularly forceful executives 
may prevent a basically sound organization from functioning smoothly. 
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Their personalities may be such that through assumption of authority, 
failure to delegate it, or both, their positions are magnified out of all 
proportion to their importance. Worse yet, total accomplishments of the 
organization are less than they could have been if, so to speak, greater 
advantage had been taken of the synergistic effect—when the sum of a 
combination effort exceeds the efforts of the same individuals working 
alone. By getting people to pull together as a team rather than as an 
assortment of individuals, the organization accomplishes more collectively 
than its members could independently.

Motivating individuals to work together towards common objectives 
is, then, important in achieving coordination. Individual goals are subordi-
nated to, or reconciled with, organizational goals. Some of the means for 
accomplishing this are indoctrination and training programs, group meet-
ings, supervision and guidance, and two-way communications. Throughout 
the sales organization different activities are kept in proper relation to one 
another in order that the greatest organizational effectiveness is  realized.

As specialists emerge in a growing sales organization, management 
must guard against a tendency of each to search for ways to justify his or 
her own existence. One form of justification is to devise technical nomen-
clatures that nonspecialists in other areas have difficulty understanding. 
This, in turn, leads to increasing communications difficulties with other 
specialists and a reduction in overall organizational effectiveness. These 
instances of uncoordinated proliferation suggest that top sales execu-
tives should concern themselves continually with orchestration of effort. 
Modern organizational theory suggests that sales departments should be 
divided into small, freely communicating, face-to-face groups to decrease 
the possibility of uncoordinated proliferation.

To Define Authority

Sales executives should know whether their authority is line, staff, or 
 functional. Line authority carries the power to require execution of orders 
by those lower in the organizational hierarchy. Staff authority is the power 
to suggest to those holding line authority the method for implementation of 
an order. Functional authority enables specialists in particular areas, such 
as in technical product service, to enforce their directives within a specific 
and limited field. Line executives make decisions on the need, place, and 
time of action over a wide range of matters. Staff executives advise line 
executives about methods but have no formal power to require or enforce 
the execution of their recommendations. Functional executives are spe-
cialists—experts in some aspect of the business—who assist executives 
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holding general line authority. For example, such specialists advise on new 
product introduction. They do this by issuing orders, mainly on routine 
technical problems, directly to lower organizational levels. All executives 
should understand the nature of their authority with respect to each aspect 
of the operation; otherwise, friction develops. When, for instance, staff 
executives attempt to exercise line authority, they are headed for trouble 
with the line executives whose authority is usurped.

A sales organization receives directions from several sources. A sales-
person, for instance, may get instructions on merchandising the advertising 
from an advertising specialist, directions for administering a questionnaire 
to customers from a marketing research technician, and general supervision 
and direction from the district sales manager. This conflicts with  traditional 
organizational theory, which, in general, has said: No person should have 
more than one boss. The supporting argument is that, if individuals receive 
instructions from multiple sources, they may get conflicting and confusing 
directions. The argument is a good one, but the “one-boss” rule does not 
necessarily follow. Modern organizational theory points out, and rightly 
so, that the real problem is one not of avoiding the multiple-boss situation 
but harmonizing orders and directives from different sources. A smoothly 
operating sales organization has built-in ways of achieving harmony. Two 
important ways are continuing coordination of the work of different exec-
utives and free-flowing communications systems.

To Economize on Executive Time

As a sales department’s operations and activities increase in complexity and 
number, additional subordinates are added. This permits higher- ranking 
sales executives to delegate more authority. It also allows for the more 
effective use of specialization, while higher executives devote less time to 
operations and more to planning. One purpose, then, of organization—
and one often overlooked—is achieving economies in the use of executive 
time. Top sales executives need not concern themselves personally with all 
the sales department’s problems and activities, particularly routine or tech-
nical ones, when they have capable and well-trained subordinates.

However, as sales executives gain subordinates, they must devote more 
attention, and probably more time, to coordinating their efforts. Unless the 
executive is an effective coordinator, subordinates may not work in har-
mony or discharge assignments in line with expectations.

In building the sales organization, then, the need for effective coor-
dination limits the number of subordinates who report directly to certain 
executives. This limit is the “span of control.” It is not possible to specify the 
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proper number of subordinates. But the greater the abilities of the coordina-
tor and of those reporting to him or her, the larger the number that can be 
effectively coordinated. However, Lower-level sales executives, those with 
salespeople reporting directly to them, have a wider span of control than 
higher executives devoting much time to planning and policy formulation 
and little to administrative and operating details. One must consider not 
only relative abilities of the coordinator and the subordinates, but the nature 
and importance of the coordinator’s other duties. Furthermore, in deciding 
optimum span of control for a particular position, other factors are taken 
into account. The span of control is widened: (1) with improvements in the 
efficiency, speed, and reliability of the communications system; (2) when 
subordinates perform routine, similar, or repetitive tasks; and (3) when sub-
ordinates are concentrated at the same location as the executive.

SETTING UP A SALES ORGANIZATION

Not often is a sales organization built entirely from scratch, as some struc-
ture usually exists. Most problems of sales organization, in other words, are 
problems of reorganization—the sales organization exists and the goal is to 
make it more effective. It is appropriate, nevertheless, for the sales execu-
tive to approach the organizational problem, each time it arises, as though 
a completely new organization were being built. There are five major steps 
in setting up a sales organization:

1. Defining the objectives.

2. Delineating the necessary activities.

3. Grouping activities into “jobs” or “positions.”

4. Assigning personnel to positions.

5. Providing for coordination and control.

Defining Objectives

The initial step is to define the sales department’s objectives. Top man-
agement, of course, defines the long-run objectives for the company, and 
from these, the general, or long-run, objectives for the sales department are 
derived. Considered collectively, general objectives constitute top manage-
ment’s vision of the company at some future time. Top management, for 
instance, may want the firm not only to survive but to achieve industry lead-
ership, develop a reputation for outstanding technical research, diversify 
its product lines, provide excellent service to customers, furnish investors 
with a generous return, establish an image of public responsibility, and so 
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on. From such composites, sales management determines the implications 
for the sales department and articulates a set of qualitative personal-selling 
objectives. Quantitative personal-selling objectives, in turn, are set with an 
eye on the qualitative objectives. Survival, for instance, is the most basic 
qualitative objective of any enterprise as well as its sales department, and 
this requires, among other things, a continuing flow of sales revenue; so, 
securing a given level of sales volume is an important sales department 
quantitative objective.

Survival also requires profits. Hence, a second qualitative  personal- 
selling objective is to produce profits, not only by making profitable sales 
but by controlling departmental costs and expenses. Furthermore, survival 
requires growth in both sales and profits; otherwise, in a growing econ-
omy the company is destined to fall behind competitors or even risk being 
forced out of business. It follows that a third qualitative personal-selling 
objective is to realize long-term growth in sales and profits. Therefore, 
three of the sales department’s general objectives—all traceable to man-
agement’s desire for survival of the firm—may be summed up in three 
words: sales, profits, and growth.

Qualitative personal-selling objectives are indispensable for long-
range planning and must be kept in mind in short-range planning. Quan-
titative personal-selling objectives are required as operating guideposts. 
Thus, the qualitative personal-selling objective of producing profits may 
be translated into specific quantitative personal-selling objectives such as 
“to increase our market share of the hand-held calculator business to 20 
percent by the end of the current year” and “to secure four wholesalers in 
Australia and one in New Zealand to introduce our vest-pocket calculators 
in those markets next year.” People in the sales department, as those else-
where, work more effectively, with less wasted time, effort, and money, 
when assigned definite goals. The sales department as a whole, similarly, 
operates more smoothly, and its activities are more purposeful, when it has 
specific quantitative objectives.

The qualitative objectives set for the sales department form the basis 
for the general policies governing its long-term performance. The quanti-
tative objectives set are the foundations from which to develop day-to-day 
operating sales policies and programs. A thorough examination—perhaps 
even a restatement—of the qualitative and quantitative goals of the sales 
department is the logical place to begin the task of reorganization.

Determination of Activities and Their Volume of Performance

Fundamental to a sound organizational design is recognition that activities 
are being organized. Only after determining all necessary activities and 
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estimating their volume of performance is it possible to answer such ques-
tions as: What executive positions are required? What should be their rela-
tionships to other positions? What should be the duties and responsibilities 
of persons who fill these positions?

Determining the necessary activities and their volume of performance 
is a matter of analyzing the sales department’s qualitative and quantitative 
objectives. Thorough examination discloses which activities must be per-
formed in what volume. The activities involved in modern sales  management 
are similar from firm to firm, and although individual sales executives think 
that their operations are different, most differences are more apparent than 
real. Almost every sales department carries on the same general activities; 
differences among departments are those of detail, of relative emphasis 
placed upon individual activity and in volume of performance.

Grouping Activities to Positions

Next, the activities identified as necessary are allocated to different posi-
tions. The planner must keep in mind that activities are aimed at achieving 
certain objectives—ultimately the composite provides the raw material from 
which job descriptions are compiled (in terms of reporting relationships, 
job objectives, duties and responsibilities, and performance measures).

Activities are classified and grouped so that closely related tasks are 
assigned to the same position. Each position should contain not only a suf-
ficient number of tasks but sufficient variation to provide for job challenge, 
interest, and involvement. Only in very large organizations, where extreme 
specialization is practiced, should a position comprise only a single activ-
ity, and even here the burden of proof should be on those proposing such 
a move. Pressures of administrative economy are generally strong enough 
that most position holders are responsible for a number of diversified, 
although related, activities.

Certain activities are of crucial importance to success of the sales 
department, and this has implications for organizational design. For exam-
ple, in a highly competitive field, product merchandising and pricing are 
assigned to positions high up in the organizational structure. Activities of 
lesser importance are assigned to lower-level jobs.

When a large number of positions is being set up, groups of related 
jobs are brought together to form departmental subdivisions. In most cases, 
a number of intermediate-level positions would, in turn, have to be coor-
dinated by the top sales executive. Nevertheless, the planner should guard 
against building too many levels into the department. The smallest number 
of administrative levels that permits the organization both to perform its 
activities and to operate smoothly is best.
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Assignment of Personnel to Positions

The next step is to assign personnel to the positions. This brings up the 
question of whether to recruit special individuals to fill the positions or 
to modify the positions to fit the capabilities of available personnel. This 
is a question that has long been controversial. Compromises are frequent. 
On the one hand, some position requirements are sufficiently general that 
many individuals possess the necessary qualifications, or can acquire them 
through training. On the other hand, some individuals possess such unique 
talents and abilities that it is prudent and profitable to modify the job spec-
ifications to fit them. Nevertheless, planners prefer, whenever the situation 
permits, to have individuals grow into particular jobs rather than to have 
jobs grow up around individuals.

Provision for Coordination and Control

Sales executives who have others reporting to them (that is, those with line 
authority) require means to control their subordinates and to coordinate 
their efforts. They should not be so overburdened with detailed and unde-
legated responsibilities that they have insufficient time for coordination. 
Nor should they have too many subordinates reporting directly to them—
this weakens the quality of control and prevents the discharge of other 
duties. Thus, in providing for coordination and control, consideration must 
be given the span of executive control.

Control and coordination is obtainable through both informal and for-
mal means. Strong leaders control and coordinate the efforts of their sub-
ordinates largely on an informal basis. Through sheer force of personality 
coupled with unusual abilities to attract and hold the loyalty of followers, 
the strong leader tends to make minimal use of formal instruments of con-
trol and coordination. But all sales executives, whether strong leaders or 
not, can improve their effectiveness through formal instruments of control.

The most important formal instrument of organizational control is the 
written job description. This instrument sets forth for each job: reporting 
relationships, job objectives, duties and responsibilities, and performance 
measurements. The most critical section is that of setting forth the job 
 objectives—many planners argue that the job objective section should be the 
part emphasized and, to the extent possible, the person who holds the job 
should be allowed to determine how to achieve these objectives. This not 
only encourages position holders to use their own initiative but makes it clear 
that they are to achieve stated job objectives even if that requires performing 
duties and responsibilities beyond those contained in job descriptions. Few 
sales executives will dispute this argument, but most are also convinced that 
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there is merit in detailing duties and responsibilities and in defining the mea-
sures for evaluating the position holder’s performance.

Good job descriptions provide clear pictures of the roles job holders are 
to play in the sales organization, and are also useful in other situations.  Written 
job descriptions find use in employee selection processes. They are used, 
too, in matching job specifications with applicants’  qualifications—where 
recruits cannot be found with all desired qualifications, job  specifications 
form the basis for training. Position holders, in addition, can use their job 
descriptions as yardsticks against which to appraise their own performances.

An organizational chart, another control instrument, shows formal rela-
tions among different positions. A chart reduces confusion about the individ-
ual’s role. An organizational chart delineates formal relations and, because of 
this, rarely provides a true picture of how the organization actually works. 
Nevertheless, availability of an organizational chart enables members of a sales 
department to learn the nature of their formal relations with others, to know 
with whom they are expected to cooperate, and to clarify their formal roles.

An instrument of organizational control used increasingly is the orga-
nizational manual. It is an extension of the organizational chart. Typically, it 
contains charts for both the company and the departments, write-ups of job 
descriptions and specifications, and summaries of major company and depart-
mental objectives and policies. The organizational manual brings together a 
great deal of information and helps its users to learn and understand the 
nature of their responsibilities, authorities, and relations with others.

BASIC TYPES OF SALES ORGANIZATIONAL STRUCTURES

If sound practices are followed in setting up the sales department, the result-
ing structure takes on features of one or more of four basic types: line, line 
and staff, and functional, and committee. The grouping of activities into posi-
tions and the charting of relationships of positions causes the organization 
to take on structural form. Most sales departments have hybrid organiza-
tional structures, with variations to adjust for personalities and to fit specific 
operating conditions.

The sales department’s structure evolves from the needs of the 
 business. No two companies have identical sales organizations, because 
no two have identical needs. The customers, the marketing channels, the 
company size, the product or product line, the practices of competitors, 
and the personalities and abilities of the personnel are but a few of the 
factors affecting the organizational structure of the sales department. So 
numerous are the factors influencing the structure of individual sales 
departments that it is impractical to draw generalizations about the many 
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possible “mixed” types; the discussion that follows is an analysis of the 
three basic types. Organizational planners should know the chief features 
of each type, and its respective merits and limitations. If they have this 
background and understand the other factors influencing the structure of 
the sales department, they are equipped to evaluate its appropriateness.

Line Sales Organization

The line organization is the oldest and simplest sales organizational 
 structure. It is widely used in smaller firms and in firms with small  numbers 
of selling personnel—for instance, in companies that cover a limited geo-
graphic area or sell a narrow product line. The chain of command runs 
from the top sales executives down through subordinates. All executives 
exercise line authority, and each subordinate is responsible only to one 
person on the next higher level. Responsibility is definitely fixed, and those 
charged with it also make decisions and take action. Lines of authority run 
vertically through the structure, and all persons on any one organizational 
level are independent of all others on that level.

The line sales organization sees its greatest use in companies where 
all sales personnel report directly to the chief sales executive. In these 
companies this executive often is preoccupied with active supervision 
and seldom has much time to devote to planning or to work with other 
top executives. Occasionally, however, the line sales organization is used 
where more than two levels of authority are present.

Figure 7.1 shows a fairly large sales department organized on the line 
basis. The sales manager reports to the general manager, assistant sales 
managers report to the sales manager, and salespeople report to assistant 

FIGURE 7.1 Line Sales Department Organization
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managers. Theoretically, there is no cross-communication between persons 
on the same level. Contacts between persons on the same level are indirect 
and are effected through the next higher level. For example, the assistant 
sales manager of Division 1 arranges to confer with the assistant sales 
manager of Division 2 through the sales manager. Similarly, contacts by 
sales personnel with the office staff flow up through the organization to 
the sales manager and back down through the assistant sales manager in 
charge of the office to the office staff.

The basic simplicity of line organization is the main reason for its 
use. Because each department member reports to only one superior, prob-
lems of discipline and control are small. Lines of authority and respon-
sibility are clear and logical, and it is difficult for individuals to shift or 
evade responsibilities. Definite placement of authority and responsibility 
saves time in making policy changes, in deciding new plans, and in con-
verting plans into action. The simplicity makes it easy for executives to 
develop close relations with salespersons. With this working atmosphere, 
it is not surprising that executives who come up through a line organiza-
tion are frequently strong leaders. As the typical line sales department has 
few organizational levels, administrative expenses are low.

The greatest weakness of the line sales organization is that so much 
depends upon the department head. The head needs outstanding abil-
ity and rare qualifications, and should be well versed in all phases of 
sales management, for there are no subordinates with specialized skills 
and  knowledge. Even if the head is an all-around expert, there is insuffi-
cient time for policymaking and planning, since rigidity of the line struc-
ture requires that a great deal of attention be given to direction of sales 
 operations. The head often must make decisions and take action without 
benefit of planning. Under such conditions, results are often disappointing.

For rapidly growing concerns and for those with large sales staffs, the 
line organizational structure is inappropriate. As the department grows, 
new layers of executives must be added to retain control. Orders and direc-
tions must be passed down through a growing series of administrative 
levels. Managerial effectiveness becomes impaired and results are less pre-
dictable, as directions become more and more distorted and garbled at 
each succeeding organizational level. Moreover, as growth proceeds, ear-
lier advantages of close relations among executives and salespeople are 
sacrificed, and maintaining morale becomes a greater challenge.

Not many executives have the talents needed to manage a large-scale 
line sales department effectively, and line organization offers little oppor-
tunity for subordinates to acquire these skills. Ordinarily, the stakes are too 
high, except perhaps in the smallest companies, for management to gamble 
on the availability of a replacement at the time needed. Sound organizational 
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practice dictates that trained understudies be ready to step into the shoes of 
their superiors. But more often than not, chief sales executives in line sales 
organizations fail to groom their own replacements.

Line and Staff Sales Organization

The line and staff sales department is often found in large and  medium-sized 
firms, employing substantial numbers of sales personnel, and selling 
 diversified product lines over wide geographic areas. In contrast to the 
line organization, the line and staff organization provides the top sales 
executive with a group of specialists—experts in dealer and distributor 
relations, sales analysis, sales organization, sales personnel, sales plan-
ning, sales promotion, sales training, service, traffic and warehousing, and 
similar fields. This staff helps to conserve the top sales executives’ time 
and frees them from excessively detailed work. They make it possible for 
their chiefs to concentrate their efforts where they have the most skill. If 
the top sales executive is not equipped, through prior training or expe-
rience, to handle certain problems, staff specialists assist in increasing 
overall effectiveness of the department. Similarly, by delegating problems 
involving considerable study or detailed analysis to staff executives the top 
sales executive has more time for planning and for dealing with higher- 
priority matters.

Staff sales executives do not have authority to issue orders or  directives. 
Staff recommendations are submitted to the top sales executives, who if 
they approve, transmit necessary instructions to the line organization. 
Departures from this procedure are occasionally made. For example, staff 
members may be authorized to deal directly with line executives regarding 
execution of plans and implementation of policies developed by the staff 
and approved by management. Although staff members act on behalf of 
line sales executives in these instances, they assume joint responsibility for 
results. This departure from the normal procedure is justified if it speeds 
the translation of staff plans into line action.

Figure 7.2 illustrates the line and staff sales organization. The general 
sales manager reports to the vice-president in charge of marketing as does 
the advertising manager and the manager of marketing research. Six sub-
ordinates report to the general sales manager, but only one, the assistant 
general sales manager, is a line executive. Four of the five staff executives 
have responsibilities in specialized fields; the fifth, the assistant to the gen-
eral sales manager, is given more general assignments.

Note the difference between the assistant to and assistant. The assis-
tant to is a staff executive who is given a broader operating area than 
those staff specialists with more descriptive titles. In contrast, the assistant 
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has general line authority delegated by the superior. The assistant general 
sales manager is an understudy of the general sales manager who performs 
assignments of a line nature in the name of the superior. The assistant to 
the general sales manager carries part of the general administrative load 
that would otherwise be borne by the general sales manager.

The advantages of the line and staff organization are mainly those of 
specialization. The chief sales executive, being relieved from much detail 
work, can take a broader view of the department. Problems can be seen in 
clearer perspective, and connections between apparently unrelated problems 
are brought into focus. A pool of experts provides advice and assistance in 
specialized fields. Planning activities are subdivided and apportioned to staff 
members, and decisions and policies rests on a sounder base than in the line 
organization.

Meanwhile, the top sales executive can concentrate on control and 
coordination of subordinates. Staff members assume much of the burden 
of solving problems in their areas. Thus, the top sales executive can devote 
more attention to the human aspects of administration.

FIGURE 7.2 Line and Staff Sales Department Organization

President

Vice-President in Charge
of Marketing

Advertising
Manager

Director
of Sales
Training

Sales
Personnel
Director

Assistant
General Sales

Manager

District Sales Managers
(6)

Branch Sales Managers
(32)

Sales Personnel
(450)

Assistant to
General Sales

Manager

Sales
Promotion
Manager

Director of
Dealer and
Distributor
Relations

Manager of
Marketing Research

General Sales
Manager

07-ch07.indd   168 6/19/2017   12:47:14 PM



CHAPTER 7: The Sales Organization 169

The specialization made possible by line and staff organization is also 
the source of its weaknesses. Work of the staff specialists must be coordinated, 
and this is costly. Other administrative expenses may also increase, unless the 
number of staff executives is kept in line with departmental needs. The staff 
should be expanded only when it can be shown that the contributions of new 
staff members will equal or exceed the costs of maintaining them.

Close control over staff-line relations is essential. If staff people 
issue instructions directly to line executives, it is difficult to prevent some  
persons from evading unwanted responsibilities. All areas in which line 
and staff executives share authority and responsibility should be noted 
in written job descriptions and in the organizational manual. All other 
areas of responsibility and authority should be delineated and assigned 
to specific individuals.

When the line and staff sales organization is used, the time between 
problem recognition and corrective action tends to widen. This results 
from giving staff executives time to study problems before making rec-
ommendations to the decision makers. This interval is reduced by permit-
ting staff planners to assist in expediting the implementation of the plan. 
But, as already indicated, this may play into the hands of those wanting 
to evade responsibility. When time is important, though, it is wise to use 
staff people in this capacity. However, when salespeople take instructions 
from several sources, confusion may result, especially if experts overstep 
their authority. Then, too, problems in maintaining contact with individual 
salespersons are multiplied.

Functional Sales Organization

Some few sales departments use functional organization.1 This type, 
derived from the management theory developed by Frederick W. Taylor, is 
based upon the premise that each individual in an organization, executive 
and employee, should have as few distinct duties as possible. The principle 
of specialization is utilized to the fullest extent. Duty assignments and del-
egations of authority are made according to function.

No matter where a particular function appears in the organization, it is 
in the jurisdiction of the same executive. In the functional sales department, 
salespeople receive instructions from several executives but on different 
aspects of their work. Provision for coordinating the functional executives is 
made only at the top of the structure; executives at lower levels do not have 

1Functional organization is seldom utilized for the enterprise as a whole. It is used 
principally in highly centralized departments, such as manufacturing. In depart-
ments that are by nature decentralized, such as the sales department, functional 
organization is little used.
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coordinating responsibilities. In contrast to the line and staff organization, 
all specialists in a functional organization have line authority of a sort—or, 
more properly, they have functional authority. Instructions, and even poli-
cies, can be put into effect with or without prior approval of the top-level 
coordinating executive.

A functional sales organizational structure is shown in Figure 7.3. The 
coordinating executive is the director of sales administration; all  executives 
on the next level are specialists. As indicated, sales personnel receive 
instructions from six different executives.

The outstanding advantage claimed for the functional sales depart-
ment is improved performance. Specialized activities are assigned to 
experts, whose guidance should help in increasing the effectiveness 
of the sales force. The sheer size of the sales force in many large firms 
makes the highly centralized sales operations of a functional organiza-
tion  impractical. This limitation is traced to the requirement in the func-
tional model for a lone official to coordinate the specialists. Most large 
firms need more administrative levels when the marketing area is exten-
sive, when the product line is wide, or when large numbers of selling 

FIGURE 7.3 Functional Type of  Sales Organization

*In practice the number of executives on this level would be much larger, and their 
areas of functional responsibility would be broken down in much greater detail than 
is shown here.
**A sales department using the functional type of organization would undoubtedly 
employ more than six salespeople. Only six are shown in this example, because of the 
difficulties encountered in depicting lines of authority for larger numbers.

Director of
Sales Administration

Salesperson Salesperson Salesperson Salesperson Salesperson Salesperson

Installation &
Service

Manager

Manager
of Sales
Training

Manager
of Sales

Supervision

Manager
of Sales

Promotion

Manager of
Dealer and
Distributor
Relations

Manager
of Sales

Personnel

07-ch07.indd   170 6/19/2017   12:47:15 PM



CHAPTER 7: The Sales Organization 171

personnel are required. It is possible to use modified versions of the func-
tional model—versions providing for a modicum of decentralization and 
for more administrative levels—but in its pure form, at least, functional 
organization for the sales department is inappropriate.

The practicality of functional organization for the sales department 
is open to question. Small and medium-sized firms do not find it feasible, 
or financially possible, to utilize the high degree of division of labor. It is 
sometimes contended that functional organization is suitable for large 
firms with stable operations and with opportunity for considerable divi-
sion of labor; however, certain characteristics of functional organization 
cause it to be rejected even by most large firms. Large companies with 
stable selling operations are the exception rather than the rule.

FIELD ORGANIZATION OF THE SALES DEPARTMENT

Sooner or later, every growing company faces the necessity for establishing 
a field sales organization. The sales manager can personally supervise field 
selling operations when a company is young, when only a few salespeople 
are employed, when the sales force travels out of the home office, and when 
the marketing area is small. As more salespersons are added, it is increas-
ingly difficult to supervise and control them. If growth in sales volume is 
to parallel additions to the sales force, either the same marketing area must 
be worked more intensively or new areas must be penetrated. Both alterna-
tives call for closer supervision and control of field sales  personnel.

The field organization consists of all employees of the sales depart-
ment who work away from the home office. All outside salespeople are 
included, as are traveling sales supervisors, branch and district managers, 
and clerical employees in branch and district offices. Also included are ser-
vice, repair, and sales promotion personnel. Although not all are concerned 
directly with increasing the effectiveness of field selling operations, each 
makes contributions to that end.

The two main purposes of a field organization are (1) to facilitate the 
selling task and (2) to improve the chances that salespeople will achieve 
their goals. Sales personnel count on the field organization for assistance 
and support. Their jobs should be made easier because of it.

The makeup of the field organization is influenced by the organiza-
tional philosophy of the management. Companies that consider centraliza-
tion desirable have complex supervisory organizations. Each salesperson 
is subjected to close supervision—hence the need for a considerable force 
of supervisors. Firms that believe in decentralization, in contrast, permit 
individuals in the field to operate more on their own.
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Numerous factors influence the size of the field organization. The 
larger the firm, assuming similar sales-related marketing policies, the greater 
the required number of salespeople, supervisors, and regional, branch, and 
district managers. The relative emphasis placed on personal selling in the 
marketing program affects the size of the field organization. For example, 
the firm selling directly to retailers, ultimate consumers, or industrial users 
commits itself to the performance of a sizable personal selling task, and it 
requires a field organization of commensurate size. In contrast, companies 
using wholesalers find that their field organizations can be correspondingly 
smaller, since parts of the personal selling and other tasks are transferred 
to these intermediaries. Other factors affecting the size of the field organi-
zation include desired frequency of sales calls, number of customers and 
prospects, and geographical spread of sales accounts.

CENTRALIZATION VERSUS DECENTRALIZATION  
IN SALES FORCE MANAGEMENT

In the centralized sales organization almost all activities, including sales 
force management, are administered from a central headquarters. The cen-
tral sales office has full responsibility for recruiting, selecting, training, 
compensating, supervising, motivating, controlling, and evaluating the 
sales force. In the decentralized organization, in theory at least, all these 
activities are handled by field sales executives.

A decentralized sales organization is one in which there is decentral-
ization in management of various selling tasks and in performance of certain 
important personnel management activities. For example, branch or district 
sales offices may do the recruiting, selecting, motivating, and supervising; 
the central headquarters may handle training, compensating, and evaluating; 
and the branches and the central headquarters may share responsibility, in 
proportions varying with the marketing situation and management philoso-
phy, for other aspects of sales force management. It is rare, in other words, 
for sales force management to be either 100 percent centralized or 100 
percent decentralized. Management’s appraisal of relative costs and effec-
tiveness results in some aspects being centralized and others decentralized.

Centralization in sales force management varies. Smaller companies 
that have few salespeople and confine their operations to a small geographi-
cal area, keeping the unit of sales high, the sales call frequency low, and the 
caliber of salespersons relatively high, incline toward centralized sales force 
management. Manufacturing firms relying almost entirely upon specialized 
wholesale intermediaries for marketing of their products need only mini-
mum sales forces and, therefore, tend toward centralization. Local wholesal-
ers with restricted sales areas also have small sales forces and, by the nature 
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of their operations, are highly centralized. The principal factor determining 
centralization, then, is a small size of sales force, but other marketing factors, 
such as those illustrated, also move a company in this direction.

High decentralization in sales force management is found mainly among 
companies with large sales forces. Likely to have considerable decentraliza-
tion, for instance, is a manufacturing firm distributing a wide line of consumer 
products over a vast market area and selling directly to varied retailers—all 
conditions indicating the need for a large number of salespeople. Wherever 
marketing conditions require large sales forces, the economies and effective-
ness of decentralization are more attractive than are those of centralization.

Other things being equal, there is a strong pull in the direction of sales 
force decentralization as a company grows. This is true even though decentral-
ization requires at least one more level of sales management, and the mainte-
nance of branch and district offices (or both) causes additions to other fixed 
operating costs. With growth, the advantages of decentralized sales force man-
agement increasingly outweigh the higher costs. Among these advantages are:

1.  More intensive cultivation of the market and, consequently, a 
higher sales volume to absorb the higher fixed costs.

2.  More effective control, improved supervision, and increased sales 
productivity resulting from the addition of at least one intermedi-
ate level of sales executives, and from reduction of geographical 
separation of executives and sales personnel.

3.  Improved customer service stemming from more effective control 
of sales personnel.

4.  Reduced need for and costs of territorial “break-in” time, since 
more sale persons are recruited from the areas to which they are 
assigned.

5.  Improved sales force morale—there are more frequent contacts 
with executives, reductions in travel time, and fewer nights away 
from home.

6.  Lower travel expenses—salespeople are dispatched from decen-
tralized points, and fewer field trips by home office sales execu-
tives are required.

7.  A “built-in” management development program—branch and dis-
trict offices not only provide realistic training but serve as proving 
grounds for future high-level sales executives.

SCHEMES FOR DIVIDING LINE AUTHORITY  
IN THE SALES ORGANIZATION

As marketing operations expand, line authority and responsibility eventu-
ally become excessively burdensome for the top sales executive. There is 
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an increasing number of people to supervise. Ordinarily, the first remedial 
step taken is to add a general line assistant, for example, an assistant general 
sales manager. As the burden of line administrative work continues to grow, 
it is necessary to provide additional assistants. These new  subordinates are 
given line responsibilities narrower than those of the assistant general sales 
manager. Although they work with a variety of matters, their assignments 
cover a limited area of operations. Tasks of line administration are subdi-
vided among these new assistants in one of three ways: (1) by geographic 
area, (2) by products, or (3) by customers or marketing channels.

Geographic Division of Line Authority

The large firm with far-flung selling operations is likely to subdivide line 
authority geographically (see Figure 7.4). This is particularly so if the char-
acteristics of large numbers of customers vary by geographic location, if 
different selling problems are encountered in different areas, or if certain 
products are more strongly demanded in some regions than in others. 
But there is an even more compelling reason for dividing line authority 
 geographically—as more customers are added and as a wider area is cul-
tivated, the size of the sales task increases enormously. Setting up geo-
graphic divisions is a way of cutting the sales task down to manageable 
proportions. When centralized administration becomes too great a bur-
den for the top sales executives, secondary line executives are delegated 
authority to conduct sales operations within smaller areas. Geographic 
division is usually made first into regions or divisions. These may or may 
not be broken down further into districts or branches.

FIGURE 7.4 Sales Department with Line Authority Subdivided Geographically
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When line authority is divided geographically, local problems are han-
dled speedily. It is not necessary to wait for decisions from the home office; 
many questions of importance to customers can be answered by executives 
personally acquainted with local conditions. Shortening the lines of commu-
nication makes possible closer supervision of salespeople, which, in turn, 
helps in improving customer service. Local markets can be cultivated inten-
sively, and tactics of local competitors can be met and countered in the field.

However, this system calls for multiple offices, so administrative 
expenses increase. Then, too, the top sales executive faces coordinating 
several regional operations. Unless this coordination is effective, conflict-
ing policies may develop in different regions.

Product Division of Line Authority

A second scheme for dividing line authority is to split the sales task among 
subordinate line executives, each of whom directs sales operations for part 
of the product line. When authority is so divided, more than one sales force 
may be required. Some companies’ product lines are too wide to be distrib-
uted economically by a single sales force. Others sell both highly technical 
and nontechnical products; thus some salespeople need specialized train-
ing and some do not. In still others, economies of a single sales force are 
reduced or eliminated because different products are marketed to different 
types of customers.

Figures 7.5 and 7.6 illustrate two schemes for dividing line author-
ity by products. In Figure 7.5, the customary line and staff organization 
has been retained; in Figure 7.6, the primary division is on the basis of 
products, and each product sales manager has his own staff of specialists. 

FIGURE 7.5  Sales Department with Line Authority Subdivided by Products, but 
Retaining Basic Line and Staff Form
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The use of separate staffs, shown in Figure 7.6, is unusual. Often this is 
an intermediate stage resulting from a merger. Because of the expenses 
incurred in maintaining duplicate staffs, most companies, after mergers, 
gradually change the organization to its basic line and staff form shown 
in Figure 7.5. Unless there are strong reasons for retaining separate sales 
managers and sales forces, as will shortly be explained, line authority 
should be divided on some basis other than products.

The decision to use the product type of sales organization should rest 
on whether the benefits of product specialization outweigh the additional 
expenses. If they do not, it is wiser to organize the sales force on some other 
basis. Gains associated with specialized salespersons, who concentrate on 
selling specific products, must be outweighed against increased expenses. 
Maintaining more than one sales force results in higher administrative and 
travel expenses. There are almost certain to be times when two company 
sales personnel selling different products make calls on the same custom-
ers. Although specialized salespeople may give more “push” to individual 
products, many customers object to multiple calls from the same company. 
The benefits of specialized sales forces are greatest for companies selling 
broadly diversified lines, reaching different markets with different prod-
ucts, and encountering unique selling problems for the various products.

Customer (or Marketing Channel) Division of Line Authority

The third scheme for subdividing line authority is by type of customer 
(Figure 7.7) or marketing channel (Figure 7.8). This is appropriate when 

FIGURE 7.6  Sales Department with Line Authority Subdivided by  
Products Utilizing Duplicate Staffs
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nearly identical products are marketed to several types of customers and 
the problems of selling to each type are different. When the same, or sim-
ilar, products are sold to a number of industries, they often find different 
applications in each industry. The company in Figure 7.7 sells its products 
to the lumber, construction, and mining industries. In each industry, the 

FIGURE 7.7  Sales Department with Line Authority Subdivided by  
Type of  Customer
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FIGURE 7.8  Sales Department with Line Authority Subdivided by  
Marketing Channel
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products are used for different purposes. Customers not only have differ-
ent needs, they are influenced by different buying motives. Thus, special 
sales forces sell to each major type of customer.

Other companies, especially in the consumer-goods field, pattern their 
sales organizations after the marketing channels. Although ultimate consum-
ers may be substantially alike, they frequently must be reached in different 
ways (that is, they may buy the product in different types of outlets). Problems 
of distributing to chain stores are often unlike those of selling to independent 
wholesalers and retailers, and specialized sales training programs are often 
required. In cases of this kind, the problems of selling vary more with the 
marketing channel than they do with the product or geographical location; 
consequently, line authority is subdivided according to marketing channels.

Dividing Line Authority on More than One Basis

Few companies use a single basis for subdividing line authority. Most use a 
combination, subdividing the selling task more than once, to permit greater 
specialization. Nearly every large sales department subdivides authority on 
the geographic basis at some level of organization, but this is done usually 
in combination with either the product or type-of-customer system. If geo-
graphical differences are more important than those of product or type of 
customer, the primary subdivision is geographical, and the next is at a lower 
organizational echelon according to one of the other bases. If geographical 
differences are of lesser importance, the procedure is reversed. The factor 
most important to the marketing success of the company should form the 
basis for the first subdivision, and less important factors should determine 
subsequent breakdowns at lower organizational echelons.

CONCLUSION

There is growing recognition of the need to apply sound principles of orga-
nization to the sales department. Organizational planning is a continuing 
activity, and the sales department structure is adjusted to changing market-
ing needs. This has evolved as less emphasis has been placed on securing 
orders and more attention has been paid to control of costs and expenses 
and the realization of net profits. These are trends of great importance. 
As  they continue, an increasing number of sales organizations are struc-
tured more logically. Selling activities are performed with less waste effort, 
and total effectiveness of the sales effort is enhanced. These advances result 
in significant benefits to the firms achieving them, and to their customers.
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The sales department occupies a strategic position in any organiza-
tion. It spearheads the organization’s effort to supply customers with 

ever-increasing quantities of products at profi table prices. To the extent 
that this is achieved, the company’s reputation rests upon a sound foun-
dation.

Good products at competitive prices are not enough. Company suc-
cess is affected by the dealings and associations of the sales department 
with customers and other publics. Sales department relations with other 
departments infl uences the company’s reputation with many publics. 
Individual sales personnel, as well as the entire department, are in a 
position to add to or detract from the company reputation. It is important 
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LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of interdepartmental relations in sales management

 ■ Distinguish the coordination of personal selling with other marketing activities

 ■ Distinguish the coordination of personal selling with other departments

 ■ Know the importance of sales department’s external relations
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to assure that all are alert to their responsibilities for maintaining good 
relations.

In companies without separate public relations departments, sales 
executives frequently have additional responsibility for public relations. 
The main reason is that they have close relations with external publics. 
Even sales executives not assigned primary responsibility for public rela-
tions handle the public relations program as it pertains to the sales depart-
ment. Under either arrangement sales executives consider the probable 
public relations impact when planning and administering department pro-
grams. They are responsible for maintaining satisfactory relations with all 
those with whom they or their subordinates come into contact.

INTERDEPARTMENTAL RELATIONS AND COORDINATION

Coordinating the activities of all departments so that maximum prog-
ress is made towards overall company objectives is top management’s 
 responsibility. Department heads, in addition to implementing top man-
agement’s directives, harmonize their activities so that the tasks of all 
departments are accomplished effectively. Each understands the functions 
of other departments, and each is responsible for coordinating his or her 
department’s activities to contribute to company success.

Although the primary responsibility of top sales executives is to man-
age the sales department, they know the operations of other departments. 
Sales executives understand how other departments influence and are 
influenced by the sales department. These are dynamic relationships, so a 
change in one department often has repercussions in others.

Formal Coordinating Methods

Formal coordination among departments is achieved by one or more of 
three methods. The first is to build coordination into the organization 
through grouping allied activities under a high-ranking executive. In most 
companies, chief marketing executives have reporting directly to them the 
heads of departments performing marketing activities, such as sales, adver-
tising, marketing research, and service. Under this arrangement, marketing 
executives coordinate the operations of departments under them.

The second method is to achieve coordination through the general 
administrative officers—the president, executive vice-president, or general 
manager. Here the coordinating executive coordinates the operations of all 
company departments, not just those performing closely related tasks. This 
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explains why the second method is most widely used in companies having 
only a small number of departments.

The third method is to use policy, planning, and coordinating commit-
tees made up of representatives of concerned departments. On the surface, 
this appears to be the weakest method, as no one executive has responsi-
bility for coordination. But this arrangement often works out quite satis-
factorily in practice.

Informal Coordination

Informal coordination is generally more important than formal  coordination. 
Department heads may solve an interdepartmental problem informally while 
it is still being thrashed out through formal mechanisms. Informal coordina-
tion procedures are preferred in most companies, and solutions so developed 
may or may not be formally adopted later by a  coordinating body. One thing 
is certain—unexpected problems with important  interdepartmental implica-
tions should be handled with minimum delay, for to prolong their solution 
is to risk costly friction. Sometimes informal solutions are accepted as tenta-
tive and are subject to modification after review by the formal coordinating 
mechanism. To arrive informally at workable solutions to problems affecting 
the sales department, the top sales executive maintains satisfactory relations 
with heads of other departments; all think of themselves as members of the 
same team, cooperating in the effort to reach company objectives.

Sales executives report that informal coordinating procedures are more 
important than formal methods, particularly where frequent communica-
tion is required. A study of four companies revealed that a large amount 
of communication took place informally among executives responsible for 
 marketing-related activities. Informal coordination was partly through volun-
tary exchange of informational copies of correspondence, but largely through 
informal, nonperiodic exchanges of information occurring when executives 
met, by chance or arrangement, in their offices, or over coffee or meals.1

The same study revealed that one individual, or occasionally more 
than one, served as a communication center for exchanges of information 
on each important decision area. These executives were either receivers 
or senders in almost every exchange of information that took place with 
respect to their interest area. All executives, acting as “centers,” assumed 
the responsibility for providing a continuous flow of information regard-
ing their areas to everyone in the company who they felt might need or 

1R. C. Anderson and E. W. Cundiff, “Patterns of Communication in Marketing Orga-
nizations,” Journal of Marketing, 29, no. 3 ( July 1965), p. 32.
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could use the information. The top sales and advertising executives served 
jointly as communication centers for all activities that create demand, 
including personal selling, advertising, merchandising, sales promotion, 
and packaging.2

The informal communication network is important in coordinating 
marketing activities, but its existence poses several problems:

1.  Marketing personnel must be made aware of the need for 
 coordination. The traditional lack of close coordination among 
 marketing-related activities makes this a difficult challenge.

2.  Marketing personnel must be given the opportunity to understand the 
role and responsibilities of other marketing jobs and to know the peo-
ple holding these jobs. This is especially important when personnel 
responsible for marketing decision areas report to different superiors.

3.  Marketing management must establish a climate that encourages a 
continuous and free exchange of ideas and information.3

Sales department operations influence and are influenced by the oper-
ations of departments performing related marketing activities and of others, 
such as production, personnel, finance, and data processing, where influ-
ences are indirect. The following discussion focuses upon instances where 
cooperation and coordination are essential and communications desirable 
for the top sales executive. It covers the main points of interdepartmental 
contact, but the dynamics and organizational peculiarities of an individual 
firm may require cooperation and coordination in other situations.

COORDINATION OF PERSONAL SELLING WITH  
OTHER MARKETING ACTIVITIES

Sales and Advertising

The sales and advertising departments work toward the same objective—
the stimulation of demand—but they use different approaches. Personal 
selling techniques are the province of the sales department and nonper-
sonal selling techniques that of the advertising department. The two types 
of selling effort need skillful blending to achieve an “optimum promo-
tional mix.” This requires coordination of plans and efforts. The activi-
ties of the sales force are planned and directed along lines that increase 
advertising’s impact, and advertising is geared to help salespeople where 
and when they need it most. The sales department assists the advertising 

2Ibid.

3Ibid.
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department in selecting themes and media, in preparing schedules, and in 
securing  dealers’ support for cooperative advertising programs. The adver-
tising department helps the sales department in such ways as furnishing 
sales aids for the sales force and for dealers and by providing sales leads. 
Advertising conserves the sales force’s time, for prospects presold through 
advertising are easier to convert into customers. Proper timing and coor-
dination of advertising and personal selling are essential, and promotional 
programs need skillful administration by executives who understand both 
types of selling effort.

Both departments work toward the same goals, so formal coordi-
nation is best achieved by having both department heads report to the 
same high-ranking executive, for example, the marketing vice-president. 
 However, because so many matters are of joint interest and so many 
require frequent communication, most coordination between these two 
departments are on an informal day-today basis, with frequent interactions 
of department heads and subordinates.

Sales and Marketing Information

To obtain maximum returns per dollar spent for marketing information, 
the sales department works in close harmony with the department or 
departments producing marketing information. In some instances, this 
information is provided by marketing research, but in companies with 
sophisticated marketing information systems, marketing research is only 
one of the subsystems providing information inputs. Marketing informa-
tion systems assist the sales department by gathering data needed for 
analyzing sales problems, assisting in determining sales potentials and 
setting quotas, measuring the effectiveness of the sales effort, assisting 
with sales tests, and in other ways. The sales department provides the 
information system with many of the raw statistics and other information 
needed for sales and market analysis and forecasting.

As marketing information systems and marketing research become 
more sophisticated, the sales department works ever more closely with 
information personnel. Surprisingly little systematic research has been done 
in evaluating the relative effectiveness of alternative personal-selling appeals 
and methods of making sales presentations. When sales and information 
personnel address themselves jointly to these and related important topics, 
close cooperation becomes even more critical.

Coordination of the sales department with the information sys-
tem and its data-processing capacity is important. The sales department 
provides the marketing information system with definitions both of its 
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information needs (desired “outputs”) and the information it has available 
(the “inputs”). The data-processing unit may or may not combine the sales 
departments own information inputs with inputs from elsewhere. Both in 
designing and operating a management information system, continuing 
formal and informal cooperation and communications are of the highest 
importance.

Improvements in data-handling activities have been significant. From 
the sales department’s standpoint, for example, it has always been import-
ant to bill customers correctly and promptly. Automation of order process-
ing not only has resulted in improvements in customer service but has 
produced as by-products data needed for making rapid changes in sales 
and production plans, and for inventory control.

Traditionally, sales volume and profit reports are used to measure 
the performance of the sales force. New softwares turn out these reports 
quickly, frequently, and in great detail. The software’s capabilities are so 
great that sales executives call for ‘‘exception reports’’ to avoid being bur-
ied in mountains of detail. These reports highlight things requiring atten-
tion, for example details of sales persons failing to meet sales target; sales 
and expense ratios; loss-making territories; loss-making products; and 
slow-moving products, etc.

The distribution systems of many companies provide customers with 
automatic ordering procedures. Many apparel makers, for instance, have 
set-ups allowing store buyers to punch out their orders on in-store console 
teleprocessing stations linked to a central computer at the seller’s plant or 
warehouse, which, in seconds, scans the customer’s account for a credit 
okay, examines inventory records to see whether the styles, sizes, and col-
ors can be supplied, discerns the age of the account, types out a shipping 
order, and stores the new inventory information in memory. This makes 
it convenient for customers to reorder and speeds up order processing, 
both improving relations with customers. The continuing need for devel-
opmental selling and for keeping in close touch with customers’ prob-
lems means that the salesperson’s role has been changed, not eliminated. 
Automatic reordering procedures are spreading and sales executives work 
with data-processing specialists both in setting them up and in monitoring 
their operations, adjusting them as required to meet changing customer 
requirements.

Sales executives have a continuing need to maintain close relations 
with information and computer specialists. There is room for improved 
coordination and cooperation between the sales department and the infor-
mation function. Probably the greatest opportunity lies in the development 
of closer informal relationships among personnel at all levels. Insofar as 

08-ch08.indd   184 6/19/2017   12:47:43 PM



CHAPTER 8: Sales Department  Relations 185

formal coordination is concerned, both marketing information and sales 
department heads generally report to the same superior.

Sales and Service

In companies manufacturing technical products or products requiring 
installation and repair services, cooperation and close contact of the 
sales and service departments are essential. Availability of service, such 
as technical advice on the installation of a new product, is a power-
ful selling argument, and there are implications for the service depart-
ment in a salesperson’s promises to buyers. Moreover, in many industries 
( commercial refrigeration, for example), the recommendations of ser-
vice personnel often influence buyers’ decisions, and in selling vacuum 
sweepers and other household appliances, service personnel act in a 
sales-making capacity.

Where service is important in sales strategy, provisions for formal 
coordination are built into the organizational structure. When both sales 
and service departments are decentralized, the organization should pro-
vide for bridging the gap between the home office and the field. Sales 
and service should relate—usually by locating sales and service per-
sonnel in the same field offices, with regional managers responsible for 
both activities. Under both centralized and decentralized organizational 
plans, sales and service functions are coordinated at the department 
head level, most often by having both these heads report to the chief 
marketing executive. Under all organizational arrangements, the need 
for continuous cooperation between sales and service means that the 
great bulk of coordinating is informal, and between personnel on lower 
organizational levels.

Sales and Logistics

Achieving effective coordination of selling and logistics is important. Most 
firms accept the notion that all business operations should be geared 
toward serving customers at a profit. This requires the maintenance of 
favorable relations between sales volume and costs of various kinds, 
including logistic costs.

Proper packing, accurate freight-rate quotations, and promptness in 
delivery—all physical distribution activities—are important in securing 
sales volume. Unless costs of performing these activities are kept under 
control, sales volume yields less profit than it should. Sales policies, such 
as those on delivery schedules, are coordinated with the capabilities 
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of the logistic operation and its costs. The benefits of effective coordi-
nation with logistics team are significant. This minimizes out-of-stock 
occurrences, reduces customers’ inventory requirements, strengthen the 
relations with customers, and a consequent reduction in total distribution 
costs.

The most effective formal coordination of sales and physical distri-
bution results from having the heads of both operations report to a com-
mon superior, such as the marketing vice-president. Even more important 
is the informal coordination of sales and physical distribution personnel, 
at all levels, on a day-to-day basis. Salespeople and their counterparts in 
the physical distribution department, for example, communicate directly 
and frequently, thus helping to ensure efficient processing of customers’ 
orders.

COORDINATION OF PERSONAL-SELLING WITH  
OTHER DEPARTMENTS

Sales and Production

Coordination of sales and production activities is essential. Whereas at 
one time production was started only after orders were on hand, today 
most production is in anticipation of future sales. Similarly, although 
some products, such as defense materials for the armed forces, are man-
ufactured to specifications established by buyers, most products today 
are manufactured according to specifications set within the company 
itself.

Coordination is important both in planning and operations. In plan-
ning, joint consultation is required when deciding the products to manu-
facture, the quantities to produce, the production schedule, inventories, 
and  packaging. But even carefully made plans rarely work out as origi-
nally visualized. On the sales side, the sales estimate (on which production 
schedules are based) may prove in error, or the sales department may 
accept rush orders, necessitating reshuffling of production schedules, addi-
tion of extra shifts, or payment of overtime wages. On the production side, 
output may not conform to planned quantities because of labor difficulties, 
material shortages, adverse weather conditions, and the like. These and 
other operating situations require changes in plans that must be worked 
out jointly by sales and production personnel.

There is a natural tendency for the two departments to work at 
cross-purposes, and this makes coordination more difficult. Much has 
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been written about the conflicting philosophies of “production-minded” 
and “sales-minded” executives. It is sufficient to say here that production 
executives are naturally concerned with such matters as product line 
standardization and simplification, and achieving manufacturing econ-
omies through long and continuous production runs. Sales executives 
are naturally concerned over “having something for everybody.” Thus, 
their inclination is to argue for wide selections of products and models, 
adapted as nearly as possible to the preferences of individual customers. 
The marketing concept, however, rejects these extreme positions, and top 
management works to integrate both departments’ interests into unified 
company policies.

The cooperation of the sales department helps the production depart-
ment. Sales estimates, prepared by or with the assistance of sales execu-
tives, are needed for efficient planning of production and purchase sched-
ules. The sales department has a reservoir of market knowledge that is 
invaluable to production executives seeking more efficient utilization of 
plant facilities. Sales executives keep production executives informed of 
changes in market demand for different products, and this increases the 
chances of attaining optimum production levels. Sales executives recom-
mend elimination of slow sellers, addition of promising new products, and 
changes in product specifications. For all products, present and proposed, 
the sales department gives its appraisals from the standpoints of price and 
potential volume. Moreover, when inventories of raw materials, goods in 
process, or finished products are excessive, the sales department assists by 
pushing sales of the products affected.

The production department helps the sales department. It provides 
selling ammunition in the form of detailed technical information on prod-
ucts and assists in training salespersons in product information. When 
drafting promotional plans, sales executives draw upon production exec-
utives’ know-how on such matters as manufacturing costs at different 
output levels, limitations of production facilities, and the practicality of 
building given characteristics into products. By relaying information on 
unused plant capacity and work-in-process to the sales department, the 
production department helps in stimulating sales personnel to greater 
efforts. The same information is useful for detecting the need to change 
the sales emphasis given different products.

Methods for achieving interdepartmental coordination vary, but, 
because sales and production are both of critical importance, top man-
agement generally retains the primary responsibility. If the company has 
a separate merchandising department, top management delegates to it the 
authority to coordinate many sales and production activities through staff 
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channels. In other companies, merchandising committees with represen-
tatives from both sales and production obtain formal coordination. For-
mal Coordinating mechanisms are valuable, but close informal contacts 
between personnel at many levels are important in handling many com-
plex problems arising in the course of operations with minimum expendi-
ture of executive time.

Sales and Research and Development

In large firms and in most firms oriented toward product innovation, 
research and development (R&D) is organized as a separate staff depart-
ment. In smaller and more conservative firms, responsibility for R&D may 
be placed in the marketing or production department. Research and devel-
opment work consists of scientific and engineering efforts to develop new 
products and to improve established products. It is related to merchandis-
ing, that is, structuring the product line and adjusting product features to 
fit customers’ wants, which is of prime concern to the sales department 
as well as to the production department. Because engineering and design 
characteristics affect the salability of products, synchronization is required 
of research and development, sales, and production departments—all of 
which are involved in product innovation. Among the means of achieving 
this synchronization are

1.  New Product Departments—charged with responsibility for de-
veloping new products through coordination of R&D, production, 
and sales and marketing personnel.

2.  New Product Managers—one-person units responsible for devel-
oping new products through coordinating R&D, production, and 
sales and marketing personnel.

3.  New Product Project Management Team—composed of persons 
home-based in other departments brought together to work on a 
new product.

4.  Product Development Committee—similar to (3), but with a per-
manent existence and dealing with continuing problems of inno-
vation relating to a given product group.

Whether main reliance is placed upon formal or informal mechanisms, coor-
dination should take place at lower organizational levels. Department heads 
find it difficult to keep abreast of the multitude of rapidly changing factors 
that must be considered in the day-to-day process of developing new prod-
ucts. Specialists have the detailed knowledge of markets and technologies 
that enables them to make the frequent decisions innovation requires.
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Sales and Human Resources

Because of the unique problems in managing employees located away 
from company offices and facilities, most human resource (HR) depart-
ments are ill-equipped to service sales personnel. Sales departments 
ordinarily handle nearly all their own personnel problems, and the HR 
department acts mainly in an advisory capacity. HR department special-
ists in job analysis, recruiting, selecting, training, and motivation often 
are consulted by sales executives. Some routine personnel work, such 
as maintaining records or personal data, is performed by the HR depart-
ment. The two departments cooperate in formulating policies on pen-
sions, vacations, sick leaves, safety, health checks, and similar matters. 
Formal coordination is through top management, and there is significant 
informal coordination.

Sales and Finance

The sales department assists the finance department by furnishing sales 
estimates for the company budget, by developing the sales department’s 
budget, and by assisting in control of selling cost. The finance depart-
ment assists the sales department by providing rapid credit checks on 
prospective accounts, keeping sales people informed of customers’ credit 
standings, helping locate prospective accounts, and providing credit 
information on candidates for sales positions. In some firms, salespersons 
represent the financial department in making collections and securing 
credit information. These interdepartmental activities require good com-
munications, consistent policies, and close working relationships. Most 
organizational plans provide for formal coordination through budget and 
executive committees.

Coordination of sales and finance takes place informally by personal 
contact, in a mutual effort to overcome the natural conflict of interest 
in credit policy. Credit terms are significant factors in obtaining orders. 
Length of the credit period, size and nature of discounts, relative liber-
ality in granting credit—all can be instrumental in persuading prospects 
to buy.

Good reasons exist for keeping control over credit policy and its 
implementation away from the sales department. Some sales executives, 
and far too many salespeople, are more interested in obtaining orders 
than in collecting amounts due, resulting in a tendency to grant credit 
to below-average risks. Furthermore, salespeople shy away from making 
collections, especially from slow-paying accounts, for fear of antagonizing 
customers.
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But credit terms should be set to permit their use as selling points. 
And there is a need for tact in credit negotiations, both by salespeo-
ple and by credit personnel. When a customer’s credit must be shut 
off, a situation arises requiring not only tact but coordination to avoid 
buck-passing and resultant loss of goodwill. Generally, the sales depart-
ment, wanting to increase sales, favors liberalizing credit policies, 
whereas the credit department, wanting to control credit losses, favors 
tightening them. Close coordination and communication strike a bal-
ance between these inclinations to serve the best interests of the whole 
company.

Sales and Accounting

Traditionally the sales department relied upon the accounting depart-
ment to bill customers, handle the department’s payroll computation and 
 disbursement problems, and provide data for sales analysis and marketing 
cost analysis. With development of companywide management information 
systems, performance of these functions shifted away from the accounting 
department. That department, however, may retain primary responsibility 
or even, organizationally speaking, have the centralized data-processing 
unit under its jurisdiction. More and more companies have set up such 
units, sometimes called “computer centers,” to handle data-processing and 
analysis functions for all, or nearly all, departments.

Sales and Purchasing

The sales and purchasing departments cooperate in three main ways. First, 
the sales department provides purchasing with sales estimates so that ade-
quate stocks of raw materials, fabricating parts, and other items can be 
procured in advance of scheduled production runs. Sometimes these data 
are furnished through an intermediary such as the production department 
or data-processing unit. Second, the purchasing department informs the 
sales department, again sometimes through an intermediary, of material 
surpluses and shortages, so sales emphasis can be changed with regard to 
products made from these materials. Third, data on sales department needs 
(for example, office supplies and fixtures, and company cars) are furnished 
the purchasing department so that purchases can be made on advantageous 
terms.

A fourth point of cooperation exists in companies where reciprocity 
is approved policy. The two departments coordinate their efforts, buying 
as much as possible from customers and selling as much as possible to 
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suppliers. Coordination is achieved formally through top management and 
informally through personal contacts.

Sales and Public Relations

The sales department works closely with the public relations department. 
Public relations is consulted on any contemplated moves that might have 
public relations repercussions, and the sales department assists public rela-
tions personnel by relaying information, secured through its contacts with 
various publics, that has public relations significance. Relations between the 
two departments are normally informal and with frequent personal contacts, 
with formal coordination being the responsibility of top management.

Sales and Legal

Legislation regulating and affecting marketing activities makes effective 
coordination of the sales and legal departments imperative. Every sales 
department activity has, or can have, legal implications. Sales executives 
require legal advice on contracts with sales personnel, pricing, relations 
with competitors and trade associations, salesperson recruiting policy and 
practice, and disputes with customers. Sales executives and legal officers 
are in continuing communication to avoid costly litigation and unfavor-
able publicity. Formal coordination of the sales and legal departments is 
achieved through top management, but interdepartmental coordination on 
legal matters is informal.

SALES DEPARTMENTS EXTERNAL RELATIONS

The sales department has important contact with six main external publics. 
In the remainder of this chapter, relations with five of these publics are 
analyzed: final buyers, industry and trade associations, governmental agen-
cies, educational institutions, and the press. Because of the uniqueness of 
the sales department’s relations with intermediaries, discussion of distribu-
tive network relations is deferred to the distribution part of the book.

Final Buyer Relations

Final buyers, whether ultimate consumers or industrial users, are the most 
important public that any marketer strives to please. The competitive free 
enterprise system is based on the premise that customers wants must be sat-
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isfied; individual companies prosper when their products contribute to this 
end. An analogous situation exists in politics. If candidates satisfy  voters’ 
requirements and win their confidence, they are elected; if politicians fail 
to maintain this support, they meet defeat at the polls.  Manufacturers and 
their products are on trial with the final buyer public, but in business, the 
trial goes on each and every day—not, as in politics, just on election day. 
Satisfaction, or the lack of it, is recorded daily in sales order books and at 
the nation’s checkout counters.

Buyer attitudes and behavior patterns, formed over time and crys-
talized by experience, are not easily changed. Manufacturers have a 
competitive edge when they are aware of attitudes and prejudices attach-
ing to their products and organization, and know the reasons for them. 
Research among final buyer groups gathers the information required 
for planning ways to alter final buyer attitudes and behavior. Research 
also measures progress toward overcoming prejudices, determines preju-
dices against competitors and their products, detects the need for prod-
uct improvement, and evaluates intermediaries prestige. Responsibility 
for good final buyer relations is not the sales department’s alone. If the 
production department, for example, makes products that fail to meet 
final buyers’ expectations, unsatisfactory final buyer relations result. In 
consumer goods fields, personnel policies are part of the consumer rela-
tions program, since employees are often customers and have contact 
with other customers. Dividend and other financial policies affect con-
sumer relations, since stockholders and their friends may be customers. 
When suppliers of industrial products are also customers, final buyer 
relations are influenced by the seller’s purchasing policies and proce-
dures. intermediaries at all distribution levels mold final buyer attitudes 
toward manufacturers and their products. The effort of all departments 
need skillful blending with those of intermediaries; in this effort, the sales 
department plays a key role.

Sales department personnel play major roles in formulating basic 
product service policies and in implementing them. These policies affect 
not only final buyer attitudes but the ease with which initial sales are 
made. For example, guarantees and service obligations should be hon-
ored promptly and cheerfully. If products fail to perform in the manner 
that final buyers have a right to expect, then adjustments, refunds, repairs, 
or replacements should follow. Instruction booklets should be clear and 
complete, not cluttered with technical jargon. Final buyers’ requests for 
service or information should be answered without needless delay. Above 
everything else, all employees in contact with final buyers should be 
courteous, friendly, and competent in their jobs.
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Industry Relations

Although trade associations have different objectives, two are of spe-
cial interest to sales executives: (1) to interpret the industry and its 
problems to outside publics and (2) to encourage member companies 
to act in the public interest. Activities directed toward the first objec-
tive include trade association advertising, furnishing expert witnesses 
for legislative hearings, and disseminating industry news. Activities 
directed toward the second objective include studies of attitudes and 
opinions of final buyers toward the industry and counseling on public 
relations problems.

Trade associations have other functions meriting the attention of 
sales executives. Some serve as clearinghouses for industry production 
and sales statistics useful to individual companies for planning and 
controlling their activities. Others sponsor employee training programs; 
conduct management development programs; arrange for or conduct 
cooperative research; serve as vehicles for reaching the educational, 
governmental, and press publics; and provide consulting services. 
Where industry products are in strong competition, with those of other 
industries, it is not unusual for an association to coordinate advertising 
and other promotion aimed to stimulate primary demand. Finally, some 
associations plan, organize, and direct industrywide trade conventions, 
attended by manufacturers, intermediaries, and sometimes even final 
buyers.

The sales executive has additional contacts with competi-
tors and other business executives through professional and service 
organizations.  Chambers of commerce, manufacturers’ associations, 
the American Marketing Association, and the American Management 
Association all furnish sales executives with excellent opportunities to 
exchange ideas.  Participation in local business clubs and service groups 
is worthwhile. It is not essential to join, but most sales executives find 
it advantageous, professionally and personally, to maintain as many 
contacts as time permits.

Proper competitive conduct is difficult to describe, but the rules of 
common courtesy are good guides. Sales executives, as well as sales per-
sonnel, for example, should refrain from making disparaging remarks 
about competitors and their products. It makes better sense to play up the 
strengths of one’s own company and its products.

The border line between what is right or wrong, good or bad, moral 
of immoral, is not clear-cut. Ethical criteria are qualitative and relative, not 
quantitative and absolute. Many practices are controversial—considered 
ethical by some, unethical by others. Among these are hiring sales person-
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nel away from competitors, persuading suppliers not to sell to competitors, 
cutting prices in the hope of driving competitors out of business, and pay-
ing distributors’ or dealers’ employees to push the company brand.

Government Relations

Government lays down the rules and regulations under which businesses 
operate. Rules and regulations affecting the sales department are contin-
uously modified with shifts injudicial and administrative interpretations. 
Effective sales executives are familiar with such basic pieces of legislations 
and they keep abreast of judicial and administrative interpretations of such 
laws. Proposed regulatory legislation is also of concern. To protect com-
pany and industry interests, they cooperate with, and appear as witnesses 
before, legislative committees investigating or holding hearings on industry 
problems and practices.

Many business executives think of government primarily as a source 
of regulation; for sales executives, other aspects of governmental influence 
are more important. Federal and state governments affect the size of the 
market for many products through changing tax laws and rates. Over the 
past half-century, the effect has been to change the shape of the income 
 distribution curve—relatively speaking, lower economic groups have had 
their disposable personal incomes raised, and higher groups have had theirs 
lowered. Most consumer incomes have been rising, and fewer people are 
in the extremely high, and low-income groups. The average consumer has 
more disposable income, and this has made possible significant expansions 
in the markets for many products.

Government influences sales-department operations by controlling 
credit. Through the Federal Reserve System and the Treasury Department, 
the federal government has powers to expand or contract credit and thus 
to affect business conditions and the ease with which sales are made. 
Changes in the relative availability of credit expand or contract the mar-
ket for such ‘‘big-ticket items’’ as automobiles, consumer durables, and 
 housing. Credit policy of the federal government, therefore, is of consider-
able interest to sales executives in many fields.

Government business is so important to many companies that 
specialized staffs are formed to negotiate and administer government 
contracts, and although these staffs may not be wholly under the sales 
department’s jurisdiction, sales executives have a stake in their perfor-
mance. Effective sales executives recognize that the government provides 
income for millions of consumers—government employees and other mil-
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lions who receive income from governmental sources, including retired 
government employees, and holders of government securities. The med-
ical insurance programs have brought additional widespread benefits 
and a major impact on sales of pharmaceuticals, and other health care 
products.

Many governmental agencies provide services or engage in 
activities that affect the sales executive. Federal and state governments 
compile and distribute statistical and other information useful for sales 
 planning.  Federal agencies help in promoting standardization of product 
 characteristics. Other governmental agencies protect legitimate business 
enterprises from commercial shysters and racketeers such as smugglers 
and bootleggers. From time to time, too, domestic firms find relief and 
protection from overseas competitors through tariff laws and other 
import regulations.

Sales executives assist in implementing government relations pro-
grams. They expedite the gathering of data needed by governmental statis-
tical agencies. They see to it that the communication lines from the sales 
department to governmental agencies are open and clear. 

Educational Relations

The sales department has a sizable stake in educational relations. Future 
members of significant publics, including the final buyer public, receive 
their first, and usually most lasting, impressions of the business system and 
individual companies during their years in school. Schools serve as train-
ing grounds for future dealers, distributors, sales personnel, and sales exec-
utives. The schools are important customers for many products. There are 
both future and present payoffs in having good relations with educational 
institutions.

The educational world provides many services to sales executives. 
Collegiate schools of business, research bureaus and institutes, and indi-
vidual instructors conduct studies on relevant problems and make the 
results available. The expertise of scholars often is brought to bear on 
problems of direct interest to sales executives, such as application of 
computer techniques to the design of sales territories and analysis of sales 
performance. Evening schools and extension divisions provide opportu-
nities for developing sales department personnel. Many universities offer 
management development programs, providing occasions for sales exec-
utives to blend their own experiential knowledge with the thinking of 
scholars.
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Sales executives often further the educational relations program. 
They assist in collecting and preparing teaching materials, and they help 
educators and students doing research. They recommend that their compa-
nies award scholarships, fellowships, and grants-in-aid to educators. They 
serve as guest speakers in such courses as marketing, sales management, 
and consumer behavior. Some companies provide summer internships for 
educators; others work with educational specialists in developing case 
materials and new research techniques. Company publicity generally is 
welcomed by the educational public, but the company preparing it should 
guard against making it overly commercial. Last, effective sales executives 
accept their responsibilities as public-spirited citizens. They take an active 
interest in the welfare of the schools and lend support to those seeking to 
improve the educational system.

One educational relations problem of special concern to sales execu-
tives is the widespread lack of student interest in selling as a career. Many 
students and teachers have unsavory stereotypes of selling positions, and 
certain selling jobs (e.g., the used-car salesperson) are definitely not role 
models. Few students and public schools teachers are aware of the non-
monetary, let alone the financial, rewards of selling careers. Sales execu-
tives concerned with building career interest in personal selling should 
do their homework. In contacts with students and teachers, they should 
determine the reasons for negative attitudes toward selling, decide what 
can be done about them, and act accordingly.

Press Relations

The press public consists of writers and editors of newspapers, maga-
zines, trade journals, news services, radio and television stations, and 
other  media. Unfavorable media comments about a company, its poli-
cies, products, or personnel not only damage a company’s reputation but 
impede its selling efforts. Bad publicity makes it difficult to make sales 
and increases the cost of those made. Good publicity makes it possible to 
obtain sales at less expense.

Good press relations help in obtaining good publicity but will not 
alone ensure it. Press publicity should be planned as part of the promo-
tional program; planned press releases complement or supplement other 
elements, such as personal selling and advertising. Skill in handling press 
relations and basic appropriateness of the publicity plan are the factors 
causing publicity to be good, bad, or indifferent.

Effective sales executives observe a few simple rules in managing 
press relations. One is that all stories given to the press have news  value—a 
story has news value if it has human interest, or concerns a subject of inter-
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est to the audience reached. Newsworthy stories originating in the sales 
department relate to the introduction of new products and improvements, 
new models, promotional plans, additions to the sales staff, promotions 
of sales personnel, and retirements. A second rule is that press publicity 
is not unpaid advertising. Presenting the press with copy that amounts to 
advertising, which the press calls space grabbing, is a sure road to poor 
relations.

Pressure, influence, or threats to discontinue advertising if publicity is 
not obtained are avoided. If a news story is likely to present the company 
or its product in an unfavorable light, it is better to provide reporters the 
pertinent details than to ask that the story be suppressed. If interviews are 
on controversial subjects, or involve material that might be misunderstood, 
reporters are handed statements covering the situation; in other circum-
stances, prepared press releases are avoided.

Effective sales executives maintain an open-door policy with press 
representatives—all are treated fairly and courteously. Favorable public-
ity generated by preferential treatment to some is offset by bad relations 
incurred with others. The effective sales executive compliments reporters 
and editors responsible for well-written stories. Building and maintaining 
good press relations, in other words, is a matter of the sales executive’s 
exercise of good judgment.

CONCLUSION

Good relations with other departments and outside publics are import-
ant to the sales department. Improved relations begin inside the com-
pany. Internal frictions and inefficiencies inflate costs and are reflected in 
 deteriorating relationships with external publics. Smooth internal function-
ing of an enterprise requires more than adherence to formalized charted 
relationships. It requires people on different levels and in different depart-
ments to work effectively together.

There is no simple way to obtain a favorable working climate. Simply 
avoiding frictions, interpersonal and interdepartmental, is not enough. Top 
management, along with the management of each department, must pro-
mote cooperation among all company personnel.

Effective sales executives maintain formal and informal coordination. 
Formal coordination is secured through top management, which harmo-
nizes the activities of different departments. Informal coordination within 
and among departments and their personnel is highly important to the 
smooth functioning of an organization.
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The sales department occupies an especially strategic position. Of 
all company personnel, those in the sales department are in the closest 
touch with final buyers and intermediaries. Sales department personnel 
also work closely with such key publics as the industry, the govern-
ment, the educational world, and the press. How these representatives 
of the sales department conduct themselves with these publics affects 
the company’s reputation. Good relations depend in large measure 
upon the skill with which personal selling programs are planned and 
executed.
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Cases for Part II
CASE 2-1

Donaldson Manufacturing  
Company
Electrical Products Manufacturer— 
Selecting a Top Sales Executive

The president of the Donaldson Manufacturing Company of Chicago faced 
the problem of selecting a new general sales manager. The company had 
annual sales in excess of $75 million and more than forty years of experi-
ence in manufacturing electrical safety switches, circuit breakers, regula-
tors, manual and magnetic starters, and related products. These products, 
which were used in industrial and institutional markets, were distributed 
through nearly 250 electrical supply wholesalers. Four divisional sales 
managers directed field operations from offices in Chicago, New York, 
Houston, and San Francisco. Divisional managers each supervised from 
three to eight salespeople and were responsible for recruiting, selecting, 
and training the personnel under their control. Sales potential and quotas 
were determined by the general sales manager and an assistant but were 
adjusted after consultations with the divisional sales managers.

The need for selecting a general sales manager was occasioned by the 
impending retirement of Preston, who had been with the company since 
its inception. For many years, Preston had been an advocate of increasing 
decentralization in sales force operation and control. He felt that the cen-
tral sales department should concern itself almost exclusively with plan-
ning and that the sales divisions should have maximum freedom in decid-
ing how goals should be reached. Sales personnel in the field received little 
direction or control from the Chicago head office. Divisional sales manag-
ers administered their divisions like independent business  people; they 
had grown accustomed to making decisions and to  formulating  policies 
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for their own marketing areas. Little standardization existed in the sales 
operating policies followed in the four divisions.

Price competition in the industry was of secondary importance, the 
main basis being that of product development and design. Donaldson sales 
personnel spent a high proportion of their time calling on industrial and 
institutional users with the representatives of electrical supply wholesalers. 
Their principal function was to analyze the problems of the wholesalers 
customers and to prescribe Donaldson equipment as a solution. If stan-
dardized products were not adaptable to customers’ problems, sales force 
members often recommended that equipment be specially manufactured 
to meet users’ requirements.

The twenty-five Donaldson salespersons all possessed degrees in 
electrical engineering or equivalent experience, and they had been trained 
under the personal direction of the divisional sales managers. Sales per-
sonnel were compensated on a straight salary basis, partly because of the 
great amount of time spent working with wholesalers salespeople and 
partly because they were required to assist in installation of equipment and 
to make repairs in emergency situations.

Divisional sales managers were compensated on the basis of a min-
imum fixed salary plus a commission on the gross margin realized from 
sales originating within their respective divisions. The central office made 
decisions on changes in the salaries of divisional sales managers, but divi-
sional sales managers made adjustments in the compensation of sales-
people. Indeed, only recently had all divisions adopted the straight-salary 
plan for salespeople, a change insisted upon and pushed through by the 
company president. It had been impossible to assign the sales personnel to 
nonoverlapping territories—each person worked with several wholesalers, 
and, in many instances, the same areas were cultivated by two or more 
wholesalers. However, it was unusual for more than one salesperson to 
make calls on the same industrial or institutional user.

Preston was responsible for setting sales quotas and determining sales 
potentials, planning promotional programs with the advertising agency, 
assisting in the setting of price ranges, developing the sales department 
budgets, and in formulating other basic marketing policies. He was also 
responsible for conducting the public relations program. The president of 
the company, who had the support of the board of directors, felt that the 
time had come to centralize more of the operations of the sales depart-
ment. He realized that any changes would have to be made gradually, but 
he was certain that greater control over the salespeople was essential. 
For example, the head office had little information on the performance of 
individual salespersons. It was often several months before the head office 
learned of personnel changes made in the sales divisions.
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The president had been authorized by the board of directors to screen 
all applicants for the position of general sales manager, and to submit his 
selection for final approval. Because he believed in the basic soundness 
of a “promotion from within” policy, he first considered the four divisional 
sales managers and the assistant general manager. He decided that two of 
the divisional managers were incapable of assuming the iricreased respon-
sibilities; the third, although competent, had expressed a desire to continue 
in his present capacity; the fourth was not only willing but anxious to 
assume the added responsibility. The assistant general sales manager was 
also in the running, and four other applications had been accepted. From 
the president’s investigations, the following information was extracted:

1. Thomas G. Gunning
Personal information: Age 48; height: 6 feet 2 inches; weight: 225 
pounds; fair health; divorced; three dependents by two ex-wives.
Education: Attended public schools in Denver, Colorado. Received 
B.S. degree in electrical engineering from the University of Colorado.
Experience: Past eight years divisional sales manager, Southern 
 Division (Houston). One year as salesperson, Southern Division. 
Outstanding sales record. Three years in military service as infantry 
 officer. Served overseas, principally in staff positions. Also assigned as 
an instructor at the Infantry Officers’ Candidate School.
Three years as salesperson, Southern Division. Average record. Three 
years as salesperson, Fort Worth Electrical Wholesale Supply  Company. 
Two years employed as engineer on various government projects, 
chiefly in the Mountain States. Six years as partner in electrical con-
tracting business, Denver. Business was liquidated as a result of finan-
cial reverses.

2. Glen G. Parker
Personal information: Age 35; height: 5 feet 3 inches; weight: 150 
pounds; good health; married; five dependents.
Education: Attended parochial schools in Syracuse, New York. 
Received B.S. degree in business administration from Syracuse 
 University. Successfully completed three correspondence courses in 
electrical and mechanical engineering.
Experience: Past nine years assistant general sales manager. Works 
directly under Preston, who was responsible for hiring him. His prin-
cipal duties have been to gather economic and marketing statistics 
and to assist in sales forecasting. Three years as assistant store man-
ager, Rochester, New York. Stock boy in department store, Utica, New 
York, for one year after college. While in college, worked as a waiter in 
a restaurant for three years.
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3. Joseph Q. Brunzell
Personal information: Age 38; height: 6 feet; weight: 175 pounds; 
excellent health; married; two dependents.
Education: Attended public schools, Oak Park, Illinois. Attended 
 Indiana University, majoring in European history. Left college after 
three years because of lack of funds and death of father.
Experience: Past seven years assistant sales manager of Logston Cor-
poration, Chicago manufacturer of sound recording equipment. Is 
responsible for sales research work. Plans and conducts sales training 
programs and “training clinics” for company and distributors’ sales-
people. Five years as salesperson, Chicago office supply firm. Work 
included the demonstration of various items of office equipment and 
the making of suggestions to customers on methods of simplifying 
office procedures. Two years generial work in chain grocery store, 
Oak Park, II.

4. Sven A. Pelly
Personal information: Age 59; height: 5 feet 9 inches; weight: 165 
pounds; good health; married; one dependent. Has son attending 
Princeton.
Education: Attended private elementary and secondary schools in 
Ohio. Received B.A. degree in political science from Princeton.
Experience: Past fifteen years account executive with New York adver-
tising agency. Has participated in planning and executing promotional 
programs for several products, mostly in the consumers-goods field. 
Has had considerable experience in planning promotional budgets for 
large clients. Ten years free-lance writer of promotional literature. Did 
work for a large mail-order house. Prepared some material, including 
sales portfolios, for companies manufacturing industrial goods.
Ten years employed by Cleveland stockbrokerage firm. At first was 
mainly a statistician, later became a customer contact man.
Comment: When interviewed, Pelly was extremely nervous.

5. Richard E. Black
Personal information: Age 34; height: 6 feet; weight; 180 pounds; 
good health; married; two dependents.
Education: Attended public schools in western Oregon. Received 
B.A. degree from University of Oregon. Received M.B.A. degree from 
 Stanford Un iversity.
Experience: Past two years assistant sales manager of Morrow Electric 
Corporation. Has helped plan and execute marketing programs for 
several electrical products similar to those in Donaldson line.
Four years as market analyst, Morrow Electric Corporation.
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Two years as instructor in marketing, Foothill College. 
Two years as student, Stanford University.
Two years as office manager, Chrysler automobile dealership, 
 Portland, O regon.
Comment: Applicant has been active in community service  organizations.

6. John H. Curtin
Personal information: Age 40; height: 5 feet 9 inches; weight: 175 
pounds; married; no dependents.
Education: Attended parochial schools in Boston. Completed two 
years at Boston College.
Experience: Past eight years—owns and manages wholesale electri-
cal supply house in western Massachusetts. Donaldson distributor for 
past five years.
Has completed preliminary negotiations for sale of his business. Four 
years as production supervisor, Baltimore electronic plant. Eight years 
as supervisor for a Boston electrical contractor.
Comment: Applicant appears to have substantial means. It is also 
rumored that his wife, the daughter of a wealthy New York banker, 
furnished the money that enabled him to go into business for himself 
eight years ago.

1.  Which, if  any, of  the six applicants should have been selected?

CASE 2-2

Frito-Lay, Inc.
Manufacturer of  Corn Chips— 
Reorganization of  Executive Structure

Frito-Lay, Inc., had recently undergone an extensive reorganization of 
 marketing-related activities to provide more effective control in regional and 
district offices. Arch C. West, the vice-president of marketing, found it neces-
sary to reevaluate his role and responsibilities under the new organizational 
structure, which had redefined his formal relationships with other executives.
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Frito-Lay, Inc., with its home office in Dallas, Texas, was a national 
manufacturer of corn chips, potato chips, and related food products. Its sales 
accounted for about 75 percent of the national market for corn chips and 
a much smaller share for potato chips. It also produced a line of canned 
processed foods, the most important of which was chili and beans, under 
the Austex brand. Owing to the perishability of the corn and potato chips, 
the company had factories located throughout the United States close to 
major markets. Product perishability made it necessary to maintain a sales 
force that could sell and deliver direct to retailers. To serve retail food stores 
directly on a national basis, the sales force numbered in excess of 3,000 
persons.

To provide communication with and control over its large sales force, 
Frito-Lay had developed a complex organizational structure, with three 
layers of geographical subdivisions of authority. The national market was 
divided into four zones, and these were subdivided into a total of fourteen 
divisions. The divisions were further divided into districts, each with a dis-
trict sales manager and ten or twelve salespeople. The new organizational 
structure had placed the vice-president of sales under the line authority of 

Organizational Chart of Frito-Lay
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EXHIBIT 1 Organizational Chart of  Frito-Lay, Inc.
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the executive vice-president rather than under the vice-president of mar-
keting. The position of vice-president of sales was a staff position, since 
the district and divisional sales managers were under the authority of their 
respective district and divisional managers. The relationships are shown in 
Exhibit 1.

Under the formal organizational structure, the vice-president of mar-
keting was assigned a staff position with respect to the sales organiza-
tion. In actual practice, he exercised considerable control over activities 
of the sales organization. For example, the subdivision of each district 
into individual sales territories, and reshaping of territories, was handled 
by West’s office. The availability of detailed computer-derived informa-
tion about each territory made it possible to make such decisions at a 
distance.

1.  Explain how West can successfully deal with problems relating to the sales force 
when the formal organizational structure cuts him off from direct contact with 
them.

2.  Under the Frito-Lay organization, what avenues are open to achieve coordination 
between various marketing related activities?

3.  Which individuals in the Frito-Lay organization should be involved in new-product 
planning and development?
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CASE 2-3

Monrovia Oil Company
Petroleum Company—Decentralization  
of  the National Account Department

Monrovia Oil Company, with head offices in New York City, was one 
of the largest producers of petroleum products in the United States. In 
his monthly meeting with Frank Spriegel, marketing vice-president, Jeff  
Gasden, vice-president of sales, recommended a reorganization to decen-
tralize the national account department and bring its salespeople under the 
regional sales managers. The purpose was to achieve more coordination 
between the operations of the regional and division offices, which were 
engaged in direct marketing, and the national account department, which 
functioned as a sales contact group in handling special accounts.

The national account department, functioning as a separate sales orga-
nization, was responsible for distribution of gasoline, fuel oils, and indus-
trial lubricants to approximately three hundred companies. These customers 
operated in industries where reciprocity was a major factor in the devel-
opment of new business. This department was headed by a department 
 manager, reporting directly to the vice-president for sales, Gasden. The 
department manager, Grant Newcomb, supervised six sales representatives. 
The purchasing department supplied the manager with a weekly report on 
all purchases amounting to $25,000 or more. The national account man-
ager (Newcomb) kept the sales staff informed of all purchases made by 
 Monrovia from accounts they were now selling and from sources to which 
sales had not yet been made. Sales personnel were responsible for the devel-
opment of sales to each account assigned to them, and made weekly reports. 
The regional and division offices were notified when a salesperson sold an 
account, and it was their responsibility to service the account.

Regional and division offices were strategically located throughout the 
company’s market area. Regional managers, who reported to Jeff  Gasden, 
the vice-president of sales, were assigned five staff specialists. Each region 
was subdivided into three divisions. Under the division manager was a 
T.B.A. manager, a retail sales manager, a wholesale sales manager, an indus-
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trial sales manager, and a superintendent of operations (see Exhibit 1). Each 
division manager supervised from five to eight  salespeople who called on 
all classes of trade in their territories, including national accounts after the 
initial contacts had been made.

The regional and division managers were critical of the national 
account department. They contended that the duplication of sales effort 
could be avoided by eliminating the department. On many occasions, sales-
people from the division offices had quoted prices on fuel oil and gasoline 
that were different from those used by national account representatives. 
Since the division managers were responsible for the business developed 
by the national account department, they felt it should be their prerogative 
to quote prices advantageous to their own operations.

Gasden, the vice-president of sales, thought that more business could 
be obtained through decentralization of the national account department 

EXHIBIT 1 Sales Organization of  the Monrovia Oil CompanySales Organization of the Monrovia Oil Company
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rather than through its elimination. He made the following proposals 
to the board of directors at the spring meeting: (1) the national account 
department should be decentralized, (2) the national account manager 
should be made an assistant to the vice-president of sales, (3) a national 
account salesperson should be assigned to each regional office to work 
with the division managers and their sales personnel, and (4) the activities 
of the national account salespersons should be coordinated with those of 
the division sales personnel by the regional managers.

Grant Newcomb, the national account manager, argued that the 
national account sales force should continue to report directly to him: 
“National account salespeople are needed as ‘blockbusters’ or ‘openers’ to 
get the original purchase from a large account. In addition, the national 
account organization has a career planning advantage. These more presti-
gious sales positions provide a means of promotion and reward to capable 
salespeople who are not interested in sales management. Finally, because 
of their disproportionate effect on sales, operations, and profits, national 
accounts require special treatment (even on prices), and each treatment 
must be coordinated under a single head.”

1.  What changes, if  any, would you recommend in the organization of  the national 
account department?

CASE 2-4

Liberal Software Solutions1 
Salvaging Jeopardized Deal 

Cassandra Anderson works as a sales training manager in Liberal Software 
Solutions, a renowned provider of accounting softwares. Amber Smith, a 
new sales representative, is taking support from Cassandra during on-the-
job training phase. An important client meeting is scheduled with Judy 
Investment Company, one of Liberal’s key customers. On stake is a poten-

1Name of the company and employees are disguised
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tial order worth $10,000. During the meeting with Judy’s purchase man-
ager, Amber makes a poor sales presentation, throwing the entire business 
worth $10,000 in jeopardy. Cassandra now needs to coach Amber for this 
call. 

Which sales-coaching principles could Cassandra use to give a feed-
back to Amber? How should she initiate such a conversation? Suggest a 
stepwise plan for this.

CASE 2-5

Lindsay Sportswear
Manufacturer of  Sportswear—Sales  
Department Reorganization

Although the current sales organization of Lindsay Sportswear had been 
effective for a number of years, recent changes in the marketing and 
distribution of sportswear, as well as changes in Lindsay policies and 
practices, indicated that a revision of the present sales organization was 
required. Arthur Lindsay, president of Lindsay Sportswear, was con-
cerned with the apparent inability of Jim Frankfort’s sales force to han-
dle the various tasks assigned to it. His son, Arthur, Jr., who was regis-
tered in an MBA program at Dartmouth, suggested that a reorganization 
of marketing responsibilities in the firm might solve the problem. He 
explained that a vice-president of marketing could coordinate merthan-
dis-ing, advertising, and selling activities. He also suggested that product 
managers would ensure that each product got a fair share of the time of 
the sales force.

Lindsay Sportswear manufactured a wide line of men’s and boys’ 
sportswear, including sweaters, hunting coats, caps, gloves, sport coats, 
slacks, sport shirts, jackets, swimwear, walking shorts, and socks. Annual 
sales of $125 million attested to the wide consumer acceptance of the “Lind-
say Sportswear” brand. The sportswear was distributed directly to 8,000 
men’s and boys’ shops and department stores. As Lindsay sales increased 
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over the years, the sales organization evolved from a simple line type into 
a more complex organization, as shown in Exhibit 1.

The vice-president of sales was responsible for the administration 
of the. sales department and was concerned with organizing, planning, 
 directing, coordinating, and appraising the total sales operation. Regional 
sales managers were responsible for sales in their territories, field supervi-
sion of the branch sales offices, and implementing the sales policies. The 
sales branch managers spent the majority of their time in the field with 
the sales force. Ninety full-line salespersons operated out of twenty sales 
branch offices.

The directors of advertising, commercial research, and merchandising 
reported to the executive vice-president, as did the sales vice-president. 
The advertising director administered the $4,000,000 annual advertising 
appropriation and, in consultation with the sales vice-president, prepared 
the advertising budget and examined and approved all work done by the 
advertising agency. The commercial research director planned and con-
ducted surveys for the sales vice-president as well as for other department 
heads. Surveys measuring the market potential for sportswear, the prefer-

EXHIBIT 1 Sales Organization of  Lindsay SportswearSales Organization of Lindsoy Sportswear

President

Executive Vice-President

Vice-President
Treasurer

Vice-President
in Charge of Sales

Vice-President
Manufacturing

Director of
Merchandising

Director of
Commercial

Research

Director of
Advertising

Five Regional
Sales Managers

Twenty Sales
Branch Managers

Ninety Full-
Line Salespeople

8,000 Dealers
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ences of buyers, the frequency of purchase, the attitudes of dealers, and 
the like were used in establishing sales policies and strategies, setting sales 
quotas, determining sales territories, selecting dealers, and evaluating sales 
performances.

The merchandising director was responsible for coordination of man-
ufacturing and sales, by taking demand preferences on the one hand and 
manufacturing costs on the other and working out a plan that balanced the 
two. His main function was to determine garment design and specifications 
and to make sure that dealers and consumers got what they wanted with-
out building up excessive inventory.

One development that signaled a need for possible change in the 
sales organization was that sales of boys’ sportswear had more than dou-
bled due to a number of factors such as an increase in the number of indi-
vidual children’s shops and the growing interest of men’s wear retailers in 
boys’ wear. Thus, boys’ sportswear became the largest seller in the Lindsay 
Sportswear line, a great change from just five years ago. One effect of 
the boys’ wear sales increase was that Lindsay Sportswear sales personnel 
were devoting most of their efforts to the easier-to-sell boys’ wear line, at 
the expense of the men’s wear line.

Greater dealer and consumer interest in the color, style, and fabrics 
of men’s sportswear made it necessary to give closer consideration to 
buyers’ tastes and preferences. The salespeople, by virtue of being clos-
est to the market, were in a position to suggest garment-style preferences 
to the merchandising department. One Lindsay salesperson suggested 
to the merchandising director that a panel of famous personalities be 
established as style consultants from which would come sportswear 
ideas the panel considered to be most fashionable. The initial panel 
consisted of several famous golfers. The sales of the sportswear selected 
by the style consultants were good enough to warrant investigation of 
a possible change in the Lindsay Sportswear sales organization that 
would permit closer cooperation between the merchandising staff and 
the sales department.

As the Lindsay line expanded, it became apparent that the ninety 
full-line salespeople were spending so much time introducing new sea-
sonal lines and promotions that they were unable to serve dealers prop-
erly. Much important service work by salespersons was being neglected, 
such as assistance in stock control, pricing, point-of-purchase display, and 
training retail salesclerks. Neglect of dealer service duties resulted in the 
loss of some major accounts, who switched to competing lines of men’s 
sportswear.
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The sales manager, Jim Frankfort, argued that the current organi-
zational structure reflected correct priorities because personal selling 
was the really important factor in the success of the Lindsay company. 
Sales were dependent on the strength and cooperation of retail outlets, 
and it was the sales force that achieved the cooperation of the retailers. 
His proposed solution to correct criticisms, therefore, was that the sales 
department be reorganized to solve three problems: (1) neglect of the 
full line of sportswear by salespeople who spent most of their sales 
attention on the fast-selling boys’ wear, (2) the need to improve styling 
of the line by the merchandising department through closer cooperation 
with the sales department, and (3) neglect of dealer service by the sales 
force.

1.  What are the relative roles of  merchandising, advertising, and personal selling 
for Lindsay Sportswear? Should the sales force be relieved of  some of  its current 
responsibilities?

2.  How should Lindsay Sportswear have reorganized the structure of  its sales 
department to eliminate the problems outlined in the case? Draw a new organi-
zation chart.
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CASE 2-6

Allen Specialty Company
Manufacturer of  Writing Supplies — Coordination  
of  Advertising, Sales Promotion, and Selling

Allen Specialty Company, located in Detroit, Michigan, manufactured a line 
of ballpoint pens, and mechanical pencils and, in the past five years, had 
added a line of stationery. Allen products were sold to stationery and office 
supply wholesalers and retailers, as well as to department stores, discount 
houses, drugstores, variety stores, and supermarkets. A field sales force of 
eighty-two persons operated out of six district sales offices. Allen manage-
ment believed that a critical factor in the company’s sales success was the 
coordination of its national advertising and the activities of Allen salespeo-
ple and dealers.

The sales promotion program was the responsibility of the sales 
promotion manager, Jack Biggerstaff, and his staff, in conjunction with 
the sales planning committee at Allen headquarters in Detroit. The sales 
planning committee consisted of the managers of merchandising, advertis-
ing, and marketing research. The sales promotion plan, for both new and 
existing products, described objectives; roles of salespersons and dealers; 
anticipated sales; the national, local, and trade advertising; and point-of-
purchase displays, deals, premiums, and contest offers.

With approval of the sales promotion plan by the sales planning com-
mittee and the sales promotions manager, Jack Biggerstaff, the sales pro-
motion department prepared sales promotion kits for the Allen sales staff. 
The kit included advertising proofs, product samples, illustrations of the 
point-of-purchase displays, samples of premiums offered, and a descrip-
tion of the special deal or contest featured in the promotion.

The sales promotion department prepared a timetable for each pro-
motion plan, showing the date when each advertisement appeared in var-
ious media. The timetable was distributed to the sales force and dealers 
to enable them to time their sales and advertising to coincide with the 
national advertising, thereby achieving full impact from the advertising.

When the sales promotion plan was approved by headquarters, it was 
presented to Allen sales personnel at meetings in each of the six district 
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sales offices. The sales promotion manager and the field sales promotion 
manager, who reported to the former and whose job was to work with Allen 
salespeople and dealers on sales promotion projects, made the presentation. 
Following the meetings, the field sales promotion manager trained the sales-
people in proper presentation of the promotion and called on key dealers 
to enlist their support.

The sales promotion program used with a recent new product intro-
duction was typical of Allen’s efforts. In addition to the objectives and time-
tables, the sales promotion program included (1) selling tools for Allen sales 
people—circular letters describing the promotion, a visual presentation 
portfolio for making promotion presentations, product samples, reprints of 
consumer advertisements; (2) selling tools for Allen dealers—presentation 
kits for selling the new product to consumers, mail circulars for dealers to 
send to consumers, mailing folders for use by dealers, sample folders, and 
a considerable amount of prize money for dealers’ sales personnel; and 
(3) advertising support for Allen dealers—advertising in national media and 
sample folders to be sent to consumers who responded to a coupon offer.

The sales promotion programs were presented one each week in the 
district offices in late November and December. When the schedule was 
announced,’ Mike Halloran, assistant sales manager in charge of the Pacific 
Northwest district called Jack Biggerstaff to complain that the sales promo-
tion orientation session in his district had been scheduled for December 27 
during the quiet week when many of his salespeople had found extra time 
to spend with their families and when several had customarily taken short 
skiing vacations, Biggerstaff explained that the promotion plan would not 
be completed until mid-November, and since these sales promotion meet-
ings were conducted by home office personnel in the six sales regions, 
it was not possible to schedule more than one a week. It was tough, but 
Halloran’s district had drawn the bad week this year.

Halloran responded that he thought the sales promotion sessions 
were a waste of time anyhow. His salespeople lost two productive days 
in these sessions, and, in his opinion, knowledge of details of the Allen 
Company’s advertising and promotion plans didn’t make the sales rep’s 
job of selling to wholesalers and retailers any easier. Anyhow, it was the 
responsibility of the field sales promotion manager to work with the indi-
vidual salespeople and call on key dealers. He also complained that when 
these sessions were scheduled in mid-November, they interfered with sales 
productivity in the busiest season of the year.

1.  Evaluate the Allen Specially Company’s organization and plan for coordinating 
sales and advertising.

2.  How should Biggerstaff answer Halloran’s complaint?
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CASE 2-7

Morris Machine Works
Manufacturer of  Centrifugal Pumps— 
Relations with Dealers

Morris Machine Works, Baldwinsville, New York, was established in 1864 
and was the first American company to manufacture centrifugal pumps. 
Morris pumps were sold to industrial users throughout the United States 
by thirty-two manufacturers representatives, each of whom operated in 
an exclusive territory. Three representatives in Canada handled sales 
in that country, but all other foreign sales were made through export 
houses. The majority of Morris products were manufactured to users’ 
specifications, and the company required its representatives to be tech-
nically trained. Consequently, most representatives either were engi-
neers or included engineers on their staffs. The turnover among repre-
sentatives was low, but the arrangement for splitting commissions on 
inter-territorial sales had been a continuing source of friction. Although 
the sales manager did not consider this problem of major importance, he 
decided to review the entire situation.

Every Morris agent was required to sign an agreement governing his 
relations with the company (see Exhibit 1). This agreement included a 
general statement of company policy on the splitting of commissions. This 
statement did not provide specific rules for handling every situation that 
might arise. Consequently, the statement was not useful in handling many 
disputes among the manufacturer’s agents.

The initiation, negotiation, and final installation involved with one 
contract occurred in three separate territories, illustrating the difficulties of 
reaching an agreement on the division of commissions. A large aluminum 
producer, whose main office was in Richmond, Virginia, was planning to 
build a plant in Corpus Christi, Texas, and a San Francisco firm was the 
contractor-engineer. Thus, three agents were involved: the Richmond agent 
who made the sale, the San Francisco agent who did the engineering, and 
the Corpus Christi agent who was responsible for installation and service. 
All three representatives incurred costs in connection with this sale; there-
fore, each should have received some compensation. The out-of-pocket 
costs of the Richmond agent were the lowest, but his influence was the 
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EXHIBIT 1  Standard Form used for Agreements  
with Manufacturers’ Agents

Introduction

This Agreement has been adopted for governing the relations 
between the MORRIS MACHINE WORKS and it Agents, and between 
the different Agents of the MORRIS MACHINE WORKS in order to 
promote efficiency and cooperation. It is realized that absolute and 
fast rules cannot be formulated to govern all conditions, but that 
fairness and justice must supplement all rules. All questions as to 
interpretation of these rules or questions as to points not covered 
are to be passed upon by the Home Office, and its decisions are to 
be considered final.

In accepting the MORRIS MACHINE WORKS account, the Agent 
agrees to the provisions of these rules.

Definition of Agent

The term AGENT (Representative or District Manager) as employed 
herein is used to designate such individuals, partnerships, or firms 
who are regularly accredited MORRIS MACHINE WORKS repre-
sentatives, who have a definite exclusive territory, who have prices 
and discounts covering a full line of MORRIS MACHINE WORKS 
equipment, or in some cases one complete line only of MORRIS 
MACHINE WORKS manufacture, who do not handle any compet-
ing product, and who are active in promoting the sale of MORRIS 
MACHINE WORKS equipment.

Definition of Territory

The term TERRITORY as used herein will designate only the area in 
which the Agent has exclusive rights to sell MORRIS MACHINE WORKS 
products, subject to such limitations and exceptions as are hereinafter 
specified. Only such an area will be assigned to an Agent as exclusive 
territory as he can actually cover; that is, in which the Agent can, and 
will, personally solicit business. Such territory as is not included in any 
Agent’s exclusive territory will be open to all agents and to the Home 
Office; but to avoid complications, the Agents should communicate 
with the Home Office before quoting in the open territory.

Agents will not solicit in another Agent’s territory except with that 
Agent’s permission.

Prices, Price Lists, and Data

MORRIS MACHINE WORKS will quote the Agents its best agent’s 
prices and discounts in all cases, and will furnish price lists, data 
sheets, drawings, and catalogues as required, and will assist the 
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EXHIBIT 1  (Continued)

Agent in every way with information and data. Price lists, drawings, 
etc., are the property of MORRIS MACHINE WORKS and subject to 
return upon request. Detailed drawings will not be furnished except 
in special cases, and when furnished must not be allowed to pass 
out of the Agent’s hands, and must be returned to the Home Office 
when their purpose has been accomplished.

Allocation of Inquiries and Orders

An Agent has exclusive rights to solicit and sell MORRIS equipment 
within his territory, and all inquiries and orders originating in that 
territory will be referred to, and credited to, that Agent except as 
provided hereinafter. An inquiry received by an Agent from another 
Agent’s territory is to be referred by him either to the Home Office 
or direct to the Agent for that territory. Inquiries from dealers or 
from purchasing and engineering departments within an Agent’s 
territory, for equipment destined to go into another Agent’s terri-
tory, may be quoted on by that Agent, particularly if purchases are 
expected to be made in his territory; but a division must be made of 
the commission with the Agent into whose territory the equipment 
will go, as provided hereinafter.

Direct Quotations by the Home Office

The right is reserved by MORRIS MACHINE WORKS to quote and 
to deal directly, without commission, for any agent in the following 
cases:

1.   On federal and state work that is publicly advertised and cov-
ered completely by the specifications.

2.   To export houses, for shipment outside the United States or 
Canada.

3.   To manufacturers, for resale as a component part of that manu-
facturer’s equipment, to enable that manufacturer to quote com-
petitive prices without the ultimate consumer having to pay two 
commissions.

4.   On repair and replacement parts for equipment originally sold 
through other Agents or direct from the Home Office.

Commission

The Agent’s compensation will be entirely through commissions on 
sales. The Agent will be credited the difference between the sales 
price and the Agent’s prices. Commissions will be paid the Agent as 
payments are received from the customer except as may be agreed.

Acceptance of orders is subject to approval by the Home Office.
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EXHIBIT 1  (Continued)

The Agent, knowing his trade, is given the privilege to fix his com-
mission and add same to the Agent’s price. The right is reserved, 
however, by the Home Office to fix the amount of an Agent’s com-
mission in special cases in accordance with the price lists and 
 discounts.

1.   The full amount of commission will be paid the Agent on all 
sales made by him for shipment within his territory.

2.   If the sale is made by one Agent for shipment into another 
Agent’s territory, two-thirds of the commission will be paid to 
the Agent making the sale, and one-third to the territorial Agent.

3.   If inquiry originates and is preliminarily negotiated in the Agent’s 
territory into which shipment will go, but must be further nego-
tiated and sale closed in another Agent’s territory, commission 
will be equally divided.

4.   If necessary to make a sale by the Home Office for shipment 
into an Agent’s territory, that Agent is to receive one half of the 
Agent’s commission.

5.   No credit or commission will be given an Agent on orders 
placed in his territory but destined for shipment elsewhere, and 
which did not originate or were not negotiated in his territory.

Service and Cooperation

In accepting the MORRIS MACHINE WORKS account, the Agent 
is considered as having assumed an obligation to cooperate with 
other Agents and with the Home Office in promoting the sale of 
MORRIS equipment.

The Agent is to give assistance to prospective customers, regardless of 
what territory they may come from, in obtaining the required infor-
mation, in making selections of equipment, in installing and operating 
MORRIS equipment, etc.

Duration of Contract

The duration of the contract is for one year, and it is self- perpetuating 
unless three months’ notice to terminate is given by either party.

MORRIS MACHINE WORKS

By: ___________

Date: ___________

Accepted by:___________

Date:___________
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deciding factor in the sale. The agent in Corpus Christi stood to profit from 
this installation in the future, since he would receive commissions on all 
repair parts. The commission split could have posed a problem for the sales 
manager, had not the three parties reached a mutual agreement indepen-
dent of the home office.

Such problems were not always so easily solved, since disputing par-
ties customarily looked to the Morris sales manager for a final decision. It 
was difficult to work out compromises satisfactory to all parties. Because 
representatives were not employees but independent business people, it 
also was difficult to enforce such decisions.

Two solutions had been suggested. One was to pay the entire com-
mission to the representative into whose territory shipment was made, 
regardless of who originated, negotiated, or closed the sale. The second 
suggestion called for a fixed schedule of payments as follows:

10 percent for first quotation
10 percent for second quotation
15 percent to the territory in which equipment was installed
25 percent to the agent completing the purchase order
40 percent for influence on the sale

Thus far, the sales manager had rejected both proposals.

1.  Was the sales manager justified in rejecting both proposals? Why or why not? 
How useful is the form agreement in settling disputes?
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CASE 2-8

Vibpure Water Purifiers
The sales demonstration2

Vibpure Private Limited (Vibpure) is a growing organization with a wide 
range of water purifiers, air purifiers, vacuum cleaners, and water dispensers. 
The company was facing acute competition and had achieved 91 percent of 
its sales target for the first 6 months of 2017. July–December is going to be 
a crucial period for the company to achieve 100 percent of its annual sales 
targets. The company is going to launch a new water purifier with RO and 
UV technology. This is an advanced water purifier with many competitive 
advantages. Its success is critical for organization. Sales of water purifiers 
usually require demonstrations by the sales persons so it’s important that 
all sales representatives memorize and practice the demonstration script. 
Hence, the company has developed a sales contest with an award of an HD 
TV to the best demonstration. The contest is planned at zonal levels where 
all sales representatives of a zone can compete for this.

There are 200 sales representatives in the organization. Eight sales 
representatives are grouped geographically with a District Sales Manager, 
who in turn reports to a regional sales manager. Vibpure had five Regional 
Sales Managers (RSMs) representing the North, East, West, South, and 
 Central zones of India. These RSMs reported to the general manager of 
sales. Vishesh Chadha is a newly promoted District Sales Manager of Delhi. 
His team has achieved only 88 percent of the sales target for the first 6 
months of the year. His two sales representatives Brij and Pratibha are not 
interested in participating in this contest. They came to Vishesh one day 
before the meeting and said, “We don’t have time for this and we need to 
be out in the market to sell our products.”

1.  The sales are low and you are in a dilemma with their proposal. How will you 
manage this situation?

2Name of the company and employees are disguised
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Sales Personnel 
Management

Managing the sales force is critical as it is the revenue generator for the 
fi rm. Salesforce also consumes signifi cant revenues, and vacant sales 

positions are hardest to fi ll with good candidates. The two most important 
personal-selling strategic decisions are on selling style(s) and sales force 
size. These decisions result from planning how to achieve the sales volume 
and related company goals. The decisions on selling style(s) determine 
the range and nature of activities required for management of the sales 
force. The decision on sales force size determines the magnitude of these 
activities.

9

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the sales personnel management

 ■ Understand the impact of sales personnel turnover

 ■ Understand sales job analysis

 ■ Prepare sales-job specifi cation
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SALES PERSONNEL MANAGEMENT

Sales force management is a specialized type of personnel management. 
It is not possible to exercise close and constant supervision over sales 
 personnel—at least not in the sense that one can supervise production and 
office workers. Furthermore, sales personnel work away from their cowork-
ers and immediate superiors, so it is difficult to develop a spirit of identity 
with and loyalty to the company and to weld them into a unified team.

Sales persons are relied upon as individuals to plan and control their 
own activities. Most sales personnel visit the company’s office infrequently, 
and centralized direction of their activities is mainly by phone, email and 
sales force automation software.

Other unique conditions surround the selling job. Often the salesper-
son is away from home and family for extended periods. Selling success 
(or failure) depends upon prospects’ and customers’ actions and reactions; 
disheartening order turndowns and rebuffs from customers require the 
salesperson to repress normal responses and to suppress a natural ten-
dency to become discouraged. The psychological effects of these condi-
tions accentuate the need for sales management to pay continual attention 
to motivational factors.

The steps in sales force management are the same as those in gen-
eral personnel management. Sales force management work, as shown in 
Figure  9.1, starts with job analysis—determining the job objectives, the 
component duties and responsibilities, performance criteria, and reporting 
relationships. The output of job analysis is the written job description that 
is used in deriving the necessary qualifications (job  specifications) of the 
employee. Qualified job applicants must be found, and this requires deci-
sions on recruiting sources and methods. From the supply of applicants, 
those meeting the job specifications are selected. After hiring,  applicants 
undergo initial training and throughout their entire careers with the 
 company—receive continuing training through diverse delivery systems. 
Compensation plans are designed to provide appropriate levels and meth-
ods of compensation.

When the salesperson is assigned to the field, other personnel activ-
ities come into play. The salesperson is motivated to plan and make pro-
ductive use of working time. To improve the effectiveness of sales calls, 
salespersons are counseled on working habits and methods. Controlling 
sales personnel requires analysis of selling records and evaluations of sales 
performance.

Sales force management activities mesh into a system. Faulty execu-
tion of any activity results in complications for other activities. If recruiting 
and selecting are sloppy, training tasks are magnified, supervision prob-
lems become greater, motivating and controlling salespersons is more 
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difficult, and the turnover of sales personnel is accelerated. If training is 
inadequate, potentially good people fail to reach high productivity, the 
compensation system does not work as planned, supervision is ineffective, 
and there is excessive personnel turnover. Similar “bundles” of difficulty 
arise in cases of ineffective performance of other activities in the sales 
force management system.

Economies of Effective Sales Force Management

There are economies in effective sales force management. Assume that 
company X has ten salespersons, each making five calls per day, a total 
of fifty per day for the company. Assume further that four calls out of five 
result in sales and that the average sale amounts to $500. If through more 
effective management, each salesperson increases the number of calls to six 
per day, the company’s daily total becomes sixty (an increase of ten), and 
eight more sales per day are made (8 × $500 = $4,000). This is equivalent to 
adding two new salespeople at the old call rate. If sales personnel are paid 
wholly, or partially, on a commission basis, their incomes are now higher 
and morale should be improved. Furthermore, because some selling costs 

FIGURE 9.1 Activities Involved in Sales Personnel Management
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are related to the number of salespeople, the company’s average cost per 
call should be reduced. There are two types of expenses of maintaining a 
sales force: fixed and variable. The fixed expenses are identical for all sales 
personnel regardless of their productivity, while the variable expenses are 
highest for the least productive sales personnel. Fixed expenses include 
sales salaries, traveling, equipment (autos, sales folios, sales manuals, and 
so forth), and advertising used to assist the sales force. Variable expenses 
include sales commissions, training, motivating, supervising, and con-
trolling—these expenses are lower per unit of product sold for productive 
salespersons than for unproductive salespersons. In other words, when 
a company incurs variable expenses for maintaining its sales force, it 
receives its highest return from the most productive sales personnel. Total 
expenses per unit of product sold vary inversely with the productivity of 
the salesperson.

Rate of Sales Personnel Turnover

The rate of sales personnel turnover is a measure of the quality of sales 
force management. This is the ratio of separations per 100 salespeople. For 
example, a company employing a sales force of 250 persons and having 
twenty separations during the year has a rate of turnover of 8 percent.1

The turnover rate influences the total expenses of sales force man-
agement. Costs of recruiting, advertising, fees to employment agencies, and 
so forth often run to more than $500 per recruit. Interviewing costs are 
high, because companies interview several applicants for each selection. 
If an interview by an executive takes two hours, an executive’s time is worth 
$25 per hour, and thirty people are considered for each vacancy, total inter-
viewing costs amount to $1,500 per person hired. The costs of travel and time 
used for preparatory and follow-up training easily run $10,000 per person.

Some expenses are not readily calculated. For example, new recruits 
do not produce as much as experienced sales personnel, and the ratio 
of selling expenses to sales for a new person is likely to be excessive for 
at least the first year. A conservative estimate of the excess is $3,500 per 
new salesperson during the first year, and in some companies this excess 
is higher because it takes longer for a salesperson to get fully into stride.

The expenses of sales personnel turnover can account for a significant 
drain on profits. In a company with a sales force of 400 and an annual turn-

1 A convenient formula for calculating the rate of sales personnel turnover is rate 
of personnel 

turnover (expressed as a percentage) = 
number of separations × 100

average total sales force
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over rate of 25 percent, if the costs of replacing a single salesperson come 
to $ 10,000, the annual costs of turnover total $1 million—and this is only 
out-of-pocket cost. Other costs are increased expenses for supervision and 
motivation, lost business, decline in customer goodwill from mistakes of 
inexperienced salespersons, and miscellaneous expenses associated with 
taking on people who do not succeed. Few accounting systems measure 
the impact on profit of excessive sales personnel turnover. But profits are 
lower because inexperienced salespeople are assigned where turnover has 
occurred. Profits are not realized from sales not consummated.

All turnover is not bad, even though it seems costly. Sales executives 
report that most salespeople who leave a company have less than three years 
of service. If a person is proving unsuccessful, and is likely to leave eventually, 
it is desirable that the person leave immediately. The earlier the unsuccessful 
person leaves, the better off the company is, both in terms of dollar costs and 
effect upon other sales personnel. Too low a rate of turnover may indicate 
that the sales force is overloaded with veterans who do not produce as much 
as new personnel might. In this situation the entire system of sales force man-
agement may need overhauling. Some turnover is desirable. A sales force with 
no turnover may be growing stale, prospective new salespeople are not being 
attracted, and older ones are lingering on because of management laxity.

The age distribution among sales personnel should be analyzed for its 
impact on sales force turnover. It is desirable to spread salespersons’ ages 
over a wide range. Otherwise, the productivity curves for all rise together, 
all reaching their peaks and declining together, and all reaching retirement 
at the same time.

Under these circumstances, it is necessary eventually to recruit an entire 
sales force almost at once, at considerable loss in market coverage and cus-
tomer relations. Companies should establish an average length of service, 
which management considers desirable, before evaluating the turnover rate. 
If management believes the average length of service should be twenty 
years, then, assuming no errors in selection, the personnel turnover rate 
should be 5 percent—one-twentieth of the sales force should be replaced 
each year. Because even the best selection procedure is far from perfect, the 
actual turnover rate would run higher than 5 percent. In addition, many peo-
ple do not take sales jobs with the intention of keeping them forever. A sales 
job is often the springboard to higher positions, and a company using its 
sales force as a source of managerial talent anticipates higher turnover.

Awareness of the current turnover rate is necessary for planning the 
operation of service functions. The personnel turnover rate is important in 
creating a plan for recruiting, selection, and training programs. For exam-
ple, a company with a turnover rate of 25 percent is replacing its sales 
force every four years. It must organize its service functions to handle an 
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annual volume of new recruits equivalent to one-fourth of its sales force. 
The costs and extent of the recruitment, selection, and training programs 
largely depend upon the amount of turnover.

The personnel turnover rate is analyzed periodically to determine 
the causes. Analysis often uncovers areas where improvement is needed. 
A useful information source is an exit interview between the departing 
salesperson and either a line executive or a personnel consultant. This 
interview provides an opportunity to identify conditions contributing to 
personnel turnover. Identification enables management to modify or cor-
rect conditions within its control.

FIGURE 9.2 Causes of  Turnover of  Sales Personnel

Caused by Actions
Controllable by Company

Caused by Actions Not  
Controllable by Company

1. Poor recruiting 1. Retirement

2. Improper selection and 2. Death

assignment 3. Illness or physical disability

3. Training deficiencies 4. Personal and marital difficul-
ties

4.  Inadequate supervision and 
motivation

5. Dislike for the job—travel, 
type of work, working condi-
tions, etc.

5.  Breakdown in communications 6. Military duty

6.  Unsatisfactory performance—
customer complaints, etc.

7. Better position elsewhere

7.  Discharged for cause, e.g., 
alcoholism, conviction of a 
felony, dishonesty, etc.

8. Higher Studies

8.  Cutbacks in personnel

9.  Transfer to another department

10.  Promotion to a higher position

Causes of personnel turnover can be separated into two main group-
ings, as shown in Figure 9.2. Management should take corrective action 
when the causes are concentrated on the controllable list, particularly 
when turnover traces to reasons 1 through 7. Turnover resulting from rea-
son 8 sometimes is unavoidable, and that resulting from 9 and 10 is usually 
desirable. Managerial action may be called for, even in the cases of some 
reasons appearing on the “not controllable” list; in fact, only reasons 2, 3, 
and 6 may be regarded as completely unavoidable.
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JOB ANALYSIS

Job analysis—assembling and analyzing factual information on specific 
jobs—is the basis for professional personnel management. Job analyses 
provide the data required for preparing written job descriptions, which, 
in turn, are used to derive job specifications (the qualifications and 
 characteristics individuals need to perform given jobs). The job analysis, 
then, and its two derivatives, the job description and job specification, 
provide factual foundations for making decisions on hiring, transfers, pro-
motion, training, and dismissals.

Sales Job Analysis

Sales job analysis is the critical first step in modern sales force  management. 
The foundation for enlightened personnel management, sales job analysis 
has risen in importance since the Civil Rights Act brought pressure on sales 
executives to justify decisions on hiring, transfers, promotion, training, and 
dismissals. As a consequence, sales executives are concerned with making 
objective personnel decisions—basing decisions on facts, not upon hunches.

Sales job analysis requires systematic collection and study of infor-
mation on particular sales jobs, such as that of territorial salesperson. It 
involves determining the job’s objectives and what the person holding the 
job should do to reach them. It answers such questions as: To whom does 
this person report? Who reports to this person? What products does this 
person sell? To whom does this person sell? What information should this 
person gather? What reports should this person make and to whom? Sales 
job analysis, in addition, elicits details on specific duties and responsibilities, 
relations with customers, relations with other sales department and com-
pany personnel, and the like. The outcome of a thorough analysis of a sales-
person’s job is a detailed picture of the role(s) that the salesperson plays—as 
noted earlier (see Chapter 5), four basic selling styles cut, to a large degree, 
across industry and company boundaries: trade, missionary, technical, and 
new business. In analyzing the salesperson’s job in a particular company, in 
most cases, we find that the job combines two or more of these basic styles.

Sales Job Description

The key output of sales job analysis is the job description: A sales job 
description is an organized factual statement covering (1) the reporting 
relationship of a particular job to other jobs, (2) the job objectives, (3) 
duties and responsibilities, and (4) job performance criteria. A sales job 
description tells to whom the sales jobholder reports, what has to be done, 
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how it is done, and why and, in addition, describes the standards against 
which performance is measured.

Procedure for Sales Job Analysis and Preparation  
of Written Job Descriptions

Procedures for sales job analysis and preparation of written job descrip-
tions vary from company to company, but four main steps are identifiable in 
procedures used in well-managed companies: (1) assembly of factual infor-
mation about the job, (2) analysis of the information, (3) writing of the job 
description, and (4) as required, repeat the process. A suggested procedure is

1. Assemble factual information about the job:

1.1.  Clarify reporting relationships by questioning salespersons 
and those to whom they report.

1.2.  Prepare a questionnaire for sales personnel, asking them to 
list the job objectives, together with the major duties and 
what is involved in performing them, in doing the job ef-
fectively.

1.3.  Prior to receipt of the completed questionnaires, have sales 
executives and other executives interested in sales activities 
write down their conceptions of the salesperson’s job objec-
tives, the salesperson’s responsibilities, and the duties they 
feel the salesperson should and should not perform.

1.4.  Survey customers to find out what they believe should and 
should not be the functions of a company salesperson.

2. Analyze the information gathered:

2.1.  Tabulate the information received.

2.2.  Reconcile differences revealed by the three viewpoints, 
write a concise statement of job objectives, and prepare a 
detailed list of duties that sales personnel are to perform.

2.3.  Classify the duties into major responsibility groupings, such 
as sales, service, territory management, sales promotion, ex-
ecutive, and goodwill duties.

3. Write the job description:

3.1. Put the reporting relationships in writing.

3.2. Add the concise statement of job objectives.

3.2. Insert the detailed information on duties and responsibilities.

3.2. Develop a written statement of job performance measures.

4.  As required, repeat the first three steps when changes in markets, 
customers’ requirements, products, competition, the economic 
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climate, and so forth require a review of job objectives, job duties 
and responsibilities, and/or performance measures.

An alternative approach to developing the “job duties and respon-
sibilities” section of the job description is to use a checklist of activities 
and subactivities generally accepted as comprising salespersons” jobs. One 
checklist, originally put together for the U.S. Small Business Administra-
tion, is shown in Figure 9.3. This approach is helpful in preparing tentative 
descriptions of newly created sales jobs.

Preparation of Sales Job Specifications

Preparing a complete and accurate sales job description is simple compared 
to preparing a complete and accurate sales job specification. The “duties and 
responsibilities” portion of the job description is focused upon to determine 
the qualifications that an individual needs to perform the job satisfactorily. 
This set of qualifications is called the “job specifications.” If the job descrip-
tion states, for instance, that the salesperson is to train dealers’ sales person-
nel, then the salesperson must be qualified to conduct such training. What 
will the salesperson have to know about the products, their uses, and the 
dealers’ customers? About dealers’ operating methods and problems? About 
training methods? Will this require the salesperson to have a certain kind 
of education and/or special experience? Similar sets of questions must be 
answered about each of the duties and responsibilities in the job description.

There are differences among the qualifications that a new addi-
tion to the sales force may bring to the job, those that an individual may 
acquire through training and those that a person gains through field selling 
 experience. Sales management decides which qualifications all new recruits 
should possess, and which should be provided through training. A com-
pany specifying somewhat higher entrance qualifications than another can 
expect, other things being equal, that its training program will have to 
accomplish less. But the first company is likely to encounter greater dif-
ficulty in finding as many recruits as the second company. A trade-off is 
made between recruiting persons with many qualifications, which reduces 
the need for training, and recruiting persons with few qualifications, which 
increases the need for training.

It is generally considered desirable for sales job specifications to set 
forth the required personality characteristics. These the salesperson must 
bring to the job, since sales training programs are not effective instru-
ments for personality development. All sales personnel need certain traits: 
empathy and the ability to get along well with others; integrity and char-
acter; and maturity, in terms of a sensible self-perspective. Motivation is 
 important—some sales jobs require their holders to be routine order takers 
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FIGURE 9.3  Checklist for Compiling “Duties and Responsibilities”  
Section of  a Sales Job Description

Sales:
Make customer calls.
Execute marketing strategies in the field.
Sell the line; demonstrate.
Handle objections.
Check stock; discover possible product uses.
Interpret sales points of the line to the customer.
Estimate customer’s potential needs.
Emphasize quality.
Explain company policy on price, delivery, and credit.
Get the order.

Service:
Install the product or display.
Report product weaknesses, complaints.
Handle adjustments, returns, and allowances.
Handle requests for credit.
Handle special orders.
Establish priorities, if any.
Analyze local conditions for customers.

Territory management:
Arrange route for best coverage.
Balance effort with customer against the potential volume.
Maintain sales portfolios, samples, kits, and so forth.

Sales Promotion:
Develop new prospects and accounts.
Distribute home office literature, catalogues, and the like.
Make calls with customer’s salespeople.
Train personnel of wholesalers, jobbers, and so on.
Present survey reports, layouts, and proposals.

Executive:
Each night make a daily work plan for the next day.
Organize field activity for minimum travel and maximum calls.
Prepare and submit special reports on trends, competition.
Prepare and submit statistical data requested by home office.
Investigate lost sales and reason for loss.
 Prepare reports on developments, trends, new objectives met, 
and new ideas on meeting objections. 
Attend sales meetings. 
Build a prospect list.
 Collect overdue accounts; report on faulty accounts. 
Collect credit information.

Goodwill:
Counsel customers on their problems.
Maintain loyalty and respect for the company.
Attend local sales meetings held by customers.
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only, but others serve as proving grounds for future managers. There is 
an optimum level of motivation for each job. If new salespersons are too 
strongly motivated, they may not be content for long with a routine job or 
one lacking in advancement opportunities.

Job specifications may stipulate minimum requirements with respect 
to education and product or technical knowledge, but legally so only if the 
company can prove that these requirements are significantly related to job 
performance, the importance of these requirements varies widely. Some 
selling jobs demand the detailed technical training offered only by col-
leges of engineering; others require only average ability to read, write, and 
do simple arithmetic; and there are all gradations in between. Graduation 
from an educational institution is tangible evidence that the job candidate 
has a certain level of ability.

Job specifications provide recruiters with a device for the conser-
vation of time and energy—the set of minimum requirements to use in 
weeding out unqualified applicants. This usually takes the form of a list of 
negative factors, the presence of any of which automatically disqualifies 
an applicant. A set of minimum requirements, or preliminary screening 
standards, should be prepared only after a company analyzes its dismiss-
als and should reflect the main reasons why a company’s sales personnel 
fail. Companies must be prepared to prove that each minimum require-
ment is significantly related to successful job performance and does not 
result in discrimination on the basis of race, color, religion, sex, age, or 
national  origin.

Because of difficulties met in developing a fully objective and accu-
rate set of job qualifications for sales jobs, many companies do not for-
malize sales job specifications. Instead, sales executives and others 
interviewing prospective employees are provided with written sales job 
descriptions. Each interviewer has a set of desired qualifications (that is, a 
job  specification) in his or her mind. Instead of a single set of qualifications 
(a standard specification) for the sales job, there are as many as there are 
users of the written job description.

CONCLUSION

Sales force management is personnel administration applied to the sales 
department. In its application, it requires adaptation to the special cir-
cumstances that surround the salesperson’s job. Effective sales force man-
agement requires skill in setting up and operating the total system for 
sales force management—all the way from sales job analysis through the 
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procedures used for evaluating and controlling sales personnel. Faulty sales 
force management results in high sales personnel turnover and excessive 
selling expenses, adversely affecting profit. The foundations for effective 
sales management are thorough sales job analysis, complete and written 
sales job descriptions, and meaningful sales job specifications.
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recruitment and Selection

Recruiting and selecting sales personnel is an important part of implement-
ing personal-selling strategy, but it is not all that is involved.  Initial sales 

training is required to bring new sales personnel up to expected productivity 
levels, and continuing sales training is needed to maintain more experienced 
sales personnel at high levels of productivity. Motivational and supervisory 
efforts help in stimulating sales personnel to apply their skills effectively. It is 
one thing for sales personnel to know what they are supposed to know, but 
it is a different thing to get them to apply what they know. 

Assuming that job analysis has been done, the sales job descriptions 
written, and the list of job specifi cations prepared, there are three main 
steps in recruiting and selecting a sales force. Step 1 is to evaluate the 

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the recruitment process for sales personnel

 ■ Understand the selection process for sales personnel

 ■ Know the different sources of sales force recruitment

 ■ Plan the interview process

10
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sources from which sales personnel with good potentials are obtainable. 
Step 2 is to tap the identified recruiting sources and build a supply of 
prospective sales personnel. Step 3 is to select those who have the highest 
probability of success.

OrganizatiOn fOr recruitment and SelectiOn

The organization for recruiting and selection of sales personnel varies from 
company to company. Company size, executives’ personalities, and depart-
mental structure all influence the organization used. Companies with small 
sales forces sometimes assign sole responsibility for recruiting and selec-
tion of sales personnel to the company personnel manager, but this is 
unusual. It is more common for the personnel department to handle cer-
tain, but not all, aspects of recruiting and preliminary screening and for the 
sales department to handle other aspects of recruiting and screening and 
to make the hiring decisions.

Placement of responsibility for recruitment and selection of sales per-
sonnel in concerns with regional or district sales offices also varies. These 
functions tend to be centralized at the home office when the firm requires 
high-caliber sales personnel, such as those needed to do technical selling. 
Other factors, for example, size of regional and district organizations and 
location of training programs, make it difficult to draw further generalizations. 
However, decentralized recruitment and selection result in reduced interview-
ing costs and time, and facilitate the hiring of local applicants for sales work.

tHe Prerecruiting reSerVOir

Because of uncertainties as to when new sales personnel will be needed, 
many companies have a pre-recruiting reservoir. This is a file of individuals 
who might be recruited when the need arises.

The names of individuals added to the reservoir come from diverse 
sources like resumes submitted online, list of candidates from earlier selec-
tion process. Others come from chance remarks made by people with 
whom the sales executive comes into contact—at professional meetings, in 
conversations with customers, over cocktails at the club, seat partners on 
planes, and the like. Still others come from “centers of influence” that have 
been developed by the sales executive—the center of influence is a person 
who occupies a position in which he or she meets many individuals who 
have high potentials as possible sales personnel and who often are seek-
ing suitable job opportunities. Examples of centers of influence include 
the university professor of marketing and sales management, the trade 
association executive, the placement advisor of a university or community 
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college, and vocational advisors in other educational institutions. Names 
in the prerecruiting reservoir should be reviewed periodically. Those that 
become outdated should be culled.

SOurceS Of SaleS fOrce recruitS

recruiting Source evaluation

One approach to evaluating the sources of recruits is to study those used 
in the past. Analysis of each source reveals the number of recruits pro-
duced, and the ratio of successes to failures. Each source, in other words, 
is analyzed quantitatively and qualitatively. One source may have provided 
numerous recruits but few successes; a second, fewer recruits but a high 
proportion of successes.

Consider the analysis in Figure 10.1. The source accounting for the 
largest number of recruits showed a success ratio only slightly more 
favorable than the ratio for all sources—but it did account for ten of the 
thirty-five successes recruited, and, for this reason, management might 
want to continue using it. Three sources had higher-than-average success 
ratios, and management should explore ways of increasing the number of 
recruits from them. Three other sources had very low success ratios, and 
management should use them sparingly in the future.

figure 10.1  Source Analysis of  Sales Personnel Recruited by on  
Electrical Products Manufacturer

Source
Number of 
Recruits % of Total

Number of 
Successes

Ratio of 
Successes  
to Total

Recommendations by  
own salespeople

22 27.50% 10 0.455

Educational institutions 14 17.50 10 0.715

Sales personnel of  
noncompeting firms

12 15.00  2 0.167

Placement Consultants 10 12.50  3 0.300

Personal acquaintances of 
executives

 8 10.00  5 0.625

Customers’ employees  6  7.50  1 0.167

Unsolicited applications  5  6.25  2 0.400

Competitors’ salespeople  3  3.75  2 0.670

80 100.00% 35

Ratio of successes to total 
from all sources

0.437
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A word of caution: These results indicate the experience of only one 
company and should not be considered typical. Furthermore, the definition 
of success adopted by a particular management affects the analysis. Here suc-
cess was defined as “demonstrated ability to meet or exceed sales quotas in 
two years out of three.” Other managements might define success differently.

Another word of caution: Reliability of this sort of analysis depends 
upon the size of the group evaluated. More reliable conclusions can be 
drawn about the worth of a source producing twenty-two recruits than 
one producing only three recruits. However, even if only a small number 
of cases is available, the data may still serve as a helpful, although less reli-
able, guide in identifying promising sources of new salespeople.

Sources within the company

Company sales personnel. Many individuals apply for sales jobs because 
they know company sales personnel, and salespeople’s recommendations 
may constitute an excellent source. Often such applicants already know 
something about company policies, and the fact that they apply indicates 
a favorable disposition toward the company. Salespeople have wide circles 
of acquaintances, since both on and off the job, they continually meet new 
people and have many friends with similar interests. Many of their contacts 
have potential as sales personnel—indeed, many now sell for other firms. 
However, some salespeople are not discriminating in their recommenda-
tions, and their recommendations need careful appraisal. Salespeople are a 
particularly valuable source of recommendations when jobs must be filled 
in remote territories; sales personnel in the same or adjacent areas may 
know more about unique territorial requirements and local sources of per-
sonnel than home office executives.

Company executives. Recommendations of the sales manager, and other 
company executives are an important source. Sales executives’ personal 
contacts may yield top-caliber people because of their understanding of the 
needed qualifications. Other executives’ recommendations, by contrast, often 
are based upon personal friendships and represent less objective appraisals. 
Experience is the way to evaluate each executive’s worth as a source of recruits, 
and the type of analysis shown in Figure 10.1 adapts easily for this purpose.

Internal transfers. Two additional internal sources are other depart-
ments and the non-selling section of the sales department. Employees desir-
ing transfers are already familiar with company policies, and the personnel 
department has considerable detailed information about them. While lit-
tle is known about their aptitude for selling, they often possess excellent 
product knowledge. Aptitude for selling, of course, can be tested formally 
or by trial assignment to the field. Transfers are good prospects for sales 
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positions whenever product knowledge makes up a substantial portion of 
sales training, since it may be possible to accelerate field assignments.

Sources outside the company

Direct unsolicited applications. All companies receive unsolicited 
“walk-in” and “online” applications for sales positions. Some sales manag-
ers favor immediate hiring of applicants who take the initiative in seeking 
sales jobs, the reasoning being that this indicates, selling aggressiveness. 
Others reject all direct applications because they believe the proportion of 
qualified applicants from this source is low. The most logical policy is to 
treat volunteer applications the same as solicited applications— applicants 
not meeting minimum requirements as set forth in job specifications 
should be eliminated; those meeting these requirements should be pro-
cessed together with other applicants. The aim should be to recruit the 
best qualified applicants regardless of the sources from which they come. 
Direct unsolicited applications do not provide a steady flow of applicants; 
the volume fluctuates with changing business conditions.

Placement consultants. Sales managers traditionally regard  placement 
consultants as unpromising sources. Many use consultants only after 
exhausting other sources. Many believe that good salespeople neither need 
nor will use a consultant’s services. Experience, unfortunately, tends to rein-
force such attitudes, because frequently consultant referrals fail to meet sales 
job specifications. Sometimes this traces to consultant deficiencies (such as 
the overzealous desire to receive placement fees), but often the fault is 
that of prospective employers, who may be using unrealistically high job 
specifications, may not make the company’s requirements clear, and so on. 
Experiences with individual consultants need reviewing periodically, using 
the pattern of analysis illustrated in Figure10.1. Whenever a placement con-
sultant is used, it should receive a clear statement of the job’s objectives and 
a complete rundown of job specifications. The recruiter should meet with a 
placement consultant to assure that pertinent information is furnished and 
understood. Consultants need time to learn about an employing firm and 
its unique requirements—considerable gains accrue from continuing rela-
tionships with consultants. Consultants often administer batteries of tests, 
check references, and perform tasks otherwise done by the employer. Of 
interest to sales executives is the growing number of consultants that take 
the initiative in searching out promising job candidates, employed or not, 
instead of confining themselves to ‘‘volunteer’’ applicants.

Salespeople making calls on the company. The purchasing director is 
in contact with sales personnel from other companies and is in a position 
to evaluate their on-the-job performances. The purchasing director meets 
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high-caliber salespeople for whom jobs with the company would be attrac-
tive both financially and in other respects. In well-managed companies, the 
purchasing director, serving as a “center of influence,” contributes names 
to the pre-recruiting reservoir.

Employees of customers. Some companies regard their customers as a 
recruiting source. Customers recommend people in their organizations who 
have reached the maximum potential of their existing jobs. Such transfers 
may have a favorable effect upon morale in the customer’s organization. A 
customer’s employees should be recruited only with the prior approval of 
the customer.

Sales forces of noncompeting companies. Individuals currently 
employed as salespersons for noncompeting companies are often attractive 
recruiting prospects. Such people have selling experience, some of it readily 
transferable, and for those who have worked for companies in related indus-
tries, there is the attraction of knowing something about the product line.

Sales forces of competing companies. Because of their experience in 
selling similar products to similar markets, personnel recruited from com-
petitors’ sales forces may require only minimal training. However, com-
peting sales forces are costly sources, since generally premium pay must 
be offered to entice sales personnel to leave their present positions. Some 
sales executives, as a matter of policy, refrain from hiring competitors’ 
salespersons—they feel that an individual hired away from one organiza-
tion for higher pay or other enticements may be similarly tempted in the 
future. However, most sales executives will consider individuals who have 
worked previously for competitors, even though they now are either work-
ing somewhere else or are unemployed.

In considering the recruitment of individuals currently employed by 
competitors, a key question to answer is why does this person want to 
leave his or her present position? When the new job will not improve the 
applicant’s pay, status, or future prospects, the desire to change companies 
may trace to personality conflicts, or instability. But dissatisfaction with a 
present job may not mean that the fault is the applicant’s. If the applicant 
has sound reasons for switching companies, there may be an opportunity 
to obtain a promising person who is ready for productive work.

Educational institutions. Colleges and universities are important sources 
of sales and management trainees, and competition is keen for their graduates. 
Often the graduating student is in a position to choose from among several job 
offers. Companies not maintaining close relations with the colleges are at a dis-
advantage, frequently being unable to obtain appointments on overcrowded 
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campus recruiting schedules and finding it difficult to attract students away 
from companies better known to the college. Even  better-known companies 
face stiff competition in hiring the cream of the graduates. A few companies 
offer sales training internships to juniors students. Thus, the trainee and the 
company have an opportunity to evaluate each other, and trainees who prove 
satisfactory are offered jobs upon graduating.

recruitment PrOceSS

The sales personnel recruiting effort differs from one company to another, 
mainly as to the sources of recruits and recruiting methods, and stem from 
management’s sizeup of the appropriate combination of selling styles. 
Different selling styles call for individuals with varying qualifications as 
to type and amount of education, other training, and experience. If trade 
selling is the basic style, the management seeks individuals with minimal 
or general education and little or no experience. If missionary selling is 
the basic style, management looks for higher-caliber individuals with spe-
cialized educations (as in science or pharmacy, if the job involves calling 
on physicians or hospitals) or equivalent qualifications, perhaps gained 
through experience in a similar job with another company. If technical 
selling is the basic style, management looks for even higher-caliber indi-
viduals with scientific or engineering educations and/or backgrounds. If 
the selling job also involves new-business selling, management looks for 
individuals with the required abilities to apply this selling style. Therefore, 
if the job specifications call for special talents, such as a knowledge of 
engineering or pharmacy, then management tends to emphasize educa-
tional institutions as sources of recruits and solicits applicants through 
personal contacts. Conversely, if trade-selling ability is the main job qualifi-
cation needed, management taps diverse sources and emphasizes indirect 
recruiting methods (for example, advertising in help wanted columns and 
responding to “situations wanted” advertisements in newspapers and trade 
publications).

The scope of the recruiting effort is influenced by the number of 
recruits desired, which, in turn, is influenced by the size and maturity of 
the sales organization itself, the sales personnel turnover rate, the fore-
casted sales volume, distribution channels, and promotional strategy. A 
large sales organization must recruit more new people just to maintain its 
average strength than is true of a smaller organization. Two firms of com-
parable size (as to sales volume) may have different-sized sales forces, 
often because one uses a different distribution channel or stresses adver-
tising more in its promotional strategy. As might be expected,  companies 
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with high sales-personnel turnover rates must do more recruiting than 
those with lower rates.

Personal recruiting

Company’s website. Most of the companies maintain ‘‘Career’’ link on 
their websites along with the possible vacant positions. The prospective can-
didates are encouraged to apply online. This is the most economical tool to 
have a data of large pool of applicants for different job positions. Company’s 
website provide information about the company, its products, and human 
resource practices. The vacancy page details the qualifications required for 
sales jobs, and the salesperson’s duties, responsibilities, and advancement 
opportunities. Short write-ups on those who are and have been successful 
company salespeople are included. Effective websites make liberal use of 
pictures, charts, diagrams, and other presentations—a few even give the tele-
phone number of a ‘‘hot line’’ where the prospect can get more information.

Campus placements. Campus placement is used for recruiting gradu-
ates of educational institutions. Campus placement is often planned as 
a companywide affair, because this avoids much duplication of effort. 
 Representatives of different departments do the interviewing, and the per-
sonnel department plans and coordinates the drive. Campus placements 
require thorough planning. Statements of trainee requirements should be 
mailed to college placement officers before their placement season. The list 
of colleges, based primarily upon past interviewing experience, is updated, 
and interview dates are requested. After visiting dates have been confirmed, 
colleges are sent letters specifying such details as job  profile, salary, the 
training program, and starting date of employment. College placement offi-
cers schedule the interview process. Interviews are usually conducted in 
the colleges and the jobs are offered to the most promising candidates.

Recruiting direct-to-consumer sales personnel. One situation where 
personal recruiting sees widespread use is in the direct-to-consumer selling 
industry, crowded with companies that have a difficult time recruiting sales 
personnel. The type of selling, unattractive to many people, and the uncer-
tainty of earning result in high sales force turnover rates. Experience has 
taught many of these companies that their best source of new salespeople is 
their own salespeople, so many (if not most) direct-selling companies offer 
good bonuses for each new salesperson recruited.

Recruiting consultants. In many cities, independent firms operate as spe-
cialists in recruiting sales personnel for client firms. These consultants main-
tain contacts with diverse organizations and candidates for sales jobs. Some 
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pre-screen applicants through collecting personal histories, administering 
aptitude tests, and so on. Companies using recruiting consultants generally 
provide the appropriate job descriptions and job specifications.

Advertisements. City newspapers carry numerous advertisements pub-
licizing openings for sales personnel. Such advertisements appear both in 
classified (wanted) sections and as display advertising. Most sales manag-
ers favor open over blind advertisements, although mixed practice exists. 
An open advertisement reveals the company identity; a blind advertise-
ment hides company identity behind a “box number, c/o this publication.” 
The company name, if well-known and respected, should be prominently 
featured to attract the best applicants.

Location of the advertisement in the publication is important. News- 
paper advertisements on sports or financial pages are usually more produc- 
tive but cost more per insertion than those in classified sections. Display 
ads on a sports page, for example, not only attract unemployed persons 
looking for work but employed ones who are not in the job market but 
who can be attracted by better jobs. Many companies also use different job 
portal websites like naukri.com, monster.com, timesjobs.com, etc., to reach 
a wider applicant pool for their job requirements. The advertisements and 
job listings on these portals are usually more economical than the news-
paper advertisements.

SelectiOn PrOceSS

Selection systems for sales personnel range from simple one-step systems, 
consisting of nothing more than an informal personal interview, to com-
plex multiple-step systems incorporating diverse mechanisms designed to 
gather information about applicants for sales jobs. A selection system is a 
set of successive ‘‘screens,’’ at any of which an applicant may be dropped 
from further consideration. Figure 10.2 is an example that at any one of the 
seven steps in this system, a decision to drop the applicant may be made. 
Employment offers are extended to applicants enduring all seven steps. 
The order of use of the different screening mechanisms is related more to 
their helpfulness in terms of the information they secure than to the rela-
tive expense in using them.

Companies using multiple-step selection systems differ as to the num-
ber of steps and their order of inclusion. Each company designs its selec-
tion system to fit its own information needs and to meet its own budgetary 
 limitations. A selection system fulfills its main mission if it improves man-
agement’s ability to estimate success and failure probabilities. Management, 
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in other words, has the information gathered through the selection system 
can make more accurate estimates of the chances that a particular applicant 
will succeed in a company sales position. As applicants ‘‘pass’’ through suc-
ceeding steps in the system, the additional increments of information enable 
increasingly accurate estimates of success and failure probabilities. Recog-
nize, however, that no selection system is  infallible; all eliminate some who 
would have succeeded and recommend hiring some who fail.

Pre-interView Screening and Preliminary interView

Pre-interview screening is for the purpose of eliminating obviously unqual-
ified applicants, thus saving the time of interviewers and applicants. The 
applicant is provided information about the company and general details 
about selling positions in it—a well-prepared recruiting brochure does this 
effectively and does not require an employee’s time for anything other 
than to hand it to the applicant. Also most companies ask applicants to 
complete interview application forms, which obtain information on the 

figure 10.2 A Selection System
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applicant’s basic qualifications, education, experience, health, and the like. 
No interview application form should be longer than two pages, and the 
applicant should be able to complete it in a few minutes. The interview 
application form fulfills its mission if it enables management to detect the 
presence or absence of predetermined minimum qualifications. Applicants 
not possessing these minimum qualifications do not receive appointments 
for interviews. The preliminary interview can be handled by a low-paid 
clerk or secretary, so this is generally the lowest-cost selection step.

The preliminary interview is short, perhaps no more than twenty 
minutes. Questions about the company and the job are answered while 
the company employee determines whether the applicant meets minimum 
qualifications. If this hurdle is passed and the applicant expresses interest, 
he or she is asked to fill out a formal application form, and an appointment 
is made for one or more formal interviews.

fOrmal aPPlicatiOn

Most of the companies ask candidates to fill the application form. This can be 
an online application available on the company’s website. The formal appli-
cation form serves as a central record for all pertinent information collected 
during the selection process. The application forms are usually filled out by 
the applicant and by an interviewer who records the applicant’s responses. 
The completed formal application amounts to a standardized written inter-
view, since most of the information that it contains could be obtained through 
personal interviews. Sometimes, sections are reserved for later recording of 
the results of such selection steps as reference and credit checks, testing, and 
physical examination. Ideally each company should prepare its own formal 
application form, since no two companies have the same information require-
ments. Certain items of information are always relevant to selection decisions, 
and these are assembled on the application form. Included are present job, 
dependents, education, employment status, time with last employer, mem-
bership in organizations, previous positions, records of earnings, reasons for 
leaving last job, net worth, living expenses, and length of job-hunting period.

Final decisions, as to the items to include on the form, should be 
based upon analysis of the existing sales force. The total profile, rather 
than any single item, determines the predictive value of personal history 
items. Considered singly, few items have value as selection factors, but 
individuals possessing all the personal history requirements are those most 
likely to succeed. However, many potentially successful sales people do 
not possess all the requirements. One company found that most of its best 
salespeople were hired between the ages of thirty and thirty-five years, yet 
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there were some as young as twenty one and as old as fifty-two. The sig-
nificance of each personal factor is relative, not absolute. Although thirty 
to thirty-five may be the preferred age range, applicants outside this age 
range should receive consideration (since other factors may more than off-
set the fact that they are outside the desired age range).

Some firms with large sales forces establish objective measures for 
personal history items. A maximum possible score is assigned for each 
item, and the points assigned to a particular individual depend upon prox-
imity to the ideal. In one firm fifteen personal history items are used as 
selection factors, at a maximum value of 10 points each. The maximum 
score is 150 points, and the cutoff is 100. Successful salespersons in this 
company all scored over 100 when hired, and the company automatically 
disqualifies all applicants with scores under 100. The life insurance compa-
nies pioneered objective personal history scoring. Their sales forces were 
sufficiently large to permit establishment of trustworthy standards. The 
distortion of scores tends to increase in inverse proportion to the size of 
the sales force used for setting the standards.

tHe interView

The interview is the most widely used selection step and in some compa-
nies it comprises the entire selection system. Some personnel experts criti-
cize the interview as an unreliable tool, but it is an effective way to obtain 
certain information. No other method is quite so satisfactory in judging an 
individual as to ability in oral communication, personal appearance and 
manners, attitude toward selling and life in general, reaction to obstacles 
presented face to face, and personal impact upon others.

Good interviewers avoid covering the same ground as other selec-
tion devices. The interviewer reviews the completed application form 
before the interview and refrains from asking questions already answered. 
Perusal of the completed application indicates areas that require further 
questioning.

It is important to sell the applicant on the company, but there are more 
efficient ways of accomplishing this than through personal  interviewing. 
One is by providing the applicant with a recruiting brochure. Another 
may be used when several applicants are to be interviewed consecutively, 
as in college recruiting: the interviewer meets with the whole group and 
describes general company policies. But it is still necessary to answer ques-
tions during interviews.

The job interview can be a trying experience for the applicant. Even 
for experienced salespersons accustomed to selling themselves and their 
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products daily to strangers, the great importance attached to a job change 
and the unfamiliarity of the situation may cause nervousness. One way to 
relieve tension is for the interviewer to begin with questions on the per-
son’s family and educational background, subjects about which most peo-
ple talk freely. One of the interviewer’s tasks is to persuade the applicant 
that the firm is a desirable employer. Throughout the interview, pleasant 
rapport between interviewer and job applicant should be maintained.

who Should do the interviewing?

The usual practice is for several persons to interview and evaluate each 
applicant. In large sales organizations, district or branch sales managers 
(or their assistants) handle the initial formal interview. Applicants surviving 
initial formal interviews are invited to the home office or—in a decentral-
ized sales organization—to a regional office for subsequent interviews.

How many interviews?

The number of formal interviews varies with the selling style. One large 
steel company, which needs individuals to do highly specialized selling to 
important accounts, brings applicants to its home office for interviews by 
two assistant sales managers, the general sales manager, and the market-
ing vice-president—all four executives must approve a decision to hire an 
applicant. An office supply manufacturer that requires sales personnel for 
routine trade selling hires applicants after two interviews, one by a branch 
sales manager and one by an assistant branch sales manager.

interviewing techniques

Many companies provide specialized training for those doing  interviewing. 
Scientifically designed rating scales and interview record forms help 
interviewers to guide discussions along productive lines. Interviews have 
become increasingly important sources of information about applicants and 
their reactions. The informal, unplanned interview has been giving way in 
most companies to newer techniques, some of which are described here.

1.  Patterned interview. Here the interviewer uses a prepared outline 
of questions designed to elicit a basic core of information. The 
interviewer may work directly from the outline, recording answers 
as they are given, but this may make the conversation stilted and 
the applicant nervous. Greater spontaneity results when the inter-
viewer memorizes the outline and records the answers after the 
interview.
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2.  Nondirective interview. In this technique the applicant is encour-
aged to speak freely about his or her experience, training, and 
future plans. The interviewer asks few direct questions and says 
only enough to keep the interviewee talking. The nondirective 
interview does not provide answers to standard questions, and 
much time is spent on outwardly irrelevant subjects. Some per-
sonnel experts say that a nondirective technique yields maximum 
insight into an individual’s attitudes and interests. Expert interpre-
tation reveals much about the applicant—often  including things 
of which the individual is not consciously aware. This  technique’s 
proponents claim that it is the best method for probing an 
 individual’s personality in depth. The main drawback is that ad-
ministering the interview and interpreting the results  demand 
 specialized i nstruction.

3.  Interaction (stress) interview. The interaction interview simulates 
the stresses the applicant would meet in actual selling and pro-
vides a way to observe the applicant’s reactions to them. This 
 interviewing technique has long been used by sales executives 
who, in interviewing prospective sales personnel, hand the 
 applicant an ashtray or other object and say ‘‘Here, sell this to me.’’ 
The objective is to see how the applicant reacts to the surprise 
situation and to size up selling ability.

Interaction interviewing has become a more complex, and 
sophisticated technique. In one version, two interviewers are 
required—one uses psychological techniques to set up the sim-
ulated situations, and the other, who is present but not an active 
participant in the interview observes and records thfe applicant’s 
reactions. Because of their subtlety, the delicacy involved in their 
application, and the importance of expert interpretation, the 
newer kind of interaction interviews should be planned, adminis-
tered, and interpreted by a trained psychologist.

4.  Rating scales. One shortcoming of the personal interview is its 
tendency to lack objectivity, a defect that is reduced through rat-
ing scales. These are so constructed that interviewers’ ratings are 
channeled into a limited choice of responses. In evaluating an 
applicant’s general appearance, for instance, one much-used form 
forces an interviewer to choose one of five descriptive  phrases: 
very neat, nicely dressed, presentable, untidy, and slovenly. 
 Experience indicates that this results in more comparable ratings 
of the same individual by different interviewers. One drawback of 
the rating scale is that its objectivity restricts precise description 
of many personal qualities. It is good practice to encourage inter-
viewers to explain ratings in writing.

10-ch10.indd   246 6/19/2017   12:49:31 PM



cHaPter 10: Recruitment and Selection 247

referenceS

References provide information on the applicant not available from other 
sources. Some employers deny the value of references, saying that refer-
ences hesitate to criticize personal friends, or ex-employees. But the expe-
rienced employer reads between the lines, and sees where, for example, 
the weak candidate is not praised.

Personal contact is the best way to obtain information from refer-
ences, since facial expressions and voice intonations reveal a great deal, 
and most people are more frank orally than in writing. When a refer-
ence is located at a distance, a telephone call may substitute for personal 
 contact. Solicitation of written recommendations is the weakest approach 
and should be a last resort.

Applicants tend to name as references those on whom they can rely to 
speak in their favor. In addition, there is a tendency for references to be biased 
in favor of an applicant. These tendencies are partially offset by contacting per-
sons not listed as references but who know the applicant. These people often 
are excellent sources for candid appraisals and fall into four classifications:

1.  Present or former employers. These have observed the appli-
cant under actual work conditions. However, many sales execu-
tives do not approach a present employer without the applicant’s 
 permission.

2.  Former customers. If applicants have selling experience, their 
former customers are in a position to assess sales ability. It is 
advisable to contact these individuals without the applicants’ 
 assistance. This helps to avoid those who are personal friends of 
applicants.

3.  Reputable citizens. If references suggested by the applicant 
are used, it is best first to contact those who are reputable, well-
known persons. Such people do not stake their reputations on 
those in whom they have little confidence.

4.  Mutual acquaintances. Those who know both the applicant and 
the employer may give frank evaluations. What is even more import-
ant is that the employer is able to judge the worth of such evaluations.

credit cHeckS

Many companies run credit checks on applicants for sales positions. Credit 
files are compiled by local credit bureaus, and special credit reports are 
provided by such organizations as Dun & Bradstreet. When a heavy burden 
of personal debt is found, it may indicate financial worries interfering with 
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productivity, or a motivating factor serving to spur productivity—to deter-
mine which requires further investigation.

In analyzing the credit report, the executive looks for the danger 
 signals—chronic lateness in making payments, large debts outstanding for 
long periods, or a bankruptcy history—any of which signal the need for 
additional probing. Financial irresponsibility may or may not be indicative 
of irresponsibility in meeting job obligations. Information on all aspects of 
the applicant’s behavior, nonfinancial as well as financial, needs considering.

PSycHOlOgical teStS

In recent years, more and more companies are relying on psychological 
tests as an aid in making selection decisions. When used, psychological 
tests are one of the last steps in the selection system, because of their rel-
atively high cost. The task of validating tests is complicated because differ-
ent sets of behaviors or attributes can lead to successful job performance. 
Because of this, separate validity studies should be performed.

Evaluating psychological tests for selection purposes require consid-
erable sophistication. There is a possibility that a test has differential valid-
ity, and the objectivity of tests leads many users to expect more validity and 
reliability in predicting selling success than the tests can offer. Some widely 
used tests are almost worthless for selection purposes, simply because 
they were designed for entirely different purposes; others are of question-
able value even for measuring what they were intended to measure. More 
than a few testing ‘‘failures’’ are on the market, are even promoted and 
recommended by the publishers, and are used by executives unaware of 
the limitations. In addition, tests favor conformity rather than individual 
dynamics—they tend to rule out creative thinkers, and imaginative, aggres-
sive individuals who might be ideal for the job being filled.

Nevertheless, useful and reliable tests are available, and certain basic 
tests can serve as screening devices as long as their limitations are recog-
nized. But it is important to determine whether or not differential valid-
ity exists. It is advisable for test users to employ a psychological testing 
specialist for purposes of selecting, administering, and interpreting tests. 
Other criteria for evaluating tests are cost, time, and ease of administration.

Three types of psychological tests are used in selection systems for 
sales personnel: tests of ability, habitual characteristics, and of  achievement. 
Tests of ability measure how well a person can perform particular tasks with 
maximum motivation (tests of best performance). Tests of habitual charac-
teristics gauge how prospective employees act in their daily work normally 
(tests of typical performance). Achievement tests measure how much indi-
viduals have learned from their experience, training, or education.
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Tests of ability. Tests of ability include tests of mental ability ( intelligence 
tests) and tests of special abilities (aptitude tests). Tests of mental ability, or 
intelligence tests, are used in a wide range of applications and have higher 
validity and reliability than most psychological tests. However, they are 
measures of mental aptitude, not of general intelligence. Because tests of 
mental ability are timed tests, they indicate an applicant’s ability to learn 
quickly and to arrive at accurate answers under pressure. Where there is 
no other evidence of ability, such as graduation from college, the test of 
mental ability serves as a screen to eliminate applicants falling below a 
predetermined level.

Tests of habitual characteristics. These include attitude, personality, and 
interest tests. Attitude tests are more appropriate as morale- measuring tech-
niques than as selection aids. They ascertain employees’ feelings toward 
working conditions, pay, advancement opportunities, and the like. Used as 
sales personnel selection devices, they identify abnormal attitudes on such 
broad subjects as big business, labor unions, and government. Their valid-
ity is questionable, since people often profess socially acceptable attitudes 
they do not actually have. Attitude tests do not measure the intensity with 
which particular attitudes are held.

Interest tests. A basic assumption implicit in the use of interest tests is that 
a relationship exists between interest and motivation. Hence, if two per-
sons have equal ability, the one with the greater interest in a particular job 
should be more successful in that job. A second implicit assumption is that 
interests are constant, that those of a person at age forty are the same as 
they were at twenty-one. The interest test is useful for vocational guidance, 
but it is not a satisfactory selection device. This is because of the opportu-
nity for faking responses—individuals may select answers overstating their 
interest in a particular field.

Achievement tests. Achievement tests seek to determine how much indi-
viduals know about a subject. Few standardized achievement tests are used 
by industry, because special job skills require different knowledge. Tests of 
clerical and stenographic ability are one exception, and civil service exam-
inations are another. For the employer, custom designing a test for sales 
applicants, achievement tests can assess the knowledge applicants possess 
in such areas as the product, marketing channels, and customer relations. 
However, as with other psychological tests, test designing is a job for an 
expert, not an amateur. It is essential to have accurate job specifications, 
derived from up-to-date and complete job descriptions. A qualified expert’s 
services are required in selecting tests and in devising new ones when nec-
essary, in determining test validity and in detecting differential validity, in 
administering the tests themselves, and in interpreting the results. Effective 
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sales executives recognize that psychological testing, although capable of 
making a valuable contribution, is but one step in a selection system.

medical examinatiOn

Since good health is important to a salesperson’s success, most compa-
nies require medical examinations. Because of the relatively high cost, the 
medical examination generally is one of the last steps. However, if medical 
condition is critical to job performance—such as the ability to carry a sales 
portfolio weighing 20 kilos—a medical examination is positioned early in 
the selection system.

cOncluSiOn

Recruiting the right kind and the right number of sales personnel is an 
important responsibility of sales management. Recruiting sources need 
identifying, both those internal to the company and those external to it. 
Different selling styles influence both the sources of recruits and recruiting 
methods, because they call for individuals with varying types and amounts 
of education, other training, and experience. Appropriate selection proce-
dures, and their skillful execution, result in greater selling efficiency. Good 
selection fits the right person to the right job, thereby increasing job sat-
isfaction and reducing the cost of sales force turnover. Training costs are 
reduced, either because those hired are more capable of absorbing training 
or because they require less training.

The consequences of inappropriate recruitment and selection policies 
are higher-selling expenses. The misfit salesperson has a higher expense 
ratio because of lower sales, higher traveling costs, greater sales returns 
and adjustments, and inefficient distribution of working time. Because mis-
fits rarely stay long with a company, the turnover rate rises along with 
hiring and training costs. Administrative costs go up, since low-grade sales-
people require extra motivation and supervision. In short, the unsuccessful 
salesperson affects the profit picture adversely.

There are also intangible costs of poor selection, costs that can-
not be expressed in terms of money. Customer relations deteriorate, as 
excessive turnover prevents establishment of close customer– salesperson 
 relationships. Moreover, the effects of poor selection and resulting inad-
equate sales force performance spread to other departments. Costs rise 
throughout the business as work is disrupted in such departments as 
credit, accounting, advertising, and production.
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Sales Training

The purpose of sales training is to achieve improved job performance. 
In the absence of training, job performance improves with experience. 

Training substitutes for, or supplements experience, so sales personnel given 
training reach high job performance levels earlier. In most companies, the rate 
of sales personnel turnover is higher for new personnel than for experienced 
people—often new sales personnel fi nd themselves unprepared to perform 
their jobs satisfactorily, become discouraged, and leave the company. If sales 
training helps new sales personnel to perform their jobs satisfactorily, the 
rate of sales personnel turnover declines, recruitment and selection costs fall, 
and overall effi ciency of the  personal-selling operation climbs. Considerable 
opportunity exists for improving sales force effectiveness through training. 

11

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of sales training

 ■ Understand the process to build sales training programs

 ■ Know the execution of the training program

 ■ Evaluate the effectiveness of the training programs
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In most companies, training both new and experienced sales personnel is 
neglected. This is in marked contrast to the attention the majority of man-
agements devote to developing reasonably effective systems for recruiting 
and selecting sales personnel. The  existence of sophisticated recruiting and 
selection systems makes the opportunity for improving sales force effec-
tiveness through training even greater. In other words, in most companies 
the marginal payoff from improvements in sales training exceed those from 
improvement in sales personnel recruitment and selection.

The overall efficiency of a company’s personal-selling operation is influ-
enced by the state of relations with customers and prospects. The sales force 
plays a crucial role in molding and maintaining these relations. Contrasted 
with inexperienced sales personnel, experienced sales personnel maintain 
better continuing relations with established accounts and make better impres-
sions on pros-pects. Sales training contributes through accelerating (for the 
newly recruited sales personnel) the process of learning through experience.

Some companies use sales training as a tool to motivate the sales per-
sonnel. Training programs with team-building events and confidence boosting 
workshops help to ensure the focus of the sales team on the organizational 
goals. It also help to reduce sales personnel turnover and increases productivity.

BUILDING SALES TRAINING PROGRAMS

There are several types of sales training programs. The most comprehensive 
and longest is the training program for newly recruited sales  personnel. 
More intensive and shorter programs on specialized topics, as well as peri-
odic refresher courses (collectively known as continuing sales training), 
are presented for experienced sales personnel. In addition, many compa-
nies offer sales training programs for the sales personnel of their distribu-
tors and/or dealers. Each type of program serves a different purpose, and 
its content reflects that purpose. 

Building a sales training program requires five major decisions. The 
specific training aims must be defined, content decided, training methods 
selected, arrangements made for execution, and procedures set up to eval-
uate the results.

DEFINING TRAINING AIMS

Regardless of the type of sales training program, defining its specific aims 
is the first step in its planning. Defining the general aim is not sufficient. 
Although, for example we may want to increase the sales force’s produc-
tivity through training, we must identify what must be done to achieve 
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increased productivity. General aims are translated into specific aims 
phrased in operational terms.

Specific aim definition begins with a review of general aims and the 
means currently employed to attain them. The process cannot be completed 
until sales management perceives the training needs from which specific 
training aims derive directly. Training needs, then, must be identified. The 
following discussion focuses on factors that management considers as it 
seeks to identify training needs for (1) initial sales training programs and 
(2) continuing sales training programs.

Identifying Initial Training Needs

Determining the need for, and specific aims of, an initial sales training pro-
gram requires analysis of three main factors: job specifications, individual 
trainee’s background and experience, and sales-related marketing policies.

Job specifications. The qualifications needed to perform the job are 
detailed in the job specifications. Few people possess all these qualifica-
tions at the time of hiring. The set of job specifications needs scrutinizing 
for clues to the points on which new personnel are most likely to need 
training. Other questions related to job performance need considering: 
How should salespeople apportion their time? Which duties require the 
greatest proportion of time? Which are neglected? Why? Which selling 
approaches are most effective? Answers to these and similar questions help 
in identifying specific training needs of newly recruited sales personnel.

Trainee’s background and experience. Each individual enters an initial 
sales training program with a unique educational background and experience 
record. The gap between the qualifications in the job specifications and those 
a trainee already has represents the nature and amount of needed training. 
But it is not practical to adjust training precisely to individual differences. Time 
and money are saved by putting all recruits through identical programs. In 
some organizations, where training mechanisms are highly flexible, information 
about trainees’ qualifications makes possible some tailoring of programs to indi-
viduals, thus increasing both trainee satisfaction and program efficiency. In all 
organizations, determining recruits’ real training needs is essential to develop-
ing initial training programs of optimum benefit to company and trainee alike.

Sales-related marketing policies. To determine initial sales training 
needs, sales-related marketing policies must be analyzed. Differences in 
products and markets mean differences in selling practices and policies, 
which in turn, point to needed differences in training programs. For instance, 
selling a line of machine tools requires emphasis on product information 
and customer applications, whereas selling simple, nontechnical products 
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demands emphasis on sales techniques. Differences in promotion, price, 
marketing channel, and physical distribution all have implications for ini-
tial sales training. In the case of promotion, for example, if advertising is 
not used or is used relatively less, sales training should prepare sales per-
sonnel to handle considerable promotional work, but if advertising is used 
extensively to supplement the sales force’s efforts, new sales personnel 
need to learn how to coordinate their activities with  advertising.

Identifying Continuing Training Needs

Determining the specific aims for a continuing sales training program 
requires identification of specific training needs of experienced sales per-
sonnel. Basic changes in products and markets give rise to needs for train-
ing, as do the changes in company’s sales-related marketing policies, proce-
dures, and organization. Sales force may be required to undergo a training 
program for the launch of a new product or for the adoption of new technol-
ogy in the field. Sales management must know a great deal about how sales 
personnel perform to identify training needs and, in turn, to define specific 
aims. How does management gain this knowledge? Salespersons’ reports 
are scrutinized for symptoms of needed training. Sales records are inspected 
to uncover performance weaknesses. Sales personnel are observed person-
ally with a view toward detecting deficiencies. And details contained in the 
sales job description are compared with the qualifications possessed by 
individual sales personnel. A clear picture is obtained by completing a chart 
similar to that in Figure 11.1 for each member of the sales force.

DECIDING TRAINING CONTENT

The content of a sales training program, whether an initial or continuing 
program, derives from the specific aims that management, after analyzing 
its training needs, formulates. Initial sales training programs are broader 
in scope and coverage than are continuing programs. Initial programs pro-
vide instruction covering all important aspects of performance of the sales-
person’s job; continuing programs concentrate on specific aspects of the 
job where experienced persons have deficiencies. Therefore, the following 
discussion relates to the content of initial sales training programs.

For an initial sales training program to contribute maximally toward 
preparing new sales personnel, it must cover all key aspects of the salesper-
son’s job. Content varies from company to company, because of  differences 
in products, markets, company policies, trainees’ ability and experience, 
organizational size, and training philosophies. No two programs are, or 
should be, alike. However, different companies tend to cover the same 

11-ch11.indd   254 6/19/2017   12:49:58 PM



CHAPTER 11: Sales Training 255

 general topics despite the fact that variations exist in exact content. Every 
initial sales training program should devote some time to each of four main 
areas: product knowledge, selling skills, markets, and company information.

Product Knowledge

Product-knowledge training is basic to any initial sales training program. 
Companies with technical products devote majority of their training programs 
to product training. But in many situations, especially with  standardized 

FIGURE 11.1  Chart Useful in Assessing Nature of  Training 
Needs for an Individual Salesperson

NOTE: Column 1 should list every key aspect of the job. In columns 2, 3, 4, and 5, check 
marks indicate the extent of training needed and column 6 indicates who is to conduct the 
needed training.

SOURCE: Suggested by Dr. Clyde E. Harris, Jr., Marketing Department, University of Georgia.
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products sold routinely, new sales personnel require only minimal prod-
uct training. In all cases, new salespeople must know enough about the 
products, their uses, and applications to serve customers’ information needs. 
Product knowledge is basic to a salesperson’s self confidence and enthusi-
astic job performance.

Understanding product uses and applications is important. Trainees 
receive instruction on customers’ problems and requirements and learn how 
company products can solve these problems and meet these  requirements. 
Training provides them with full appreciation for buyer’s viewpoints. New 
salespersons learn how to relate company products to the fulfillment of 
customers’ needs, thus equipping themselves for effective selling.

Many companies, especially those with technical products, include a 
period of initial sales training at the production facility. Trainees observe and 
study the products during manufacturing and testing. They talk with or even 
work alongside production personnel. The benefits are thorough product 
knowledge and increased confidence in demonstrating products to  customers. 
Inordinate time, however, should not be devoted to technical production 
detail—such detail is important only in so far as it helps in actual selling.

Some training on competitors’ products is desirable. Salespeople 
should know the important characteristics of competitors’ products and 
their uses and applications. They should know the strengths and weak-
nesses of competitive products. Thus, informed, salespersons gain a decided 
advantage. They can structure sales presentations to emphasize superior 
features of the company’s products. Training on competitors’ products must 
be continuous, the focus shifting as changes are made in both competitive 
and company products.

Selling Skills

Most new sales personnel need training in selling skills. Some sales manag-
ers believe, however, that careful selection of sales personnel and product 
training are sufficient to ensure effective selling. They believe, in other 
words, that if an individual has an attractive personality, good appearance 
and voice, and reasonable intelligence and knows the product, he or she 
will sell it easily. But the predominant view is that new sales personnel 
need basic training for selling. Training on selling skills is very important 
in the current hypercompetitive context as highly skilled sales people can 
make the difference between an average sales call and an outstanding sales 
call that garners better profits and good customer relationships.

Markets

The new salesperson must know who the customers are, their locations, 
the particular products in which they are interested, their buying habits 
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and motives, and their financial condition. In other words, the salesperson 
needs to know not only who buys what but, more important, why and 
how they buy. When trainees are not given adequate instruction on the 
market, they take years to acquire the needed understanding. During this 
trial-and-error learning, through no fault of their own, productivity is low. 
In fact, left to their own devices, some trainees never gain important mar-
ket information. For instance, a salesperson who is unaware of prospects’ 
potentials as buyers may neglect completely to canvass them. Markets are 
always changing, so training in this area should be continuous and the con-
tent changing with market changes.

Company Information

Certain items of company information are essential to the salesperson on 
the job; others, not absolutely essential, contribute to overall effectiveness. 
The training program should include coverage of all sales-related market-
ing policies and the reasoning behind them. The sales person must know 
company pricing policy, for instance, to answer customers’ questions. The 
salesperson needs to be fully informed on other policies, such as those 
relating to product services, spare parts and repairs, credit extension, and 
customer relations.

The initial training program must equip the salesperson to perform 
such tasks as recording and submitting customers’ orders for processing 
and delivery, preparing expense and other reports, handling inquiries, fol-
lowing up on customers’ requests, and so forth. Each firm develops its own 
systems and procedures. If trainees are to perform properly, the initial sales 
training program must provide the needed instruction. Otherwise, com-
pany systems and procedures are learned, if at all, through trial and error.

The sales department’s personnel policies should be explained in the 
initial sales training program. Coverage should include selection proce-
dures, training programs, compensation and incentive systems, advance-
ment requirements and opportunities, savings and retirement plans, med-
ical and insurance plans, and the like. Having this information contributes 
to employee morale and job effectiveness. Not having it shows up in 
employee uncertainty and excessive sales personnel turnover rates.

Contributing to the building of morale is “general company 
 information.” This concerns the company’s history, its importance in the 
industry and economy, and its relations with stockholders, unions, com-
petitors, government, and other groups. Knowing something about the 
personality, or image, of the company bolsters the recruits’ confidence in 
its products, which they will shortly be selling. It is worthwhile to pro-
vide formal training on general company information. But a common 
failing is that too much time is spent on company background, history, 
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and prestige  building. The challenge is to provide sufficient general com-
pany information, but not to allocate instructional time disproportionate to 
its  importance.

SELECTING TRAINING METHODS

The planners next select training methods. There is a wide variety of meth-
ods, but the program content often limits those that are appropriate. It is 
important to select those training methods that most effectively convey the 
desired content.

The Lecture

This ancient instructional method is used extensively in sales training. 
Effective training managers use examples, demonstrations, and visual aids. 
Compared with other training methods, the lecture is economical in terms 
of time required to cover a given topic. Some lecturing in sales training is 
necessary. If initial sales training is brief, for instance, lecturing may be the 
only way to cover the desired content. It may be the only practical way 
to handle instruction when the training group is too large to permit con-
structive audience participation. Given longer training periods and smaller 
training groups, however, lecturing is most appropriate for introductory 
and orientation sessions and for providing summaries of major topics 
taught through methods such as case discussion and role playing. It is 
used, in continuing sales training programs for providing new information 
about the company, its policies, products, markets, and selling programs.

When using the lecture method, learning is improved through a mul-
timedia approach. The room is equipped with two to six projectors and 
screens, and the entire lecture is projected visually on succeeding screens 
across the front of the room. Further support is provided by projecting 
illustrations, charts, and graphs and through sound effects. This version of 
the lecture increases attention, comprehension, and retention.

Demonstrations

The demonstration is appropriate for conveying information on such top-
ics as new products and selling techniques. Demonstrating how a new 
product works and its uses is effective, much more so than lecturing on 
the same material. In initial sales training, demonstrating techniques to 
use in “closing sales” is more effective than is lecturing. Effective sales 
trainers use demonstrations to the maximum extent—since the begin-
ning of time, showing has been more effective than telling! Demonstra-
tions are generally used with other methods—they enliven an otherwise 
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dull lecture, and they reinforce the interchange in a curbstone confer-
ence on, for instance, how to inform the next customer of an impending 
price increase.

Role Playing

This method has trainees acting out parts in contrived problem  situations. 
The role-playing session begins with the trainer describing the situa-
tion and the different personalities involved. The trainer provides needed 
props, then designates trainees to play the salesperson, prospect, and 
other characters. Each plays his or her assigned role, and afterward, 
they, together with other group members and the trainer, appraise each 
 player’s effectiveness and suggest how the performance of each might 
have been improved.

In another version of role playing a training group is given informa-
tion on, for example, a buyer’s objection to a particular product and then 
is asked to extemporize a solution. Called a “sweat session,” this provides 
individual trainees a chance to apply what they have learned. Post mortem 
critiques afford opportunities to reinforce what has been learned through 
participating in, or viewing, the role playing.

Role playing presents few problems, but there are some. Those play-
ing roles must become actively and emotionally identified with the charac-
ters they portray; audience interest must be maintained throughout, even 
though spontaneous reactions are suppressed. Achieving these conditions 
is not easy. It is even more difficult when role players “ham it up” or when 
there is laughter or other involuntary audience reaction. Nonparticipants’ 
comments should be saved for later, until role playing is completed, or 
during “cuts” called by the trainer. Note taking as the play unfolds distracts 
some players. This tendency, however, is overcome with repeated use of the 
method. These problems can be minimized by briefing trainees on what is 
and is not permissible, the group is limited to no more than ten or twelve, 
the trainer exercises discipline and control throughout, and role-playing 
assignments are realistic.

More than offsetting the problems are the many benefits of this train-
ing method. It provides realistic practice in applying what has been learned 
in other training or by experience. It is flexible and adapts to extreme 
diversity in role-playing situations. Role playing lends itself to training new 
personnel, experienced salespeople, or even mixed groups. Other benefits 
include the following:

1.  Trainees learn to accept criticism from others, and the group soon 
recognizes that sound suggestions benefit everyone.

2.  When a trainee criticizes another’s performance, that individual 
has an incentive not to perform similarly later.

11-ch11.indd   259 6/19/2017   12:49:59 PM



Sales and Distribution Management; Decisions, Strategies, and Cases260

3.  Role players practice introspection through participating in the 
appraisal of their own performances. Videotaping makes self- 
criticism even more beneficial and objective.

4.  The free-wheeling nature of role playing is conducive to generating  
new ideas and approaches. Defects inherent in stereotyped solu-
tions become apparent.

5.  In role-playing sessions for mixed groups, junior people have a 
chance to learn valuable tricks, and experienced personnel are 
kept alert as a matter of personal pride.

6.  Role players gain acting experience, which may help later in han-
dling difficult selling situations.

Case Discussion

This method, originated by business educators as a partial substitute for 
learning by experience, is widely used in sales training. Write-ups of selling 
and other problems encountered on the job provide the bases for group 
discussion. Sometimes, the cases, particularly when they are long and com-
plex, are assigned in advance—if this is the situation, then it is imperative 
that participants come prepared to the session—otherwise, valuable time is 
wasted in rehashing the situation. In most sales training situations, however, 
the cases used are short (one or two pages at most) and trainees are given 
ten or fifteen minutes to read them before group discussion starts. Each case 
either describes a real selling problem or is developed around a situation 
sufficiently real to stimulate emotional involvement by the trainees.

Trainees discussing a case should identify the issue(s), organize 
the relevant facts, devise specific alternatives, and choose the one most 
 appropriate. Most trainers believe that securing a thorough grasp of the 
problem situation is more essential to learning than the rapid production 
of solutions. To derive maximum benefit from case discussion, each session 
should conclude with the drawing of generalizations on lessons learned.

Impromptu Discussion

This method, sometimes called a sales seminar or buzz session, begins 
with the trainer, group leader, or some member of the sales force making 
a brief oral presentation on an everyday problem. General give-and-take 
discussion follows. Group members gain an understanding of many prob-
lems that otherwise is acquired only through long personal experience. 
Many complexities and implications that might go undetected by individ-
uals are revealed to all, and trainees learn a valuable lesson: fixed selling 
rules and principles are often less important than are analysis and handling 
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of  specific situations. Impromptu group discussion improves the salesper-
son’s ability to handle problems.

Impromptu discussion differs from lecturing. The discussion leader 
assumes a less dominant role than the lecturer, trainees are active rather 
than passive participants, learning receives more emphasis than teaching, 
and the atmosphere is informal and relaxed. These are important advan-
tages, and impromptu discussions are being increasingly used, chiefly in 
training programs for experienced sales personnel.

For maximum benefit from the impromptu discussion, certain condi-
tions must be met. An effective leader or moderator is essential— otherwise, 
discussion drifts into extraneous subjects or becomes sterile. The discus-
sion leader must command the trainees’ respect, be skilled in dealing with 
people, and be well informed. The room arrangement is important—it 
helps in generating discussion, for instance, if all trainees can see each 
other. It is important, too, that someone draws conclusions at the close of 
the discussion.

Impromptu discussion requires considerable time. Most companies 
schedule sessions for at least a half-day or, more commonly, for a full day. 
If their aim is to maximize trainee learning of specific points in depth, the 
impromptu discussion—properly handled—is an effective training method.

Gaming

This method, also known as simulation, somewhat resembles role play-
ing, uses highly structured contrived situations, based on reality, in which 
players assume decision-making roles through successive rounds of play. A 
unique feature is that players receive information feedback. In one game, 
for example, trainees play the roles of decision makers in customers’ orga-
nizations, using data ordinarily available to make decisions on the timing 
and size of orders, managing sales forces and advertising efforts, and so 
on. The results of these decisions then are calculated by referees (using 
computers) and are fed back for the players to use in the next round 
of decisions.

Preparation of a game requires research to dig out the needed facts, 
the incorporation of these into a game model, development of detailed 
instructions for players and referees, and the writing of a computer pro-
gram. Expertness and substantial investments in time and money, then, are 
required, but partially offsetting this is that, once prepared, a game may be 
used in many training programs.

Among the advantages of gaming are (1) participants learn easily 
because they involve themselves in game play; (2) players develop skill in 
identifying key factors influencing decisions; (3) games lend themselves 
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readily to demonstrations of the uses and value of such analytical tech-
niques as inventory and other planning models; and (4) games, with their 
built-in information feedback features, are effective in emphasizing the 
dynamic nature of problem situations and their interrelationships.

Among the limitations of gaming are (1) some minimum time is 
required for playing, usually three or four hours, to generate sufficient 
decision “rounds” to provide the desired learning experience; (2) since 
game designs are based on ordinary decision-making processes, their rules 
often prevent payoffs on unusual or novel approaches; and (3) players 
may learn some things that aren’t so, a limitation applying, especially to 
poorly designed games. These limitations are overcome through careful 
game design and administration.

On-the-Job Training

This method, also called the coach-and-pupil method, combines telling, show-
ing, practicing, and evaluating. The coach, sometimes a professional sales 
trainer but more often a seasoned salesperson, begins by describing partic-
ular selling situations, explaining various techniques and approaches that 
might be used effectively. Next, accompanied by the pupil, the coach makes 
actual sales calls, discussing each with the trainee afterward. Then, under the 
coach’s supervision, the trainee makes sales calls, each one being followed by 
discussion and appraisal. Gradually, the trainee works more and more on his 
or her own, but with continuing, although less frequent, coaching.

The instructional effectiveness of this method depends mainly upon 
the coach’s qualifications. Given a qualified coach, the trainee starts off on 
the right foot, using appropriate selling techniques. Early deficiencies are 
corrected before they harden into habits. If, however, the coach is not qual-
ified, the trainee learns the coach’s bad habits as well as skills.

Many seasoned salespeople, otherwise qualified for coaching, are 
unwilling to spend the necessary time and effort. This is especially true 
when personnel are paid commissions on sales. The problem of recruiting 
coaches, nevertheless, is resolved through paying bonuses for each person 
coached, or “overriding” commissions on pupils’ sales.

On-the-job training is an important part of most initial sales training 
programs. No more effective way exists for learning a job. This method is 
appropriate for developing trainees’ skills in making sales presentations, 
answering objections, and closing sales. Training in these selling aspects 
requires practice, and this method provides expertly supervised practice.

Online Courses

This method is used in both initial and continuing sales training. In the 
insurance field it is used to acquaint new salespeople with industry 
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 fundamentals and to instruct in basic sales techniques. Companies with 
highly technical products and small but widely deployed sales forces use 
online courses to acquaint experienced salespeople with new product 
developments and applications. This method is used also to train non-com-
pany sales personnel, such as distributors’ salespersons, to improve their 
knowledge of the manufacturer’s product line and selling techniques. Few 
companies use this training method exclusively.

Online training is most appropriate as an interim training method 
when trainees are scattered geographically but are assembled periodically 
for lectures, seminars, role playing, and other instruction. Initial sales train-
ing, for example, might be by online courses begun at different times and 
places; continuing, or follow-up, training might come later through group 
methods at a central location. Preparing a standardized online course cov-
ering technical product data, general company information, selling tech-
niques and markets presents few difficulties other than those of choosing, 
organizing, and writing up the material.

Successful use of the online method requires administrative skill. 
The greatest problem is to motivate trainees to complete assignments on 
 schedule. Not only are enrollees engaged in full-time work requiring that 
online lessons be done after hours, but few have sufficient self-discipline 
to study without direct supervision. It is necessary to provide regular 
examinations, prizes for completing work on time, or other incentives. 
This method does not answer enrollees’ questions; hence, successful users 
arrange for periodic face-to-face discussions. Similar problems are met in 
processing completed assignments, evaluating work, and correcting errors. 
Despite these administrative problems, online training is a useful supple-
ment to other sales training methods.

EXECUTING THE TRAINING PROGRAM

Effective program execution depends upon instructional skills as well as 
coordination of planning and housekeeping details. Program administra-
tion involves doing what can be done to produce a training atmosphere 
conducive to learning. The execution step requires four key organizational 
decisions: (1) Who will be the trainees? (2) Who will do the training? 
(3) When will the training take place? (4) Where will the training site be?

Who Will Be the Trainees?

Identifying trainees is more complex for continuing than for initial sales 
training programs. A company identifies the trainees for its initial sales 
training program when it firms up sales job descriptions and hires sales job 
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applicants. While continuing sales training programs are prescribed for 
all personnel in some companies, the general practice is to select trainees 
according to some criterion. Four criteria are in common use: (1) reward for 
good performance, (2) punishment for poor performance, (3)  convenience 
(of trainee and trainer), and (4) seniority (the greater the seniority, the 
greater the opportunity for added training). Those selected for continuing 
training should be aware of the criterion used.

Who Will Conduct the Training?

Initial sales training in most of the companies is managed by the train-
ing department of an organization with support from the marketing and 
sales teams. Responsibility for continuing sales training resides with the 
senior executives and the training department. Introduction of new prod-
ucts, adoption of revised sales policies, perfection of improved selling tech-
niques, and similar developments call for training. The senior executive is 
in the best position to recognize the need and design and execute appro-
priate sales training programs. Sales training is a never-ending process, 
and, regardless of who is responsible for training, the senior executive has 
continuing responsibility.

Sales training staff. Top executives usually delegate sales training 
performance to subordinates. Large sales organizations often have a 
sales training department. The training department conducts the training 
by involving marketing and sales managers for different aspects of the 
 training. Companies also take the help of experts to train their employees 
for specialized skills.

Training the sales trainers. No training program, however carefully 
designed, is more effective than the people conducting it. Consequently, 
many companies have a training program for sales trainers. The starting 
point is to identify the subjects that trainers should know thoroughly: the 
company and its policies, the products, the customers, and their problems, 
the salesperson’s job, and sales techniques. Not only should sales trainers 
have expert and specialized knowledge, they must be effective  teachers. 
Throughout their period of preparation, the theory and mechanics of teach-
ing (and learning) are stressed. Trainers are required to master these, learn 
how to apply them effectively, preferably through doing practice training 
themselves. They also learn to plan and organize teaching materials for 
clear and effective presentation.

Outside experts. Many companies hire outside experts to conduct por-
tions of sales training programs, generally those relating to sales  techniques. 
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Numerous outside training consultants present sessions on sales techniques 
(for instance, Neuro-linguistic programming selling techniques) and, through 
broad and long experience, achieve high effectiveness. Other outside experts, 
including university professors and similar “moonlighters,” also offer this 
instructional service.

When will the Training take place?

Timing group versus individual training. Opinion is divided as to 
the proper timing of group and individual training. Most sales executives 
con tend that newly recruited trainees should receive formal group training 
before starting to sell. When there are large numbers of new personnel, 
group training is the way to train at the lowest cost per person. In planning 
the curriculum and the sales school, however, management determines the 
content that should be taught in the field—group training is more effective 
when supplemented by individualized field training. To minimize overlap, 
and to maximize training results, there must be an integration of what is 
taught by group methods in sales schools: product knowledge, company 
information, market information, and the theoretical and practical funda-
mentals of selling. Practical training in sales technique is best handled 
individually, in the field. Individualized training is conducted in the field 
office. On-the-job training features personal conferences (of the trainer and 
trainee) and demonstrations (as the trainer explains “this is how to do it”).

Timing initial-sales training programs. Timing of initial-sales train-
ing depends upon the number of new personnel trained each year, and 
this, in turn, depends upon the size of the sales force, sales personnel turn-
over, and management’s plans for changing sales force size. With a large 
number of new personnel, comprehensive highly structured programs 
are scheduled several times a year, dates being set after consideration of 
recruiting quotas and deadlines. There is an optimum number of trainees 
who are effectively trained in an initial-sales training program. It depends 
upon training aims, content, methods, and the amount and availability of 
training talent.

Timing continuing-sales training programs. Effective sales manage-
ment believes that training and learning must be continuous—new infor-
mation must be assimilated and older concepts modified in the light of 
new developments. New products, new refinements of selling techniques, 
new product applications and uses, new customer problems, new selling 
aids, new selling suggestions—all these and other developments require 
that each salesperson’s training continue as long as he or she is on the job. 
In some situations, sales personnel are kept abreast of new developments 
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informally, perhaps through field distribution of information bulletins. But 
when new developments accumulate, are unusually important, or imply a 
need for substantial changes in salespersons’ attitudes and behavior pat-
terns, a formal retraining program is scheduled. Many companies inte-
grate retraining programs into a series of sales meetings or a single sales 
convention. Continuing-sales training programs are designed and “sold” 
as a means of helping salespeople do their jobs more effectively. If it is 
demonstrated that training results in more takehome pay and increased job 
satisfaction, salespeople are motivated. When salespeople see that these 
benefits are obtainable through the continuing sales training program, its 
chances of successful execution are enhanced.

Right execution of the sales training program is critical for its success. 
Here, right timing of the training program impacts the implementation 
success. Training program for new hires is usually planned before the start 
of a new financial year so that the sales persons are working in the field at 
the time of new fiscal year.

Where will the Training site be?

Some companies hold initial sales training programs at the central offices; 
others conduct separate programs at branch offices. Each practice has 
advantages and disadvantages. The centralized program generally provides 
better product training, but higher costs are incurred in bringing trainees to 
the central point. In many companies the small number of trainees does not 
justify decentralized initial training, and central location is a necessity. 
Numerous large companies, by contrast, have the option of decentralized 
initial training. They can train new salespeople near their future territories 
and acquaint them early with field selling problems. Except in a company 
with a vast pool of administrative and training skills, initial sales-training 
programs should be at central locations. Retraining programs for seasoned 
sales personnel also are held either at centralized or decentralized points. 
These programs are often short, so the decision may hinge upon where 
the needed instructional talent is and whether it is more economical to 
transport and house the trainers or the trainees. If retraining programs 
coincide with sales conventions, they are held nationally (at convention 
 headquarters), or regionally, on a decentralized basis.

Companies usually select a location that is centralized for most of the 
sales representatives. This help to reduce the travel time and travel costs. 
Travel time is critical as sales person will be away from the field and this 
is a nonselling and unproductive activity. Companies also consider the 
availability of lodging facilities at a reasonable price depending upon the 
budget of the training program.
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Instructional Materials and Training Aids

Critical to successful execution of sales training programs are the instruc- 
tional materials and training aids. These vary not only for different compa- 
nies but for programs with different aims, contents, and methods. Pertinent 
features and uses of the main types of instructional materials and training 
aids are discussed in the following sections.

 • Manuals. Often known as workbooks, manuals are used in most 
group-type sales training programs. The best manuals contain out-
lines or summaries of the main presentations, related reading mate-
rials, statements of learning objectives for each session, orienting 
questions or thought provokers, cases and problems, plus directions 
for sessions involving role playing or gaming. Many include concise 
statements of selling, pricing, training of sales personnel, and other 
policies as well as details on company systems and procedures. 
Some contain information on the products and their applications. 
Discretion should be observed in selecting items for inclusion. It is 
easy to clutter up a manual with information of little value. Manuals 
often are designed with a dual purpose: to serve as study guides 
during training and as references later. Many are in looseleaf form to 
facilitate additions and changes.

 • Other printed materials. These include company bulletins, sales 
and product handbooks, information bulletins, standard texts, tech-
nical and trade books, and industry and general business magazines 
and journals. Company publications are used chiefly to furnish field 
sales personnel with up-to-date and needed information. Keeping 
field sales personnel informed is also the reason many companies 
provide subscriptions to industry and general business magazines. 
Text, technical, and trade books supplement workbook materials, 
although trainees rarely read them thoroughly during formal training. 
The usual expectation is that the books will serve later as references.

 • Advance assignments. To conserve time, many programs require 
trainees to prepare assignments in advance. In some situations, these 
are reading assignments chosen to provide some minimum compre-
hension of subjects scheduled for coverage in formal  sessions. In 
other situations, the assignment is to read a case and prepare a plan 
of action for use in a scheduled session. It is important that trainees 
understand the purposes of advance assignments and receive clear 
instructions (most expert trainers recommend written instructions). 
Trainees’ motivations are strengthened when opportunities for feed-
back are built into advance assignments, for example, if trainees 
are required to submit a written précis of reading assignments and 
briefs of all cases scheduled. Advance assignments are used for 
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groups as well as for individuals—in many companies, for instance, 
trainees are divided into groups and instructed to prepare specific 
individuals in the groups to play particular roles (note the built-in 
feedback feature).

Advance assignments serve another purpose. They consume time out-
side formal sessions, reducing trainees’ inclinations to “go out on the town” 
or otherwise goof off. In addition, because they require extra time, advance 
assignments should convince trainees of the extraordinary opportunity—” 
you have to prepare for higher productivity.”

Psychological “readiness” of the trainees is linked with the schedul-
ing of the training program. The timing of the training in the sales cycle is 
critical. Also, sales people need time to complete pretraining assignments. 
Most of the sales representatives are busy with their monthly sales closing 
in the last week of the month so conducting training for sales people in 
the last week of the month is not advisable. Similarly, sales people are busy 
with the submission of different reports like a monthly report, reports on 
primary and secondary sales. It is not recommended to conduct a training 
program in the first few days of the month. Many companies prefer to do 
training for sales people between 4th to 22nd days of a month.

EVALUATION OF THE TRAINING PROGRAMS

The evaluation step focuses upon measuring program effectiveness. A sales 
training program represents investments of time, money, and effort—sales 
management expects returns commensurate with the investment.  However, 
measuring sales training effectiveness is not easy, but it is possible to gauge, 
somewhat roughly, program effectiveness. The starting point is to com-
pare the program’s aims with the results, but the core of the measurement 
 difficulty is in determining training results. Results, such as improved selling 
performance, for instance, may not show up until months later.  Management 
approaches the measuring problem by making certain comparisons, such as 
the length of time new sales personnel (who have completed initial sales 
training) taken to attain the productivity level of the experienced salesperson, 
the performance against standards of trained and untrained sales personnel, 
and the respective training histories of the best and worst performers. Some 
companies plot each salesperson’s sales records on a before-and-after train-
ing basis, generally converting them to market share percentages.

However, any evaluation of training effectiveness based on sales 
records is an approximation. Territorial sales volumes are influenced not 
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only by personal selling but by advertising, competitors’ activities, eco-
nomic fluctuations, and similar factors. No known analytical technique 
exists for precise isolation of the influence of these factors.

Other approaches to measuring program effectiveness are in use. 
Some companies use written tests (on a before-and-after training basis) 
to determine how much trainees have learned. This is appropriate for 
measuring improvements in amount and depth of product knowledge, for 
instance, but reveals little about the trainee’s ability to apply this in the 
field. Other firms send observers to work with sales personnel who have 
completed training programs and to report the extent to which trainees 
are applying what was taught in programs. Still other companies solicit 
customers for their reactions to a salesperson’s performance after training. 
None of these approaches produces precise evaluative data. They provide 
indications as to whether results are positive or not.

Management measures the effectiveness of training programs while 
they are in progress and upon completion. The purpose is to obtain insight 
for improving the effectiveness of future programs. Tests and examinations 
measure trainee retention of materials presented, most appropriately when 
trainees are to memorize certain information, as product specifications and 
applications. There is little value in using tests and examinations for evalu-
ating training in sales techniques; performance in role-playing assignments 
is a better approach. Trainers in some companies rate each trainee’s per-
formance in role plays, demonstrations, and other discussions. Necessarily, 
these are subjective ratings, but they provide learning incentives. Similarly, 
the practice of requiring trainees to rate each trainer’s performance, either 
in each session or in the total program, is spreading. This may stimulate 
trainers to improve their effectiveness. Many sales executives, however, 
argue that trainees are in no position to judge the trainers’ effectiveness 
until they gain additional field experience. Many companies also ask train-
ees to evaluate training programs after they return to their territories.

CONCLUSION

Skillfully designed and executed sales training programs have potentials 
for helping sales personnel to achieve effective job performance. Defining 
the aims is the first step in planning a training program, and this demands 
that sales management perceive the training needs, some of which groups 
of trainees share and others of which are unique to individual personnel. 
The decision on content derives from the aims, with initial training pro-
grams being more likely to feature content in the four main areas—product 
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knowledge, selling skills, markets, and company information—than con-
tinuing sales training programs, which focus upon specific job aspects 
where experienced personnel have room for improvement. The decision 
on training methods—requires planners to select those that will most effec-
tively and economically convey the desired content. The aim-content-meth-
ods decisions determine the essential formats of sales training programs 
and set the stage for other key decisions on program execution and eval-
uation. Sales training is intangible, and it’s difficult to evaluate the effec-
tiveness of the sales training. Companies usually consider the factors like 
increased sales, few customer complaints, and higher customer satisfaction 
as indicators of sales training effectiveness.
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The sales executive’s job is to get results through company  personnel—
by making decisions and seeing to it that others carry them out. Put 

differently, the sales executive’s performance depends upon the composite 
performances of the individuals making up the sales force. Small wonder, 
then, that sales executives are greatly interested in the factors infl uencing 
individual sales personnel to achieve given performance levels.

What causes a salesperson to achieve a given performance level? 
Native ability, or potential, has something to do with it—no one achieves 
more than they are capable of achieving. The skills that come with expe-
rience, education, and training infl uence performance—for the salesper-
son, this means knowing the job objectives and how to achieve them. 

Motivating Sales Personnel

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of motivation in the sales management

 ■ Know the theories of motivation

 ■ Understand the relationship between motivation and leadership

 ■ Understand the unionization of sales personnel

12
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The amount and effectiveness of effort expended by the individual impacts 
importantly upon performance.

Assuming that a salesperson has the requisite ability and the skills 
needed for satisfactory job performance, what causes that salesperson to 
expend the necessary effort? The answer is locked up in the behavioral 
concept known as motivation—what causes people to behave as they do. 
Behavioral scientists agree that motivation is goal-directed behavior aimed 
toward achieving given results, which, in turn, provide rewards in line with 
the goal;

High productivity in a sales force comes about neither naturally nor 
accidentally. Some sales personnel are self-starters, requiring little external 
incentive, but they are the exceptions. Most sales personnel require moti-
vation to reach and maintain satisfactory performance levels.

MEANING OF MOTIVATION

Motivation is goal-directed behavior, underlying which are certain needs 
or desires. The term “needs” suggests a lack of something that reaching 
the goal could satisfy, while the term “desires” suggests positive ardor 
and strength of feeling. The complex of needs and desires stemming from 
within individuals leads them to act so as to satisfy these needs and desires.

Specifically, as applied to sales personnel, motivation is the amount 
of effort the salesperson desires to expend on the activities associated with 
the sales job, such as calling on potential accounts, planning sales presen-
tations, and filling out reports. Expending effort on each activity making 
up the sales job leads to some level of achievement on one or more dimen-
sions of job performance—total sales volume, profitability, sales to new 
accounts, quota attainment, and the like.

MOTIVATIONAL “HELP” FROM MANAGEMENT

Most sales personnel require motivational “help” from management to 
reach and maintain acceptable performance levels. They require motiva-
tion as individuals and as group members. As individuals, they are tar-
gets for personalized motivational efforts by their superiors. As members 
of the sales force, they are targets for sales management efforts aimed 
toward welding them into an effective selling team. Four aspects of the 
salesperson’s job affect the quality of its performance. The following dis-
cussion focuses on these aspects, each is an important reason why sales 
personnel require additional motivation.
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Inherent Nature of the Sales Job

Although sales jobs vary from one company to the next, sales jobs are 
alike in certain respects. Every sales job is a succession of ups and downs, 
a series of experiences resulting in alternating feelings of exhilaration and 
depression. In the course of a day’s work, salespersons interact with many 
pleasant and courteous people, but some are unpleasant and rude and are 
difficult to deal with. Furthermore, sales personnel spend not only working 
time but considerable after-hours time away from home, causing them to 
miss many attractive parts of family life. These conditions cause salesper-
sons to become discouraged, to achieve low performance levels, or even to 
seek non-selling positions. The inherent nature of the sales job, then, is the 
first reason that additional motivation is required.

Salesperson’s Boundary Position and Role Conflicts

The salesperson occupies a “boundary position” in the company and must 
try to satisfy the expectations of people both within the company (in the 
sales department and elsewhere) and in customer organizations. There is 
linkage with four groups: (1) sales management, (2) the company organi-
zation that handles order fulfillment, (3) the customers, and (4) other com-
pany sales personnel. Each group imposes certain behavioral expectations 
on the salesperson, and, in playing these different roles, the salesperson 
faces role conflicts, such as

1.  Conflict of identification arises out of multigroup membership. As 
the salesperson works with the customer, identification is with the 
customer rather than the company. On returning to the company, 
the salesperson drops identification with the customer and identi-
fies with the company.

2.  Advocacy conflict arises when the salesperson identifies with the 
customer and advocates the customer’s position to other groups 
in the company organization. This may be important and may be 
encouraged by the sales management group, but the advocator is 
in a difficult position.

3.  Conflict is inherent in the salesperson’s dual role as an advocate for 
both the customer and the company and the salesperson’s pecuni-
ary interest as an entrepreneur. As an entrepreneur paid  directly 
or indirectly on the basis of sales volume, the salesperson has an 
interest in selling as much as possible in the shortest time. However, 
the salesperson also needs to keep the customers’ perspective in 
mind to develop the long term selling  relationships. In few cases, 
salesperson may miss the sales as a particular product may not be 
the right one for a key account customer.
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Not much can be done to reduce the role conflicts of sales  personnel. 
Some evidence exists that experienced sales personnel perceive signifi-
cantly less role conflict than those with less experience. This suggests 
that a salesperson’s perceptions of, and ability to cope with, role conflict 
are influenced not only by experience but by the effectiveness of sales 
 training. It also suggests that those who become experienced sales per-
sonnel may cope better with role conflicts (that is, psychologically) than 
those leaving the sales organization earlier.

Tendency Towards Apathy

Some sales personnel naturally become apathetic, get into a rut. Those 
who, year after year, cover the same territory and virtually the same cus-
tomers, lose interest and enthusiasm. Gradually their sales calls degenerate 
into routine order taking. Because they know the customers so well, they 
believe that good salesmanship is no longer necessary. Their customer 
approach typically becomes: “Do you need anything today, Joe?” They fail 
to recognize that friendship in no way obviates the necessity for creative 
selling and that most customers do not sell themselves on new products 
and applications. The customer’s response, as often as not, is: “Nothing 
today, Bill.” Later, a competing salesperson calls on the same account, uses 
effective sales techniques, and gets an order. Many salespeople require 
additional motivation to maintain continuing enthusiasm to generate 
renewed interest, in their work.

Maintaining a Feeling of Group Identity

The salesperson, working alone, finds it difficult to develop and maintain 
a feeling of group identity with other company salespeople. Team spirit, 
if present at all, is weak. Thus, the contagious enthusiasm—conducive to 
improving the entire group’s performance—does not develop.

If sales management, through providing added motivation, succeeds 
in developing and maintaining team spirit, individual sales personnel strive 
to meet group performance standards. Few people who consider them-
selves members of the sales team want to appear as poor performers in 
the eyes of their colleagues. Providing the kind of working atmosphere in 
which all members of the sales force feel they are participating in a coop-
erative endeavor is not easy—nevertheless, effective sales management 
works continuously to achieve and maintain it.

NEED GRATIFICATION AND MOTIVATION

Behavioral research studies show that all human activity—including the 
salesperson’s job behavior—is directed toward satisfying certain needs (that 
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is, reaching certain goals). Patterns of individual behavior differ because 
individuals seek to fulfill different sets of needs in different ways. Some 
salespersons, in other words, are more successful than others because of 
the differing motivational patterns and amounts and types of efforts they 
exert in performing their jobs.

How particular individuals behave depends upon the nature of their 
fulfilled and unfulfilled needs modified by their environmental and social 
backgrounds. The motives lying behind any specific action derive from 
tensions built up to satisfy particular needs, some beneath the threshold 
of consciousness. Any action taken is for the purpose of reducing these 
tensions (fulfilling a need or needs to reach a goal or goals).

Needs are either primary or secondary. Primary needs are the inborn or 
physiological needs for food, water, rest, sleep, air to breathe, sex, and so on, 
the fulfillment of which are basic to life itself. Until primary needs are sat-
isfied, other needs have little motivational influence. Secondary needs arise 
from an individual’s interaction with the environment, and are not inborn but 
develop with maturity. Secondary needs include those for safety and security, 
belonging-ness and social relations, and self-esteem and self-respect.

Hierarchy of Needs

A. H. Maslow, a psychologist, developed a theory of motivation based on 
the notion that an individual seeks to fulfill personal needs according to 
some hierarchy of importance. He suggests the general priority of need 
fulfillment shown in Figure 12.1.1 Maslow suggests that after an  individual 

1A. H. Maslow, Motivation and Personality, 2nd ed. (New York: Harper & Brothers, 
1970), Chapters 3-7.

FIGURE 12.1  Hierarchy of  Human Needs as Visualized  
by A. H. Maslow
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gratifies basic physiological needs, he or she proceeds to strive to fulfill 
safety and security needs, then belongingness and social relations needs, 
and so on—the individual’s level of aspiration rising as needs on higher lev-
els are satisfied. Not every individual and certainly not every  salesperson, 
of course, establishes the order of priority of need fulfillment suggested by 
Maslow. Some sales personnel, for instance, appear to assign earlier prior-
ity to filling the esteem need (for self-respect) than they do to filling the 
need for social relations within a group.

After meeting basic physiological needs, it probably is impossible for 
most individuals to satisfy fully their needs on any higher level—needs 
seem to multiply along with efforts to satisfy them. As a particular need 
is satisfied, it loses its potency as a motivator, but other unfulfilled needs, 
some of them new, gain in potency. Individuals continually try to fulfill 
ever-larger portions of their need structures, and the unsatisfied portions 
exert the strongest motivational pull.

What, then, motivates salespeople? Salespersons’ motives for work-
ing vary according to the nature and potency of the unsatisfied portion 
of their individual hierarchies of needs. We must also recognize, however, 
that some of the salespeople’s needs are filled off the job as well as on it. 
One salesperson works because of the need for money to feed a family; 
another because the job is seen as a means for gaining esteem of others; 
still another because of a need to achieve (self- actualization) the maximum 
of one’s abilities, seeing job performance as a means to that end.

If sales management knew the makeup of the unsatisfied portion of a 
salesperson’s hierarchy of needs at a particular time, it could determine the 
best incentives. The fact that an individual has needs causes him or her, con-
sciously or not, to formulate goals in terms of them. If management can har-
monize the individual’s goals with those of the organization, then individual 
behavior is channeled along lines aimed at achieving both sets of goals. For 
a salesperson worried about providing for a child’s education, an important 
individual goal becomes that of obtaining money to remove the uncertainty. If 
management sees how furnishing the salesperson with an opportunity to earn 
more money will also further the attainment of organizational goals (perhaps 
that of increasing the size of orders), then offering the salesperson the chance 
to earn more money for obtaining larger orders is a powerful incentive.

Money, however, loses its power as an incentive once the individual 
has gratified physiological needs and most safety and security needs. Other 
incentives (for example, a chance for promotion, which is one way to fulfill 
esteem and self-respect needs) become increasingly effective. The promise 
of more money becomes a weaker incentive the farther up in the hierar-
chy an individual’s unfulfilled needs are pushed. Whatever power a larger 
income retains is related to unfulfilled esteem and self-actualization needs 
and the extent to which income can gratify them. Of course, too, the threat 

12-ch12.indd   276 6/19/2017   12:50:37 PM



CHAPTER 12: Motivating Sales Personnel 277

of receiving a lower income, a negative incentive, endangers the fulfilled 
part of an individual’s need structure, and to the extent that this threat 
exists, money continues to have power as an incentive. Notice that whereas 
motives are internal to the individual, incentives are external. Sales man-
agement influences the behavioral patterns of sales personnel indirectly 
through the incentives it offers.

Motivation-Hygiene Theory

Frederick Herzberg and his co-researchers developed the motivation- 
hygiene theory. According to this theory the factors that lead to motivation 
and job satisfaction are not the same as those leading to apathy and job 
dissatisfaction. In other words, the contention is that job dissatisfaction 
is not the opposite of job satisfaction—two separate groups of needs are 
involved, one related to job satisfaction and the other to job dissatisfaction. 
While most needs have potentials for influencing both the relief of job 
dissatisfaction and the increase of job satisfaction, each need serves pre-
dominantly either a hygiene or motivator purpose.2

Deficiencies in fulfilling the hygiene needs cause job dissatisfaction. 
These needs relate to the working environment, compensation, fringe ben-
efits, type of supervision, and other factors extrinsic to the job. Fulfilling 
the hygiene needs does not lead to job satisfaction, but in the achievement 
of a neutral point known as a fair day’s work. Performance at this point 
does not result from motivation.3

At the “fair day’s work” point, the individual is ripe for influence by 
the motivation factors, ones intrinsic to the job itself. These factors reflect 
needs for personal growth, including achievement, recognition, nature of 
the job itself, responsibility, and opportunities for advancement. The moti-
vation factors represent needs that, when fulfilled, lead to job satisfaction.

Figure 12.2 shows the considerable similarity of the Maslow and 
 Herzberg models. Herzberg’s division of the need hierarchy into two 
 factors—hygiene and motivational—implies that for many people, including 
most sales personnel, only Maslow’s higher-order needs (esteem and self- 
actualization) are primary motivators. Yet even these people must satisfy 
the lower-order (hygiene) needs for maintenance of their job satisfaction.

Motivation-hygiene theory has two important implications for sales 
management. The first is that management must see that the job provides 
the conditions that prevent job dissatisfaction (to get a fair day’s work 
from the salesperson). This means that management needs to provide 

2Frederick Herzberg, Work and the Nature of Man (Cleveland: World, 1966).

3Donald Sanzotta, Motivational Theories and Applications for Managers (New 
York: Amacom, A Division of American Management Associations, 1977), p. 26.
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an acceptable working environment, fair compensation, adequate fringe 
benefits, fair and  reasonable supervision, and job security. The second 
implication is that management must provide opportunities for achieve-
ment, recognition, responsibility, and advancement (to motivate perfor-
mance beyond that of a fair day’s work).

Achievement-Motivation Theory

David McClelland, in association with other researchers, developed 
 achievement-motivation theory. According to this theory, if a  person spends 
considerable time thinking about doing his or her job  better, accomplish-
ing something unusual and important, or advancing his  or her career, 
that individual has a high need for achievement (nAch). Those who have 
high need for achievement (1) like problem situations in which they take 
personal responsibility for finding solutions (ones in which the possibil-
ities of reaching them are reasonable), (2) tend to set attainable achieve-
ment goals, and (3) want feedback on how they are doing.4 In practical 
terms, nAch is a motivation to exceed some standard of quality in personal 
behavior— individuals who are self-motivated and who continually strive 
to improve their performance are in this  category.5 Many individuals like 

4David C. McClelland, “Business Drive and National Achievement,” Harvard Busi-
ness Review, 40 (July-August 1962), pp. 104-05.

5George H. Hines, The New Zealand Manager (Wellington, N.Z.: Hicks, Smith & 
Sons, 1973), p. 44.

FIGURE 12.2 The Moslow and Herzberg Models Compared

source: Adapted from James H. Donnelly, Jr., James L. Gibson, and John M. 
 Ivancevich, Fundamentals of Management, sixth ed. (Piano, Texas: Business Publi-
cations, Inc., 1987) p. 302.
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this are attracted to personal selling jobs, especially those where compen-
sation is largely in the form of commissions—jobs characterized by oppor-
tunities to influence outcomes through personal efforts, challenging risks, 
and rapid feedback of results.6

What are the implications for sales management? If individuals with 
high nAch can be the best performers in the company’s sales jobs, then 
management might target its recruiting toward such people. McClelland 
and his coinvestigators used the Thematic Apperception Test (TAT) in their 
research on achievement, so management might consider including the TAT 
in the sales selection system.7 But management would want to make certain 
that the sales job environment was one in which high achievers flourish.

The fact that nAch drives individuals to act from an internally induced 
stimulus is noteworthy. People with high nAch are self-starters—they 
require little external incentive to succeed and constantly challenge them-
selves to improve their own performances. Such people do not require 
motivation by management other than that of providing the right kind of 
job environment. Understanding the concepts behind nAch, and the condi-
tions that individuals high in nAch seek in their jobs, helps to explain and 
predict the behavior of sales personnel.

Expectancy ModeI

The expectancy model, developed by Vroom, conceptualizes motivation 
as a process governing choices of behavioral activity. The reasoning is 
that the strength of a tendency to act in a certain way depends upon the 
strength of an expectation that the act will be followed by a given outcome 
and on that outcome’s attractiveness to the individual. Put differently, an 
individual’s desire to produce at a given time depends on that individual’s 
specific goals and perception of the relative worth of performance alterna-
tives as paths to attainment of those goals.8

An expectancy model, based on Vroom’s, is shown in Figure 12.3. 
The strength of an individual’s motivation to behave in a certain way 

6Stephen P. Robbins, Personnel: The Management of Human Resources (Englewood 
Cliffs, N J.: Prentice Hall, 1978), p. 201.

7In the TAT, the subject is asked to tell stories about a series of pictures, while 
the tester records the stories and the subject behavior. Then the tester interprets 
the subject’s personality in the light of the themes used in the stories related. See 
Harold J. Leavitt, Managerial Psychology, 4th ed. (Chicago: University of Chicago 
Press, 1978), p. 96.

8V. Vroom, Work and Motivation (New York: John Wiley, 1964).
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(in terms of efforts) depends upon how strongly that individual believes 
that these efforts will achieve the desired performance patterns (or level). 
If the  individual achieves the desired performance, then how strongly does 
the individual believe that the organization’s rewards/punishments will be 
appropriate for that kind of performance, and to what extent will this sat-
isfy the individual’s needs (goals)?

The expectancy model raises motivational issues of concern to sales 
management. Does the company reward structure provide what sales 
personnel want? Do individual sales personnel perceive the kinds and 
amounts of effort management anticipates that they will make to attain 
set performance levels? How convinced are individual sales personnel that 
given performance patterns lead to given rewards?

Sales management, however, must recognize that this model is con-
cerned with expectations. Sales personnel need counseling to view their 
own competencies realistically. They also need sales management’s sup-
port in developing the skills that lead to improved performance.

INTERDEPENDENCE AND MOTIVATION

In the formal organizational plan, each salesperson reports to someone 
higher up in the structure, a sales supervisor, a district sales manager, or, 
as in most small companies, to the chief sales executive. According to tradi-
tional theory, the superior has the authority to require that the salesperson 
take action, and the salesperson is obligated to carry out the superior’s 
orders. This theory assumes that authority (“the formal right to require 

FIGURE 12.3 An Expectancy Model of  Motivation
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action of others”) can be equated with power (“the ability to get things 
done”). Practical sales managers know that issuing an order to a salesper-
son or suggesting how he or she should act (that is, change a pattern of 
behavior) does not necessarily mean that henceforth the salesperson will 
change. On many occasions, of course, there is little problem in having 
orders and directions put into effect—as long as they are clearly stated and 
apply to simple tasks that are done quickly. However, if orders and direc-
tions require significant modification in the salesperson’s behavior over an 
extended period, perhaps permanently, the salesperson’s acceptance of the 
desired change is a great deal more unpredictable.

Whether or not orders and directions are accepted depends upon the 
relationship between the salesperson and the superior. At one extreme, a 
salesperson is wholly dependent upon the superior, in which case he or 
she considers that superior’s exercise of authority as fully appropriate; this 
situation, amounting to blind obedience, is rarely found in business.9 At the 
opposite extreme, the salesperson and the superior are fully interdependent; 
that is, there is equal dependence both ways, a relationship comparable to 
that between close friends, and authority is useless as a means of control. 
This situation is also rare, but it seems desirable—in effect, the salesperson 
depends on the superior for reaching his or her individual goals. Thus, full 
integration of individual and organizational goals is possible.

The usual situation in sales force–superior relationships is one of 
partial dependence. The salesperson is partially dependent upon the supe-
rior and regards the latter’s exercise of authority as appropriate in some 
circumstances and not in others; the superior is partially dependent upon 
the salesperson for help in reaching the organizational goals for which he 
or she is held responsible by higher management. Each salesperson, then, 
has a “zone of acceptance,” a range over which he or she accepts directions 
from the superior, and each superior has a similar zone over which he or 
she honors requests from the salesperson. Within their respective zones of 
acceptance, too, both the salesperson and the superior exhibit a “degree of 
acceptance” that varies according to the exact circumstances from grudging 
acquiescence to enthusiastic cooperation.

The sales manager should try to widen the zone and increase the 
degree of acceptance of each salesperson, but accomplishing this also 
means widening his or her own zone and increasing his or her own degree 
of acceptance. Actually this is only a fancy way of saying that effective 
supervision is prerequisite to improved performance. Through effective 
supervision, the sales manager satisfies many of the salespersons’ needs 

9The state of complete dependence is most closely approached, at least in the mod-
ern world, in the parent-child relationship found in authoritarian homes.
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and, at the same time, obtains fuller cooperation from them in striving for 
organizational goals by giving due credit for good work, by convincing 
each salesperson of his or her job’s importance, by earning the sales per-
sonnel’s confidence in his or her leadership, and by following other enlight-
ened supervisory practices. Sales personnel under this sort of supervision 
work hard to earn praise and recognition and the resulting social approval, 
esteem, and self-respect. Effective supervision means, above all else, that 
salespeople are treated as human beings, as individuals in their own right, 
not as mere cogs in an impersonal industrial machine.

MOTIVATION AND LEADERSHIP

Effective sales executives are leaders, rather than drivers, of sales  personnel. 
They earn the voluntary cooperation of members of the sales organization, 
motivating them, individually and as a group, to reach the sales depart-
ment’s goals. They know the motivations, desires, and ambitions of those 
they lead, and they use this knowledge to guide their followers into the 
necessary activities—whether they be learning or performing.

The effective sales executive sets a good example. The “do as I say, 
not as I do” approach is not effective in motivating sales personnel. The 
sales executive works with the same diligence he or she expects of sales 
personnel, and leads his or her life as he or she expects them to lead theirs. 
It is natural for subordinates to emulate their superior—the superior is, or 
should be, a symbol of success.

One aspect of leadership closely related to motivation has to do with 
the handling of relationships with sales personnel. Attaining skill in this 
area is not easy, but experience, maturity, and common sense are necessary 
attributes. Effective sales executives treat sales personnel fairly, particularly 
as to assignments, promotions, and changes in pay. They commend sales-
people for jobs well done, but if performances are not up to par, they call 
that to the subordinates’ attention privately. When discussing a salesper-
son’s weakness, effective sales executives make it clear that they know the 
individual’s strong points. Before making changes affecting salespeople’s 
jobs, they consult those affected, helping to prevent the damaging impact 
of rumors upon morale. The sales force should be convinced, individually 
and collectively, that when right is on their side, the sales executive can be 
depended upon, if the need arises, to carry their case to top management. 
And, above all else, effective sales executives do not lose sight of the fact 
that they are managing the sales staff. They “sell” sales personnel on plans, 
policy changes, and anything else that affects them. Sales personnel are all 
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the more sold on their jobs when sales executives apply good sales tech-
niques in all their relationships with them.

MOTIVATION AND COMMUNICATIONS

It is important that good communications exist between each salesperson 
and his or her superior—unless it does, there is depressed morale and low 
productivity. The salesperson with pent-up grievances, real or imagined, 
displays both low morale and unsatisfactory performance. Similarly, the 
salesperson, like everyone else, comes up against personal problems, such 
as sickness in the family, inability to pay overdue bills, or marital troubles, 
all of which adversely affect morale and performance.

Good communications allow for free discussion of problems related 
to the salesperson’s job and of any personal problems that, left unsolved, 
hurt job performance. For the salesperson, the existence of good communi-
cations means freedom of self-expression—freedom to talk over problems, 
business and personal, with the superior. For the superior, it means ease 
in talking with the salesperson, not only to determine what, if anything, is 
bothering him or her, but to provide assistance in solving any problems that 
come to light.

Interpersonal Contact

Interpersonal contact is an important way to communicate with, and 
thereby to motivate sales personnel. Management uses contacts to make 
comprehensive evaluations of individual  salespeople’s morale. Interper-
sonal contacts provide opportunities for learning of financial, family, or 
other personal worries that have impacts upon job performance.

Sales executives at all levels have personal contacts with the sales 
staff. But at higher levels of sales management, contacts with salespeo-
ple are confined to conventions and sales meetings. Most of the indi-
vidual salesperson’s contact with management is with the immediate 
supervisor. Although supervisors have other important functions to per-
form, such as training, evaluation, and control, they also use their visits 
with salespersons for detecting personal or business problems, and for 
motivational purposes. Sales executives at all levels reserve some time 
for observing and conferring with sales personnel. District managers 
visit each salesperson on the job in the assigned sales territory. While it 
is impractical in large sales organization for top sales executives to visit 
all territories or even all sales districts personally, there are other ways 
to maintain personal contact with sales personnel. One is to arrange 
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individual conferences between sales personnel and the top sales execu-
tive during regional or national meetings—the opportunity to visit with 
the “big boss” provides strong motivation.

Interpersonal contact is the best way to keep in touch with the sales 
staff, but other communications media are sometimes used. Not only is 
close contact with all sales personnel all of the time physically impossible, 
but the least effective salespeople demand the lion’s share of the personal 
attention. When this happens, executive contact with the more effective 
salespeople is largely through written means. Confronted with this situ-
ation, many sales executives keep in touch with their better people not 
through letters, but through regular telephone calls.

On some occasions, sales personnel should be contacted personally, 
or by telephone, rather than by letter. A drop in performance that the exec-
utive suspects traces to family discord is not only difficult but awkward to 
discuss in writing. When a reprimand is necessary, a face-to-face meeting 
is better than a letter that could lead to further complications. Personal and 
disciplinary problems are best handled by interpersonal contact and not 
through the mail. In exceptional cases, a carefully phrased letter can avoid 
misinterpretations and misunderstandings, but the executive is still well 
advised to follow up with personal contacts.

It is difficult to motivate a salesperson whom the sales executive 
knows only casually. A special effort should be made to know each sales-
person well, and to learn what is important to each. Effective sales execu-
tives develop empathy with their subordinates.

Motivational interviews. In progressive companies, sales executives set 
planned “informational” goals for personal visits with sales personnel. The 
executive attempts to find out about salespeople’s patterns of need fulfill-
ment and the order of priority assigned to each need. Insights are gained 
on individuals’ motivational patterns, and guidance is furnished for choos-
ing appropriate incentives. It is unlikely that a single interview can gather 
all this information, but after many interviews, the executive has the infor-
mation to put together a comprehensive picture. Motivational interviews 
are a way to gather valuable information bit by bit.

Written Communications

Supplementing personal contacts, sales personnel are kept informed 
through emails, announcements, bulletins, and other mailed pieces.  Written 
communications can become routine and deadening—increases in volume 
and frequency destroy their value. Some sales executives think nothing 
of spending hours planning a sales meeting but neglect to appraise the 
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 motivational impact of their correspondence. No single letter or bulletin 
has as strong a motivational effect as a sales meeting; yet the total impact 
of written communication, effectively used, can be much greater.

The effective executive writing personal letters and bulletins to 
salespeople avoids generalities and concentrates upon specific helpful 
 suggestions. A letter to salesperson Brown, reporting that salesperson Jones 
wrote a $100,000 order last week, and instructing Brown to go out and do 
the same is not motivation. Describing how Jones succeeded in promot-
ing a new use for the product to a certain kind of customer is  motivation. 
 Writing letters, especially those that cheer up and spur on salespeople in 
the field, is an art effective executives master.

A letter is superior to interpersonal contact to congratulate a sales-
person for good work. A letter provides lasting evidence recognizing the 
salesperson’s performance. Such letters have prolonged beneficial effect 
on morale, but, of course, they do not substitute for deserved promotions 
or compensation increases. A commendation letter is supported, whenever 
possible, by a personal expression that management recognizes, and is 
pleased with the salesperson’s performance.

UNIONIZATION OF SALES PERSONNEL

There are several reasons why unions have made little progress in orga-
nizing sales personnel. First, it is difficult to develop strong group identi-
fication in most sales departments because each person works alone and 
sees other members of the sales force infrequently. Little opportunity exists 
for mutual exchange of grievances. Second, in contrast to most employee 
groups, salespersons think of themselves as independent operators rather 
than as cogs in an industrial machine. Third, sales personnel have some 
control over their workday and workweek. If they work excessive hours, 
it is often to add to their compensation, and there are no time clocks. 
Fourth, the prospect of higher wages has never-served as a strong orga-
nizing incentive for sales personnel, as sales personnel have been made to 
feel that low earnings are the result of personal ineffectiveness, not of the 
employer’s niggardliness.

Only about one in ten salespersons belongs to a union. When union-
ization has occurred, it usually traces to a failure of sales management. 
Grievances stem from such failures as too many reports, competition of 
house accounts, inadequate expense allowances, poor territories, too many 
people on the sales force (which results in inadequate territories), and too 
many non-selling duties.
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Unionization has made headway in industries where sales personnel 
are paid straight salaries, where they work together on the same premises 
(retail selling), and where the selling job is combined with that of deliv-
ery, as in the distribution of beer and soft drinks. Unions have made little 
progress in organizing sales personnel who sell directly to industrial users 
or those who make calls on intermediaries. Sales personnel in these clas-
sifications, paid in whole or part according to productivity, frown upon 
union affiliation.

Many sales executives oppose unionization. Their opposition is based 
chiefly upon the effect that unionization has on the motivation and con-
trol of sales personnel and upon the limitations that union contracts place 
on management. Managerial action is circumscribed by the collective- 
bargaining agreement, and uses of incentive compensation are restricted. 
Commonly, unions object to sales contests and other devices for motivating 
the sales force; sometimes they insist that all additions to the sales force be 
recruited through the union, they discourage the use of quotas and other 
standards of performance, and a strict system of seniority is demanded.

Sales executives maintain that the organizational structure of unions 
does not harmonize with the demands of the selling job. Selling and sales 
management require more flexibility than does running a plant or an office. 
They argue that all salespeople are called upon at times for extra effort, 
this being the price paid for freedom from day-to-day supervision.

CONCLUSION

Motivating sales personnel is an important aspect of sales force  management. 
Sales personnel require additional motivation because of inherent nature 
of the sales job, role conflicts, the natural tendency toward apathy, and 
difficulties in building group identity. The concepts of need gratification 
and interdependence assist in understanding the complexities of motivat-
ing sales personnel. Implementing motivational efforts requires that sales 
executives be skilled leaders, rather than drivers, of sales personnel. It 
demands that they be skilled in interpersonal and written communications. 
Satisfactory job performances develop out of deep understanding of moti-
vational forces and processes, effective leadership, two-way communica-
tions, and effective handling of relationships.
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Does money motivate sales personnel? Money, as our review of motiva-
tion theories in Chapter 12 showed, has limited potential as a  motivator. 

In Maslow’s hierarchy, money loses motivating power once an individual sat-
isfi es physiological needs and most safety and security needs, retaining only 
declining residual motivating power in fulfi lling esteem and self- actualization 
needs (insofar as a larger income can fulfi ll them). In  Herzberg’s motiva-
tion-hygiene model, money is a hygiene factor, contributing to the preven-
tion of job dissatisfaction but otherwise not motivating at all.

Nevertheless, the sales compensation plan is an essential part of the 
total program for motivating sales personnel. A sales compensation plan, 
properly designed, has three motivational roles: (1) provide a living wage, 

Compensating Sales 
Personnel

13

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the requirements of a good sales compensation plan

 ■ Devise a sales compensation plan

 ■ Understand the types of compensation plans

 ■ Know the different fringe benefi ts for sales personnel
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(2) adjust pay levels to performance, thereby relating job performance and 
rewards (in line with expectancy motivation theory), and (3) provide a 
mechanism for demonstrating the congruency between attaining company 
goals and individual goals (also in line with expectancy theory).

Sales compensation plans are aids to, rather than substitutes for, effec-
tive motivation. No plan can be the entire motivational program, for it would 
be based on the naive hypothesis that sales personnel are totally mercenary. 
Nor should a compensation plan operate so as to conflict with what may be 
important motives—to conform, to be like others, to belong, to be liked by 
one’s peers—for example, what do you suppose the motivational impact is of 
having a big earner branded as an apple polisher? The basic appropriateness 
of a compensation plan is important, and so is the way it is implemented and 
administered—it is not uncommon for a fundamentally poor compensation 
plan to work satisfactorily when a skilled executive administers it.

In established companies it is rarely necessary to design new sales 
compensation plans, and sales executives concern themselves mainly with 
revising plans already in effect. Most changes are minor, instituted to bring 
the plan and marketing objectives into closer alignment. If, for example, 
additional sales effort is needed for the factory to operate at optimum 
capacity, an adjustment in compensation may be required. This could mean 
paying bonuses on sales over the quota, paying additional compensation 
for larger orders or for securing new accounts, or revising commission rate 
schedules. Any change, of course, could be either temporary or permanent. 
Major changes in the compensation plan are rare. Like most people, sales 
personnel resist sweeping changes, particularly when this requires them to 
alter accustomed ways of doing things. When a firm switches from paying 
straight salaries to straight commissions, for instance, many individuals 
have difficulty adjusting their living and spending habits.

Opinions vary as to how far-reaching changes, when required, should 
be implemented. Some executives think that introducing them gradually 
minimizes interference with established habits and elicits less resistance 
from sales personnel. Others claim that major changes should be made 
quickly, because continual changes erode salespeople’s morale. Whether 
a change should be made in one step or in many depends upon the par-
ticular situation, and no easy generalization is possible.  Explanation of 
impending changes is important, so careful orientation is a must.

There are two situations where total overhauling of compensation plans 
are in order. One is the company whose sales force already has low morale, 
perhaps because of the current compensation plan. If the plan is at the root of 
the morale problem, drastic change is appropriate. A second situation calling 
for a complete revamping of the sales compensation plan occurs when a com-
pany is anticipating the cultivation of new and different markets. The prob-
lems in these two situations are like those in the newly organized  company, 
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which must build its sales compensation plan from scratch—in both cases 
management must consider many factors, the nature and number of which 
vary with the company and the situation, but usually include the types of 
customers, the marketing channels, characteristics of the products, intensity 
of competition, extent of the market, and complexity of the selling task.

REQUIREMENTS OF A GOOD SALES COMPENSATION PLAN

A good sales compensation plan meets seven requirements. First, it provides 
a living wage, preferably in the form of a secure income. Individuals worried 
about money matters do not concentrate on doing their jobs well. Second, 
the plan fits with the rest of the motivational program—it does not conflict 
with other motivational factors, such as the intangible feeling of belonging 
to the sales team. Third, the plan is fair—it does not penalize sales person-
nel because of factors beyond their control—within the limits of seniority 
and other special circumstances, sales personnel receive equal pay for equal 
performance. Fourth, it is easy for sales personnel to  understand—they are 
able to calculate their own earnings. Fifth, the plan adjusts pay to changes in 
performance. Sixth, the plan is economical to administer. Seventh, the plan 
helps in attaining the objectives of the sales organization.

DEVISING A SALES COMPENSATION PLAN

Whether contemplating major or minor changes or drafting a completely 
new sales compensation plan, the sales executive approaches the project 
systematically. Good compensation plans are built on solid foundations. 
A systematic approach assures that no essential step is overlooked.

Define the Sales Job

The first step is to reexamine the nature of the sales job. Up-to-date written 
job descriptions are the logical ways to start. If job descriptions are out-
dated, if they are not accurate, or if complete descriptions of the sales job 
objectives and work are not given, then a revision is in order. The effective 
sales executive asks: Does this description convey a realistic picture of what 
the salesperson is supposed to accomplish and to do? If there are no writ-
ten sales job descriptions, they are prepared. Other aspects of company 
operations are considered in relation to their impact upon the sales job. 
Sales department objectives are analyzed for their effect on the salesper-
son’s job. Sales volume objectives, for instance, whether in dollars, units of 
product, or numbers of dealers and distributors, are translated into what 
is expected of the sales personnel, as a group and individually. The impact 
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of  sales- related marketing policies are determined. Distribution policies, 
credit policies, price policies, and other policies affect the salesperson’s job. 
Current and proposed advertising and sales promotional programs assist in 
clarifying the nature of the salesperson’s goals, duties, and activities.

Consider the Company’s General Compensation Structure

Most large companies, and many smaller ones, use job evaluation systems to 
determine the relative value of individual jobs. Job evaluation procedure is 
not scientific; it is an orderly approach based on judgment. It focuses on the 
jobs, without considering the ability or personality of individuals who do the 
work. Its purpose is to arrive at fair compensation relationships among jobs.

There are four job evaluation methods. Two are non-quantitative: 
 simple ranking and classification or grading. The other two are  quantitative: 
the point system and the factor-comparison method.

Simple ranking. In this inexpensive job evaluation method, widely used 
by small businesses, an executive committee sorts job descriptions in the 
order of worth. This is done without considering the individuals currently 
in the jobs or their compensation levels. No attempt is made to determine 
critical factors inherent in the jobs; only overall appraisals of the relative 
worth of different jobs are made.

Classification or grading. This approach utilizes a system of grades 
and grade descriptions, against which individual jobs are compared. The 
grades, sometimes called classes, are described in terms of job responsi-
bility, skills required, supervision given and received, exposure to unfa-
vorable and hazardous working conditions, and similar characteristics. Job 
descriptions are then classified into appropriate grades—this is done by 
an executive committee or by personnel specialists. The basic process is to 
compare job descriptions with grade descriptions. All jobs within a grade 
are treated alike with respect to base compensation.

Point system. The point system is the most widely used job evaluation 
method. It involves establishing and defining the factors common to most 
jobs that represent the chief elements of value inherent in all jobs. The 
specific factors chosen differ from one company to another, but generally 
include mental and physical skills, responsibility, supervision given and 
received, personality requirements, and minimum education required. Each 
factor is assigned a minimum and maximum number of points, different 
ranges being associated in line with the relative importance of the factors. 
Next, appraised factor scores are combined into a total point value. Finally, 
bands of points are decided upon and become the different compensation 
classes. Less arbitrary judgment is required than under the classification 
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method; the use of point values makes it possible to determine the gap, or 
distance, between job classes.

Factor-comparison method. This method resembles the point system but 
is more complex. It utilizes a scheme of ranking and cross-comparisons to 
minimize error from faulty judgment. In a process similar to that used in the 
point system, the factor-comparison method employs selected factors and 
evaluation scales. However, the scale values are in dollars and cents, and no 
upper limit exists to the valuation that can be assigned to any one factor. 
A selected number of key jobs, typical of similar jobs throughout the com-
pany, are then evaluated, factor by factor. This is done by arranging them 
in rank order, from highest to lowest for each factor. As a check against this 
judgmental evaluation, the compensation dollars actually paid for each job 
are allocated to the factors; the allocation automatically establishes the rela-
tionship among jobs for each factor. The judgment ranking and the ranking 
by allocation of compensation are compared and differences are reconciled, 
or else the jobs are removed from the key list. On the basis of the dollar 
amounts assigned to the several factors making up key jobs, additional jobs 
are evaluated and their monetary values for each factor interpolated into 
the scale. This procedure is repeated until all jobs are evaluated.

Job evaluation and sales positions. Job evaluation occurs whenever 
decisions are made about the relative worth of jobs, and it is inescapable 
in organizational life. If, for example, the owner of an automobile dealer-
ship decides that the new car sales manager should be paid more than the 
service manager, the jobs have been evaluated. So informal job evaluation 
exists in firms not using formal job evaluation.

Traditionally, sales executives have opposed using formal job evalua-
tions to determine the compensation levels of sales personnel. They con-
tend that compensation levels for sales personnel are more closely related to 
external supply-and-demand factors than to conditions inside the  company. 
Sales personnel enjoy greater job mobility than most other employees, and 
are in everyday contact with potential employers.

If a company has a formal job evaluation program that includes the 
jobs of sales personnel, there should be sales department representation 
on the committee that arrives at quantitative evaluations. If the job eval-
uation program does not cover sales personnel program or the company 
does not use formal job evaluation, it is important for the sales executive to 
establish the value of sales jobs relative to other company jobs. This helps 
assure that the monetary attractiveness of sales positions is no less than for 
comparable jobs elsewhere in the company. If the sales executive keeps 
informed on the relative differences between sales jobs and other company 
jobs, he or she is preparing for the day, which is probably inevitable, when 
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sales positions are regarded as appropriate for inclusion in formal job eval-
uation programs.

Consider Compensation Patterns in Community and Industry

Because compensation levels for sales personnel are related to external 
 supply-and-demand factors, it is important to consider prevailing compen-
sation patterns in the community and industry. Management needs answers 
to four questions: (1) What compensation systems are being used? (2) What 
is the average compensation for similar positions? (3) How are other compa-
nies doing with their plans? and (4) What are the pros and cons of departing 
from industry or community patterns?

If there is a company-wide formal job evaluation program, it should 
take into account the current rates for sales positions in the community 
and industry. A program for setting compensation of sales personnel is 
sound only if it considers the relation of external compensation practices 
to those of the company. Effective sales executives maintain constant vigi-
lance against the possibility that the pay of sales personnel will get out of 
line with that paid for similar jobs in the community or industry.

Determine Compensation Level

Management must determine the amount of compensation a salesperson 
should receive on the average. Although the compensation level might be 
set through individual bargaining, or on an arbitrary judgment basis, nei-
ther expedient is recommended. Management should ascertain whether the 
caliber of the present sales force measures up to what the company would 
like to have. If it is too low, or if the company should have lower-grade 
people than those currently employed, management should determine the 
market value of sales personnel of the desired grade. Management weighs 
the worth of individual persons through estimating the sales and profit 
dollars that would be lost if particular salespeople resigned. Another con-
sideration is the compensation amount the company can afford to pay. 
The result of examining these and other factors pertinent to the situation 
is a series of estimates for the total cost of salespeople’s compensation. It 
is excellent practice to plot each cost estimate on a break-even style chart. 
When the several plots are compared with the company’s cost goals, the 
sales volume needed to break even at each compensation level is revealed. 
The compensation levels for individual salespeople under the proposed 
plan also should be plotted in break-even style.

In some firms, companywide formal job evaluation programs are 
used to set compensation levels for sales positions. The procedure recom-
mended earlier serves as a check on the compensation levels prescribed 
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through job evaluations. Any discrepancies should be reconciled. When the 
job evaluation program is sound, there should be few, if any, discrepancies.

It is not unusual to find that two companies operate under similar 
selling conditions but with different sales compensation levels. Sales per-
sonnel in one company earn more than those who do essentially the same 
work in another company. Relatively speaking, the first group of salespeo-
ple is overcompensated. What explains such situations? Sometimes, man-
agement does not know the true worth of individual sales personnel. In 
other cases, management regards some sales personnel as indispensable, 
or managerial inertia prevents adjustment of the compensation level to 
changed selling conditions. In still other cases, sales managers are biased 
in favor of high compensation for selling jobs.

Provide for the Various Compensation Elements

A sales compensation plan has as many as four basic elements: (1) a fixed 
element, either a salary or a drawing account, to provide some stability 
of income; (2) a variable element (for example, a commission, bonus, or 
 profit-sharing arrangement), to serve as an incentive; (3) an element cover-
ing the fringe or “plus factor,” such as paid vacations, sickness and accident 
benefits, life insurance, pensions, and the like; and (4) an element provid-
ing for reimbursement of expenses or payment of expense allowances. Not 
every company includes all four elements. Management selects the combi-
nation of elements that best fits the selling situation. The proportions that 
different elements bear to each other vary. However, most companies split 
the fixed and variable elements on a 70:30 basis.

Special Company Needs and Problems

A sales compensation plan is no panacea for marketing ills, but it is often 
possible to construct a plan that increases marketing effectiveness. If a 
company’s earnings are depressed because sales personnel overempha-
size low-margin items and neglect more profitable products, it may be 
possible, despite the existence of other managerial alternatives, to adjust 
the compensation plan to stimulate the selling of better balanced orders. 
Specifically, variable commission rates might be set on different products, 
with the higher rates applying to neglected products.

Or, as another example, a firm might have a “small-order” problem. It 
is possible to design compensation plans that encourage sales personnel 
to write larger orders. Commission rates can be graduated so that higher 
rates apply to larger orders. However, it is desirable to supplement such a 
revised compensation plan with a customer classification and call schedul-
ing system, enabling management to vary call frequency with account size.
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As still another example, a company may want to obtain more dis-
plays or local advertising by retailers. The presence or absence of point-of-
purchase displays can spell the difference between marketing success or 
failure. Securing retail displays is a task that sales personnel may neglect, 
especially if they are paid commissions based on sales volume. To over-
come this tendency, an incentive payment for obtaining retail displays is 
often incorporated in the compensation plan.

Numerous other possibilities exist for using the compensation plan 
to help solve special company problems. Plans may assist in securing 
new customers and new business, improving the quality of salespeo-
ple’s reports, controlling expenses of handling complaints and adjust-
ments, eliminating price shading by the sales staff, reducing traveling and 
other expenses, and making collections and gathering credit information. 
 Management, however, should recognize that other means exist for dealing 
with these problems, which are generally transitory in nature. Repeated 
tampering with the sales compensation plan frequently results in complex 
and  difficult-to-administer plans.

Consult the Present Sales Force

Management should consult the present sales personnel, in as much as 
many grievances have roots in the compensation plan. Management should 
encourage sales personnel to articulate their likes and dislikes about the 
current plan and to suggest changes in it. Criticisms and suggestions are 
appraised relative to the plan or plans under consideration. But at this 
point, management compares the caliber of the present sales force with 
that of the people whom it would like to have. If the present salespeople 
are not of the grade that the company wishes to attract, their criticisms and 
suggestions are of limited usefulness. Since, however, nearly every sales 
force has some people of the desired caliber, more weight can be attached 
to their opinions than to those of others.

Reduce Tentative Plan to Writing and Pretest It

For clarification and to eliminate inconsistencies the tentative plan is put 
in writing. Then it is pretested. The amount of testing required depends 
upon how much the new plan differs from the one in use. The greater the 
difference, the more thorough is the testing.

Pretests of compensation plans are almost always mathematical 
and usually computerized. Past payrolls, perhaps for a year or two, are 
reworked to check operation of the proposed plan against experience 
under the old system. Analysts compare what happened with what would 
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have happened had the new plan been in effect. If the sales pattern has 
shown considerable fluctuation, calculations are made for periods repre-
sentative of average, good, and poor business.

Then a look is taken into the future. Utilizing sales forecast data, new 
and old plans are applied to future periods. The plan is tested for the sales 
force as a group and for individuals faced with unique selling conditions. 
Analysis reveals whether the plan permits earning in line with the desired 
compensation level. If deficiencies show up, the plan may not be at fault; 
weaknesses can trace to the way territorial assignments have been made or 
to inaccuracies in sales forecasts, budgets, or quotas.

To conduct a pilot test, several territories representative of different 
sets of selling conditions are selected. The proposed plan is applied in 
each one long enough to detect how it works under current conditions. 
Pilot tests are invaluable for spotting possible sources of trouble and 
other deficiencies.

Revise the Plan

The plan is then revised to eliminate trouble spots or deficiencies. If alter-
ations are extensive, the revised plan goes through further pretests and 
perhaps another pilot test. But if changes have been only minor, further 
testing is not necessary.

Implement the Plan and Provide for Follow-up

At the time the new plan is implemented, it is explained to sales 
 personnel. Management should convince them of its basic fairness and 
logic. The sales personnel are made to understand what management 
hopes to accomplish through the new plan and how this is to be done. 
Details of changes from the old plan, and their significance require 
explanation. All sales personnel should receive copies of the new plan, 
together with written examples of the method used for calculating 
 earnings. If the plan is at all complex, special training sessions are 
held and aimed at teaching sales personnel how to compute their own 
earnings. If sales personnel do not understand the plan or certain of its 
features, such as quotas and variable commission bases, they may think 
that the company is taking unfair advantage of them. Inadequate under-
standing of the sales compensation plan is common and often a cause 
of low morale. No effort is spared to make certain that everyone on the 
sales force fully comprehends the compensation plan and its workings.

Provisions for follow-up are made. From periodic checkups, need for 
further adjustments is detected. Periodic checks provide evidence of the 
plan’s accomplishments, and they uncover weaknesses needing correction.
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TYPES OF COMPENSATION PLANS

The four elements of compensation are combined into hundreds of dif-
ferent plans, each more or less unique. But if we disregard the “fringe 
 benefit” and “expense reimbursement” elements—as is entirely reason-
able, since they are never used alone—there are only three basic types of 
compensation plans: straight salary, straight commission, and a combina-
tion of salary and variable elements.

Straight-Salary Plan

The straight salary is the simplest compensation plan. Under it, salesper-
sons receive fixed sums at regular intervals (usually each week or month 
but sometimes every two weeks), representing total payments for their 
services. The straight salary was once the most popular sales compen-
sation plan, but it has been declining in importance. A recent study by 
Executive Compensation Service, Inc., shows that under 17.5 percent of 
all selling organizations use straight-salary plans. Firms that formerly used 
the straight salary have tended to combine a basic salary with a variable 
element—that is, they have switched to combination plans.

In spite of the trend away from its use, sometimes the straight-salary 
plan is appropriate. It is the logical compensation plan when the selling 
job requires extensive missionary or educational work, when salespeople 
service the product or give technical and engineering advice to prospects 
or users, or when salespeople do considerable sales promotion work. If 
non-selling tasks bulk large in the salesperson’s total time expenditure, the 
straight-salary plan is worthy of serious consideration.

Straight-salary plans are commonly used for compensating salespeo-
ple heavily engaged in trade selling. These jobs, in which selling amounts 
to mere order taking, abound in the wholesale and manufacturing fields, 
where consumer necessities are distributed directly to retailers. Frequently, 
too, the straight-salary method is used for paying driver-salespersons selling 
liquor and beverages, milk and bread, and similarly distributed products.

From management’s standpoint, the straight-salary plan has import-
ant advantages. It provides strong financial control over sales personnel, 
and management can direct their activities along the most productive lines. 
Component tasks making up salespersons’ jobs can be recast with min-
imum opposition from those affected, so there is flexibility in adjusting 
field sales work to changed selling situations. If sales personnel prepare 
detailed reports, follow up leads, or perform other time-consuming tasks, 
they cooperate more fully if paid straight salaries rather than commissions. 
Straight-salary plans are economical to administer, because of their basic 
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simplicity, and compared with straight-commission plans, accounting costs 
are lower.

The main attraction of the straight-salary plan for sales personnel is 
that stability of income provides freedom from financial uncertainties inher-
ent in other plans. In addition, sales-personnel are relieved of much of the 
burden of planning their own activities (the practice of providing detailed 
instruction, for example, on routing and scheduling, generally goes along 
with the straight-salary plan). And, because of its basic simplicity, sales 
personnel have no difficulty in understanding, straight-salary plans.

The straight-salary plan, however, has weaknesses. Since there are no 
direct monetary incentives, many salespeople do only an average rather 
than an outstanding job. They pass up opportunities for increased business, 
until management becomes aware of them and orders the required actions. 
Unless the plan is skillfully administered, there is a tendency to undercom-
pensate productive salespeople and to overcompensate poor performers. If 
pay inequities exist for long, the turnover rate rises; and it is often the most 
productive people who leave first, resulting in increased costs for recruit-
ing, selecting, and training. Other problems are encountered in maintain-
ing morale, as arguments occur on pay adjustments for ability, rising living 
costs, and length of service. Because all the selling expense is fixed, it is 
difficult to adjust to changing conditions—a knotty problem during busi-
ness downswings, when selling expenses can be reduced only by cutting 
salaries or releasing personnel. Moreover, during business upturns, there 
is difficulty in securing the company’s share of rising industry volume, 
because salaried salespeople commonly are not disposed to exceed pre-
vious sales records by any large amount. However, many of the straight- 
salary plan’s weaknesses are minimized through good administration.

In administering a straight-salary plan, individual sales personnel are 
paid, in so far as possible, according to their relative performance. The dif-
ficulty is in measuring performance. Management needs to define “perfor-
mance” and the meanings of good, average, and poor performances. When 
management has these definitions and develops methods for performance 
measurements, it can set individual salaries fairly and intelligently. Users 
of the salary plan define performance as total job performance, not merely 
success in securing sales volume or in performing some other aspect of 
the job—and this is theoretically correct, because the payers of salaries 
assume they can exercise maximum control over the way salary receivers 
perform all job aspects. Some salary plan users attempt to measure perfor-
mance by relating the salesperson’s total selling expense (including salary) 
to total sales. While it is desirable to control total selling expenses, using the 
expense-to-sales ratio as the sole criterion of performance overemphasizes 
the importance of cost control.
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In the absence of well-defined quantitative performance standards, 
and few companies have them, the sales job description, if up to date and 
complete, is the place to start in appraising job performances of sales 
 personnel. All sales personnel need rating not only on their achievement 
of sales and cost goals but on their performance of each assigned duty. 
The total evaluation of an individual is a composite of the several ratings, 
weighted according to relative importance. Persons rated as average are 
paid average salaries. Salaries of below-average and above-average sales 
personnel are scaled to reflect the extent to which their performances vary 
from the average. Each individual’s performance is regularly reviewed and 
upward adjustments made for those showing improvements, and down-
ward adjustments made for those with deteriorating performances.

Straight-Commission Plan

The theory supporting the straight-commission plan is that individual 
sales personnel should be paid according to productivity. The assumption 
underlying straight-commission plans is that sales volume is the best pro-
ductivity measure and can, therefore, be used as the sole measure. This is 
a questionable assumption.

The straight-commission plan, in its purest form is almost as simple as 
the straight-salary plan, but many commission systems develop into com-
plex arrangements. Some provide for progressive or regressive changes in 
commission rates as sales volume rises to different levels. Others provide 
for differential commission rates for sales of different products, to different 
categories of customers, or during given selling seasons. These refinements 
make straight-commission plans more complex than straight-salary plans.

Straight-commission plans fall into one of two broad classifications:

1.  Straight commission with sales personnel paying their own 
 expenses. Advances may or may not be made against earned 
 commissions.

2.  Straight commission with the company paying expenses, with or 
without advances against earned commissions.

There is a general trend away from the straight-commission plan, and 
today many companies use such plans.

The straight-commission plan is used in situations where non- selling 
duties are relatively unimportant and management emphasizes order 
 getting. Straight-commission plans are common in the clothing, textile, and 
shoe industries and in drug and hardware wholesaling. Firms selling intan-
gibles, such as insurance and investment securities, and manufacturers of 
furniture, office equipment, and business machines also are frequent users 
of straight-commission plans.
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The straight-commission plan has several advantages. The greatest is 
that it provides maximum direct monetary incentive for the salesperson to 
strive for high-level volume. The star salesperson is paid more than he or 
she would be under most salary plans, and low producers are not likely 
to be over compensated. When a commission system is first installed, the 
sales personnel turnover rate accelerates, but usually the exodus is among 
the low producers. Those remaining work longer and harder, with more 
income to show for their efforts. Straight-commission plans, in addition, 
provide a means for cost control—all direct selling expenses, except for 
traveling and miscellaneous expenses (which are reimbursable in some 
plans), fluctuate directly with sales volume changes and sales compensa-
tion becomes virtually an all variable expense. The straight-commission 
plan also is characterized by great flexibility—by revising commission rates 
applying to different products, for instance, it is possible to stimulate sales 
personnel to emphasize those with the  highest gross margins.

However, the straight-commission method has weaknesses. It pro-
vides little financial control over salespeople’s activities, a weakness fur-
ther compounded when they pay their own expenses. Salespersons on 
straight commission often feel that they are discharging their full respon-
sibilities by continuing to send in customers’ orders. They are careless 
about transmitting reports, neglect to follow up leads, resist reduction in 
the size of sales territories, consider individual accounts private property, 
shade prices to make sales, and may use high-pressure tactics with con-
sequent loss of customer goodwill. Moreover, unless differential commis-
sion rates are used, sales personnel push the easiest-to-sell low- margin 
items and neglect harder-to-sell high-margin items; if management seeks 
to correct this through using differential commission rates, it incurs 
increased record-keeping expenses. Under any straight-commission plan, 
in fact, the costs of checking and auditing salespeople’s reports and of 
calculating payrolls are higher than under the straight-salary method. 
Finally, some salespersons’ efficiency may decline because of income 
uncertainties. If a sales force has many financially worried salespeople, 
management may have to invest considerable time, effort, and money to 
buoy up their spirits.

Determining commission base. One important aspect of  designing 
a straight-commission system is to select the base on which to pay 
 commission. Company selling policies and problems strongly influence 
selection of the base. If obtaining volume is the main concern, then total 
sales is the base. If sales personnel make collections on sales, commissions 
are based on collections. If a firm has excessive order cancellations, com-
missions can be based upon shipments, billings, or payments. To control 
price cutting by sales personnel, some companies base commissions on 
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gross margins. Other companies use net profits as the base, seeking simul-
taneously to control price cutting, selling expense, and net profit.

Drawing accounts. A modification of the straight-commission plan is 
the drawing account method, under which the company establishes sepa-
rate accounts for each salesperson, to which commissions are credited and 
against which periodic withdrawals are made. Drawing accounts resemble 
salaries, since customarily individual sales personnel are allowed to over-
draw against future earnings. If sales personnel become greatly overdrawn, 
they may lose incentive to produce, because earned commissions are used 
to reduce the indebtedness. More important, some sales personnel become 
discouraged with the prospects of paying back overdrawn accounts and 
quit the company.

To forestall quitting by overdrawn salespeople, some firms use 
“ guaranteed” drawing account plans. These do not require the paying 
back of overdrawals. Sales executives in these firms are conservative in 
setting the size of guaranteed drawing accounts, for they are in effect com-
bination salary and commission plans. Commonly, drawing account plans 
include a provision that covers the possibility of overdrafts. Legally, an 
overdraft cannot be collected unless the salesperson specifically agrees to 
repay it, or it is really a personal loan, or the salesperson has given a note 
acknowledging its receipt. Without a formal understanding, most courts 
hold that the relationship between the salesperson and the company is 
a partnership in which the company agreed to finance the salesperson 
and that the resulting loss is a normal risk incurred in doing business. 
Even if the company has an ironclad agreement with its sales personnel, 
there is a problem in collecting money that overdrawn sales personnel do 
not have.

Combination Salary-and-lncentive Plan

Salary plus commission. Most sales compensation plans are combina-
tions of salary and commission plans. Most developed as attempts to cap-
ture the advantages and offset the disadvantages of both the salary and 
commission systems. Where the straight-salary method is used, the sales 
executive lacks a financial means for stimulating the sales force to greater 
effort. Where the straight-commission system is used, the executive has 
weak financial control over nonsel-ling activities. By a judicious blending 
of the two basic plans, management seeks both control and motivation. 
Actual results depend upon management’s skills in designing and admin-
istering the plan. Unless there is skillful adjustment of salary and commis-
sion, weaknesses of both basic systems reappear.
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Strengths and weaknesses of combination plans. A well-designed and 
administered combination plan provides significant benefits. Sales personnel 
have both the security of stable incomes and the stimulus of direct financial 
incentive. Management has both financial control over sales activities and 
the apparatus to motivate sales efforts. Selling costs are composed of fixed 
and variable elements; thus, greater flexibility for adjustment to changing 
conditions exists than under the commission method.  Nevertheless, sell-
ing costs fluctuate some with the volume of business. There are benefi-
cial effects upon sales force morale. Disagreements on pay increases and 
 territorial changes are less violent than under a straight-commission plan. 
Further, if salespeople realize that the company shares their financial risks, 
a cooperative spirit develops between them and the company.

The combination plan, however, has disadvantages. Clerical costs are 
higher than for either a salary or a commission system. More records are 
maintained and in greater detail. There are risks that the plan will become 
complicated and that sales personnel will not understand it.

Sometimes a company seeking both to provide adequate salaries and 
to keep selling costs down uses commission rates so low that the incen-
tive feature is insufficient to elicit needed sales effort. But, if the incentive 
portion is increased, salespeople may neglect activities for which they are 
not directly paid. Therefore, the ratio that the base salary and the incentive 
portion bears to the total compensation is critical. As mentioned earlier, 
most companies split the fixed and variable elements on a 70:30 basis.

USE OF BONUSES

Bonuses are different from commissions—a bonus is an amount paid for 
accomplishing a specific sales task; a commission varies in amount with 
sales volume or other commission base. Bonuses are paid for reaching a 
sales quota, performing promotional activities, obtaining new accounts, 
following up leads, setting up displays, or carrying out other assigned 
tasks. The bonus, in other words, is an additional financial reward to the 
salesperson for achieving results beyond a predetermined minimum.

Bonuses are never used alone—they always appear with one of the 
three main sales compensation methods. If used with the straight salary, 
the plan resembles the combination plan. If used with the straight com-
mission, the result is a commission plan to which an element of manage-
rial control and direction has been added. If used with the combination 
salary and commission plan, the bonus becomes a portion of the incentive 
income that is calculated differently from the commission.
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Certain administrative actions are crucial when a-bonus is included in 
the compensation plan. At the outset, the bonus conditions require thorough 
explanation, as all sales personnel must understand them. The necessary 
records must be set up and maintained. Procedures for keeping sales per-
sonnel abreast of their current standings relative to the goals are needed. In 
addition, any bonus misunderstandings or grievances arising should be dealt 
with fairly and tactfully.

FRINGE BENEFITS

Fringe benefits, which do not bear direct relationships to job performance, 
range from 25 to 40 percent of the total sales compensation package. 
Some are required by federal and state law—for example, payments for 
social security premiums, unemployment compensation, and worker’s 
 compensation. Most, however, the company provides for other reasons: 
to be competitive with other companies in the industry or community, to 
furnish reasons for employees to remain in the company’s service, and to 
comply with what employees expect as fringe benefits.

Fringe benefits, like monetary compensation, are not motivating 
 factors. In the Maslow hierarchy, fringe benefits contribute to fulfillment 
of safety and security needs, although some (such as payment of coun-
try club dues) contribute to fulfillment of esteem and other higher- order 
needs. Since fringe benefits are given to all in the company’s employ and 
do not vary with job performance, they help to prevent job dissatisfaction 
but do not add to job satisfaction (in line with Herzberg’s motivation- 
hygiene  theory).

Figure 13.1 shows fringe benefits currently offered by U.S. companies. 
As the variety of fringes has expanded, individual fringes have been added 
that appeal more to some groups than others—people with bad teeth are 
the ones most interested in dental insurance, while those with children are 
the ones most interested in plans for paying educational tuition fees for 
dependents. Similarly, given a choice between supplemental life insurance 
and increased retirement benefits from the savings plan, a fifty-nine-year-old 
probably would pick the latter, but a thirty-two-year-old father of five might 
opt for the life insurance.

An increasing number of companies offer a “cafeteria” approach to 
fringe benefits. In this approach, the company offers a core of basic  benefits—
the benefits required by law plus other traditional benefits, including paid 
vacations, medical, disability, and death benefits and a retirement program. 
Employees then use credits (based on age, pay, family status, and years of 
company service) to obtain optional benefits not included in the core; this 
lets employees select those benefits that best fit their needs. Because needs 
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FIGURE 13.1  Fringe Benefits—A Compendium of  Types Available  
to Sales Personnel in Some Companies

Time
Holidays
Vacations
Sick leave
Personal leave
Sabbaticals
Pregnancy leave

Retirement Programs
Provident fund (mandatory)
Pension plan
Profit sharing
Salary reduction plans

Insurance and medical
Physical examinations
Medical payments and reimbursements
Hospitalization insurance
Dental insurance
Disability insurance 
Life insurance 
Travel insurance 
Accident insurance 
Worker’s compensation 
Unemployment insurance 
Cancer insurance 
Psychotherapy expense

Organization dues
Trade association 
Civic clubs 
Country clubs 
Professional association

Miscellaneous
Automobile 
Leave Travel Assistance
Parking
Dry cleaning and laundry 
Lunches (all or part) 
Secretarial services 
Employee stock purchase plan 
Company-provided housing 
Legal services 
Financial counseling 
Tuition for continuing education 

programs 
Financial support for dependents’ 

education 
Credit unions 
Discounts for purchases of company 

products 
Child care payments 
Matching funds to charities and 

schools 
Company social events 
Company sports tournaments 
Retirement counseling 
Career counseling 
Payment of moving expenses

source: Developed at a Shirt-Sleeve Seminar, Atlanta Chapter, Sales and Marketing 
Executives- International.

for benefits change, employees are given opportunities to change their 
selection of those benefits that best fit their needs. Because needs for ben-
efits change, employees are given opportunities to change their selections. 
Companies using the cafeteria approach also have “ awareness programs” 
aimed at making employees aware of the benefits available.
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CONCLUSION

The sales compensation plan is an essential part of the total program for 
motivating sales personnel. Sales compensation plans play three motiva-
tional roles: (1) to provide a “living wage” (thereby contributing—in line 
with Herzberg’s motivation-hygiene theory—to the lack of job dissatisfac-
tion if not to job satisfaction), (2) to relate pay to job performance (in line 
with the expectancy theory of motivation), and (3) to demonstrate the 
congruency between attainment of company goals and goals of individual 
sales personnel (also in line with expectancy theory).

The basic sales compensation elements (salary, commissions and/
or bonuses, or some combination thereof) should be in amounts large 
enough to provide the living wage and sufficiently flexible to adjust for 
changes in job performance. The fringe benefit elements, supplementary 
items not related to job performance and generally not payable in cash, 
need to be chosen and administered carefully—sales personnel, like other 
employees, increasingly look upon the fringes as customary and expected.

Appropriately chosen and skillfully administered sales compensation 
policies facilitate sales force management. They affect the relative ease 
of building and maintaining an effective sales force. They attract promis-
ing recruits and encourage satisfactory performers to remain on the job. 
This helps to hold down the sales personnel turnover rate, which, in turn, 
increases the return from sales training. The direction and control of sales 
force activities, in general, become increasingly more effective. In short, 
effective implementation of appropriate sales compensation policies and 
practices reduces time and effort devoted to other aspects of sales force 
management.

13-ch13.indd   304 6/19/2017   12:51:21 PM



How a company manages the expenses incurred by its sales personnel 
is important. There are motivational implications, as sales person-

nel who pay their own expenses look upon their jobs quite differently 
from those whose expenses are reimbursed fully or in part. Management’s 
power to direct and control vary similarly, enjoying considerable power 
when expenses are reimbursable and little power when they are not. In 
contrast to other employees, sales personnel incur substantial expenses 
in the company’s service, so effective sales executives regard their con-
trol and reimbursement as key features of the sales compensation plan. 
 Generally, sales executives insist that policies for reimbursing and handling 
expenses of sales personnel be separate from reimbursement policies for 

Managing Expenses 
of Sales Personnel

14

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the management of sales expenses

 ■ Understand the sales expenses-policies and practices

 ■ Comprehend different methods of controlling and reimbursing expenses

 ■ Understand the process for reimbursement of travel expenses
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other company personnel, such as those working in finance and human 
resource department or individuals on special assignments.

An idea of the size of sales expenses relative to sales compensation 
is obtainable from Figure 14.1. Notice that expenses as a percentage of the 
total of compensation and expenses range from a low of 9.3 percent in the 
electrical equipment industry to a high of 33.3 percent in the automotive 
parts and accessories industry. It appears, too, that sales expenses in most 
industries amount to from one-fourth to one-half of sales compensation; 
so, for instance, a salesperson with compensation of $50,000 annually is 
likely to have sales expenses in the range of $12,500 to $25,000.

Figure 14.2 shows how field selling expenses vary by the predominant 
selling style. Missionary selling incurs the lowest expense, probably because 
this selling style involves calling on customers (e.g. Doctors, architects, law-
yers, pharmacists, and hospital administrators) who are extremely busy peo-
ple and have little time for entertainment. New business selling results in 
the highest selling expenses, since calls here are typically rather long and, 
because they are made on potentially large accounts, are ones where enter-
tainment charges are regarded as ‘‘promising investments’’ by management. 
The technical selling style requires fewer days in the field than other selling 
styles but typically long calls on individual accounts, a situation often con-
ducive to entertainment spending. The trade selling style generally involves 
making rather routine calls on a large number of accounts with relatively 
short times spent with each customer; so most of the selling expense here 
goes for travel and lodging and little for entertainment.

Figure 14.2  Annual Field Selling Days, Annual Expenses, and Expenses per Day, 
Estimates by Predominant Selling Style

Predominqnr 
Selling Style

Field Selling 
Days per Year Annual Expenses

Expenses per 
Day

Trade

Missionary

Technical

New business

224*

224*

156**

224*

$18,000

$14,500

$26,500

$36,000

$80.36

$64.73

$169.87

$160.71

*Based on 6 days, 52 weeks per year, less 3 day per month for office/nonfield work, less 12 
holidays, and less 40 days for vacations and sickness.
**Based on 260 workdays less 2 days per week in office.
source: Estimates by the authors based on personal knowledge and discussions with 
sales managers
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Keeping expenses of field sales personnel within reasonable bounds 
is important. Liberality, on the one hand, is desirable—to ensure that sales 
personnel have adequate funds to capitalize on market opportunities. The 
tendency to be too liberal, on the other hand, needs restraining to avoid 
having a profit less favorable that it need be. Sales executives are inclined 
to be too liberal rather than too stringent, and, it must be admitted, it is 
wiser to be overly liberal than to restrict salespeople’s activities through 
insufficient expense reimbursement.

The degree of formal control over sales expenses varies a good deal 
from company to company. Some firms establish close budgetary controls 
and try to hold expenses within a planned total amount or to some  percentage 
of sales volume of gross margin. Others control sales expenses only in a 
general way, such as by scrutinizing expense reports or through policy state-
ments outlining the conditions under which expenses are  reimbursable.

REIMBURSEMENT OF SALES EXPENSES—POLICIES AND PRACTICES

The two general policy alternatives on reimbursing sales expenses are (1) have 
sales personnel pay their own expenses or (2) reimburse sales personnel for 
all or part of their expenses. The first alternative is the simpler by far, but 
few companies choose it. Those that do are organizations, by and large, 
that regard sales personnel as independent businesspeople—most of these 
organizations also use straight-commission plans. The main advantage of the 
“pay-your-own-expenses” policy, from management’s standpoint, is that no 
expense records are necessary as sales personnel control their own expenses. 
In successful applications, the compensation level reflects the fact that sales 
personnel pay their own expenses. It is essential that their regular commis-
sion be sufficient to permit them to further the company’s best interests. 
Even when the compensation level takes into account  salespeople’s probable 
expenses, some still skimp on expenses, to the company’s  detriment. They 
stay in second and third category hotels; economize on meals, dry cleaning, 
laundry, and other traveling expenses; and avoid entertaining customers and 
prospects. Furthermore, they resist or ignore many of management’s direc-
tives and instructions. Little management control can be exercised over their 
call and route schedules, especially in regard to accounts located in out-of-
the-way places. Most sales personnel who pay their own expenses neglect 
non-sales-producing activities—they avoid missionary duties and follow up 
on sales leads only when no additional expenses are involved. They “high 
spot”; that is, they call only on large accounts, and they feel justified in  adding 
“sidelines” (other manufacturers’ products sold to the same classes of trade).

Most firms choose the second policy alternative—full or partial 
 re-imbursement. When expenses are reimbursable, sales management needs 
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expense control. Funds used to defray sales expenses are deductions from 
gross profits. Many factors influence sales expenses, including territorial size 
and characteristics, caliber of sales personnel, nature and breadth of product 
line, managerial efficiency, intensity of competition, and mode of travel.

Two commonsense principles guide management in formulating 
expense-reimbursement policies: (1) reimbursable expenses should be 
large enough to permit the performance of assigned duties in the expected 
manner, and (2) all expenses incurred because sales personnel are away 
from home on company business should be reimbursable.

Expense reimbursement policies should take into account the cus-
tomary living standards of the salesperson and the customers, with the 
emphasis on the latter. The salesperson should eat in restaurants and stay 
at hotels of the class patronized by the customers. In some instances, differ-
ent salespeople in the same company should be allowed different amounts 
for expense, reflecting deviations in customers’ living standards. Another 
reason for different-sized expense accounts is that actual expenses vary a 
great deal from one territory to another.

Reimbursement policies should keep expenses reasonable; they 
should not cause bad feeling among the sales staff. They should be eco-
nomical to administer; that is, they should require only minimum supervi-
sion and record keeping. However, the desire for administrative economy 
should not result in arbitrary or unfair procedures.

Both in formulating reimbursement policies and in their implementa-
tion effective sales executives guard against the tendency to over  economize. 
Sales personnel are not forced to skimp to the point of impairing selling 
efficiency. Nor do they have to dip into their own pockets to pay legitimate 
expenses. Reimbursement policies and procedures are based upon the rea-
sonable needs of those incurring expenses; enforcement relies largely upon 
each person’s inherent  honesty.

METHODS OF CONTROLLING AND REIMBURSING  
EXPENSES OF SALES PERSONNEL

Flat Expense Account

The flat expense account provides the salesperson with a stipulated sum 
to cover all expenses during a given period, such as a month or week. 
 Allocation of this sum among different expense items is left to the individ-
ual’s discretion. The majority of companies using flat expense accounts do 
so because this means there is no need to keep expense reports and no 
need to check expense accounts—two tasks many executives find onerous.

The flat expense account has several attractive features. It makes pos-
sible the advance determination of total sales expenses—so it is easy, at 
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budget-making time, to appraise the reasonableness of total planned sell-
ing expenses relative to total planned sales. Sales personnel who have flat 
expense accounts are free to spend their allowances as they see fit, so 
there should be few arguments over expense accounts. The flat expense 
account forces sales personnel to control their own expenses, and, if they 
are guided properly by management, they plan route and call schedules so 
that each expense dollar is spent to the best advantage.

Successful operation of a flat expense account plan requires skilled 
administration. This plan works best either (1) when the exact amounts 
of expense accounts do not need changing often, as with companies 
whose sales personnel sell staple products in small territories, or (2) when 
expense allowances come up for frequent review and, possibly, revision. 
The amounts of the expense accounts should have flexibility built into 
them. If the plan is inflexible in a fluid marketing situation, sales per-
sonnel may not capitalize on sales opportunities requiring expenditures 
greater than the flat amounts. Even when marketing circumstances favor 
this plan, management regularly appraises each allowance for adequacy 
and  appropriateness. The great weakness of the flat expense account is the 
tendency of some sales personnel to over economize. These people come 
to think of the expense account as a regular addition to salary and do not 
spend all of it, preferring to save a portion for personal use. Careful sales 
supervision prevents situations of this sort.

Flexible Expense Account

The flexible expense account, sometimes known as the “exact” plan, is the 
most common reimbursement method. Its salient feature is that sales per-
sonnel are reimbursed for all allowable expenses incurred and reported. For 
this method to work, management must (1) know the total amount of sales 
personnel’s probable expenses; (2) classify expenses into “allowable” and 
“nonallowable” categories, and furnish salespeople with clear descriptions 
of items under each heading; (3) set up a system and forms for the sales staff 
to use in periodic expense reporting; (4) establish procedures for checking 
itemized expense reports and for expeditious handling of reimbursements.

The flexible expense account has attractive features. Because of the 
flexibility, sales opportunities are fully capitalized on as they arise. There 
is a basic fairness, because this method takes into account and makes pay-
ments for differences in territories, marketing conditions, and other factors. 
Therefore, management can exercise strong control over sales routes and 
call schedules. Finally, salespersons are under heavy obligation to perform 
all assigned activities, non-selling as well as selling.

The unattractive features of the flexible expense account come out in its 
administration. Administrative costs are sizable, because of the large amount 
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of clerical and accounting work in checking expense reports and making 
reimbursements. Similarly, clerical and accounting work requires a great deal 
of the salespeople’s time, and many executives contend that good sales per-
sonnel are often poor record keepers. Without close  control, some people 
spend the company’s money too generously, this being  further aggravated 
by the opportunity for expense account padding—and many disputes arise.

Honor System

Under the honor system, sales expenses are fully reimbursed. Sales person-
nel do not submit detailed, itemized lists of expenses but report only total 
expenses for the period. The implication is that management has complete 
confidence in the honesty of all sales personnel. The honor system is easy 
to administer and, compared with alternative reimbursement plans, savings 
occur in both accounting expenses and time. Arguments over questionable 
expenditures do not arise, and sales personnel do not envision manage-
ment as parsimonious. Finally, at least in theory, the funds for territorial 
development are adequate; however, both the amounts and the ways in 
which they are spent are left to the sales personnel.

With the honor system, management’s control is weak, and this may 
cause problems. Some sales personnel evolve into free spenders, since 
detailed expense reports are not required. Others incur expenses from which 
the company has little chance of deriving benefit. Others appropriate com-
pany funds to their own use, for the system encourages people to regard 
expense accounts as sources of income. These abuses cause inequities in 
expense allowances, and this may adversely affect morale.

To avoid abuses, management, even though committed to the honor 
principle, should control individual salesperson’s total expenses. One way is 
to establish maximum ratios of selling expense to sales. Another is to watch 
the trend of expenses; sudden and sizable increases in reported expenses, 
unless accompanied by parallel increases in sales, should be investigated. If 
dishonesty in expense reporting is detected, remedial action should be taken. 
In spite of the problems, the philosophy of the honor system lies behind the 
reimbursement policies and practices of many sales organizations.

Expense Quota

The expense quota is a compromise plan for reimbursing expenses. It 
controls sales personnel’s total expenses over long periods but permits 
week-by-week variations in the amounts reimbursed. In setting up expense 
quotas, management first studies individual sales territories and estimates 
the sales volume each should provide and then establishes upper limits for 
each salesperson’s total expenses over a specified period.
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Under the expense quota plan, sales personnel receive prompt and 
full reimbursements, regardless of how allowable expenses vary from week 
to week. The budgeted figures are planned amounts only, and  management 
does not hold rigidly to the upper limits. But because upper limits are estab-
lished, sales personnel have a moral obligation to keep expenses under control.

The principal drawback of the expense quota is that the burden 
for controlling expenses is upon the sales personnel rather than upon 
 management. As with all expense reimbursement plans, skillful adminis-
tration is necessary for successful operation of the expense quota plan. 
Furthermore, unless sales and expense forecasts are accurate, and unless 
sales personnel are convinced that the upper limits are estimates only, they 
may curtail their activities toward the end of budgetary periods because of 
low balances left in accounts.

REIMBURSEMENT OF TRAVEL EXPENSES

Companies using either flexible expense accounts or expense quotas and 
whose sales personnel operate their own vehicles (rather than company 
owned or leased vehicles) need some system for determining the amounts 
of travel expense reimbursements. Calculating ‘‘exact’’ travel expenses is 
complicated. Three categories of expense are involved: variable, semi- 
variable, and fixed. Variable expenses include costs of gasoline, lubricat-
ing oil and grease, and tires—all varying with the miles traveled. Fixed 
expenses include the costs of insurance coverage, license fees, and inspec-
tion fees. Semi-variable expenses, which vary with the vehicle’s age and 
rate of usage, include charges for depreciation and obsolescence. Adding 
further to computation difficulties, expenses differ with the automobile 
make and model and expenses of ownership and operation, even for the 
same makes and models, differ from one territory to another, while dif-
ferences in road and traffic conditions cause operating expenses to vary 
from territory to territory.

Complications in calculating exact automobile expenses cause most 
companies to settle for less exact procedures. Among companies using 
vehicles owned by sales personnel, more than 70 percent use the flat mile-
age rate system for reimbursing travel expenses. The rest use graduated 
mileage rates, fixed periodic allowances, combinations of fixed periodic 
allowances and mileage rates, and other systems.

Flat mileage rates. Most companies use a flat mileage rate system and 
reimburse travel expenses at a fixed rate per mile traveled. Users of this 
system must set the mileage rate high enough to cover all expenses of 
vehicle ownership and operation, yet low enough to permit the company 
to buy transportation economically.
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Administering this system is simple. Sales personnel report mileages 
traveled, the flat mileage rate is applied, and reimbursement checks are 
issued. The system works satisfactorily when a company’s sales force covers 
small territories (requiring limited automobile travel) all in the same geo-
graphical area (incurring very similar expense amounts) and the mileage 
rate applied is on the generous side (eliminating arguments over actual and 
reimbursed expenses). Probably for these reasons, many companies favor 
flat mileage rates.

The flat mileage rate system has some fundamental shortcomings. It 
assumes that automobile expenses per mile vary at a constant rate at all 
operating levels. It ignores cost differentials arising from the use of various 
makes and models. It ignores territorial differences in expenses, for  example, 
in prices of gasoline, oil, tires, insurance coverage, license and inspection 
fees, and even the automobiles themselves. Furthermore, in administering 
a flat mileage rate system, management often hesitates to adjust the rate, 
upward as well as downward, in line with changing actual expenses.

Graduated mileage rates. Under this system, different rates apply to 
mileages in different ranges, for example, 25 cents per mile up to 5,000 
miles annually, 22.5 cents per mile from 5,000 to 10,000 miles, and 20 cents 
per mile over 10,000 miles. Companies using this system recognize that the 
per mile costs of automobile operation are lower for long than for short 
distances; however, setting the cents-per-mile rates is difficult, since it is 
necessary to consider different operating levels in determining the mileages 
at which rates change. This system takes into account, almost mechanically, 
differences in sales territories, such as the length of route and frequency of 
calls. But, like the flat mileage rate system, it does not provide for cost varia-
tions resulting from operation of different makes and models and territorial 
expense differentials. Graduated mileage rate systems are appropriate when 
sales personnel travel long distances annually and serve concentrated geo-
graphic areas without significant regional expense differences.

Fixed periodic allowance. Some companies pay sales personnel a fixed 
allowance for each day, week, month, or other period during which they 
use their personal automobiles on company business. The fixed periodic 
allowance assumes that total automobile expenses vary with duration of 
use rather than mileage. Companies using this system tend to penalize 
sales personnel with large territories requiring extensive traveling for 
 adequate coverage; unless the fixed periodic allowances is varied for indi-
vidual sales personnel, it fails to reimburse for these differences. If allow-
ances are uniform for all sales personnel, morale suffers because of the 
inequities. When the entire sales force faces similar driving conditions, 
owns comparable makes and models of cars, and has nearly equal-sized 
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territories, each requiring approximately the same coverage, the standard 
allowance is defensible. It is unusual to have all these conditions present 
in the same situation.

Combination fixed periodic allowance and mileage rate. In this 
 system a fixed periodic allowance (to cover fixed and semi-variable 
expenses such as insurance premiums, license fees, and depreciation) is 
combined with a mileage payment (for operating expenses, including costs 
of gasoline, oil, and tires).

This plan recognizes that some expenses vary with automobile usage 
and some do not. In contrast to mileage rate systems, it provides for the 
expenses that do not vary directly with the operating level. In contrast to 
the fixed periodic allowance, it takes account of cost differentials arising 
from different operating levels. If sales personnel are granted identical 
fixed periodic allowances, this system, like the others, fails to consider ter-
ritorial expense differentials and cost variations resulting from operation 
and ownership of different makes and models.

Some companies using combination systems accumulate reserves to 
cover depreciation on automobiles and reimburse sales personnel when 
they buy new cars. This assures that the salesperson can buy a new car 
without outside financing. Furthermore, this makes it unnecessary for the 
sales force to request company financial help in buying new cars. These 
reserves represent the withholding of some portion of expense allowances 
that otherwise would be paid periodically. When the reserve feature is not 
used, sales personnel often delay replacing old cars because of financial 
problems. The withholding feature assures that the sales staff will not drive 
dilapidated automobiles and risk embarrassing the company.

CONCLUSION

Reimbursement of the expenses of sales personnel is part and parcel of the 
sales compensation plan. Like the basic sales compensation elements ( salary, 
commissions and/or bonuses, or some combination thereof), expense reim-
bursements should be sufficient to contribute to Herzberg’s ‘‘living wage’’ 
(thereby helping to prevent job dissatisfaction even though not resulting 
in job satisfaction). Effective sales executives see to it that sales reimburse-
ment policies and practices are fair both to the sales personnel and the 
company and is sufficient to permit sales personnel to capitalize fully on 
profitable sales opportunities, and are administered in ways that prevent 
sales personnel from thinking of expense accounts as sources of additional 
income. Effective sales executives also set good examples by scrupulously 
adhering to the established expense reimbursement policies and practices.
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What makes sales personnel strive for performance levels beyond “a fair 
day’s work”? Some sales personnel, the real self-starters, are achieve-

ment motivated and need no extra push other than the challenge of the job 
itself. Most sales personnel, however, do not strive for performance beyond 
a fair day’s work without additional motivation. Management provides the 
working environment, supervision, fringe benefi ts, expense reimburse-
ment, and compensation (a “living wage”)—these are the hygienic factors, 
whose fulfi llment results in the lack of job dissatisfaction but, according to 
Herzberg, not job satisfaction. Performance at this level results merely from 
the desire to fulfi ll the hygiene needs. Sales personnel, at this level, are ripe 

Sales Meetings and Sales 
Contests

15

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of job satisfaction and job performance for sales 
personnel

 ■ Plan the sales meetings

 ■ Understand the importance and planning of sales contests

 ■ Comprehend the managerial evaluation of contests
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for  influence by the motivation factors—ones reflecting needs for personal 
growth including achievement, recognition, nature of the job itself, respon-
sibility, and opportunities for promotion. The motivation factors represent 
needs that, when fulfilled, lead to job satisfaction. Sales management uses 
two main mechanisms for stimulating these needs: sales meetings and sales 
contests.

JOB SATISFACTION AND JOB PERFORMANCE

Think of the relationship of job satisfaction to job performance.  According 
to Herzberg’s motivation-hygiene theory, job performance leads to job 
 satisfaction. Many managers believe exactly the opposite—job satisfaction 
leads to job performance. Most studies of industrial workers show a pos-
itive relationship between job satisfaction and job performance, but there 
is little agreement as to the direction of this relationship or the extent to 
which either satisfaction or performance or both are determined by other 
factors. It is misleading to assume that job satisfaction leads to improved 
job  performance. Sales personnel who are “happy in their jobs” too often 
are people with little ambition and frequently report to managers who 
either misuse performance standards or do not know how to measure 
performance.

The motivational practices of many companies appear directed 
toward making sales personnel unhappy with their current performance 
in an effort to stimulate improved performance. Is there danger that this 
will decrease job satisfaction? Or is it possible—at least among some 
groups of sales personnel—that decreased job satisfaction stimulates 
improved job performance?1

In any event, then, we are better off focusing upon improving job 
performance rather than upon increasing job satisfaction. The purpose is 
to accomplish more than making sales personnel happier with their jobs. 
It is to improve job performances, regardless of the approach used.

SALES MEETINGS

Sales meetings are important both for communication and motivational 
 purposes. When sales personnel are on the road without the day-to-day oppor-
tunity for employer communication and supervision, periodic group meet-
ings are valuable for exchanging information and ideas. They also provide 
occasions for motivating individual sales personnel through group  pressures. 

1Richard R. Still, “Sales Management,” in Gerald Zaltman and Thomas V. Bonoma 
(eds.), Review of Marketing 1978 (Chicago: American Marketing Association), 
pp. 265-66.
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Most important, they provide occasions for management to stimulate the 
group to raise its standards to reasonable and acceptable  performance.

Planning and Staging Sales Meetings

Planning a sales meeting requires five major decisions: (1) defining the spe-
cific meeting goals, (2) deciding meeting content, (3) determining methods 
of conducting the meeting, (4) deciding how to execute (hold) the meeting, 
and (5) deciding how to evaluate the results.

Goals. In planning any sales meeting, it is important to have clearly 
defined objectives. The underlying purposes, of course, are to  communicate 
and motivate. But more specific goals are required for holding a meeting. 
A new product may be about ready for introduction or research may have 
uncovered new insights on customer attitudes and behavior, and either of 
these could lead to meetings (of the sales training type) to communicate 
these matters to sales personnel and it is hoped, to motivate them. Or 
supervisory reports might have indicated that many sales personnel are 
deficient in applying sales techniques, and this could lead to a sales meet-
ing, aimed to improve these skills. Or there may be new company policies 
or sales goals requiring explanation, and the meeting may aim not only to 
communicate but to use this important information to motivate the group. 
Running throughout all meeting purposes, of course, is the common aim 
of altering the attitudes of sales personnel so as to modify their behavioral 
patterns in ways leading to improved job performances.

Other specific aims of meetings include (1) improving the quality of 
sales force reports, (2) orienting sales personnel on the advertising program 
and showing how they can tie in their efforts with it, (3) increasing the 
effectiveness with which sales personnel use their time, and (4)  introducing 
new services (such as inventory control assistance) for customers.

In setting a meeting’s specific aims, the effective executive answers 
three important questions. (1) Are these aims clear and attainable? (2) Are 
they realistic in terms of time, audience, and other conditions? (3) Will the 
probable results justify the estimated costs?

Content. Determining a meeting’s content is a matter of planning its 
agenda. An agenda, by definition, is a list or an outline of things to be 
considered or done during a meeting. Content, derives directly from the 
meeting’s specific aims. Say, for example, that there is an industry rumor 
that a strong competitor is about to introduce a fantastic new product, and 
company sales personnel may have high levels of anxiety. Thus, a meeting 
may be planned with the specific aim of reducing anxiety through inform-
ing sales personnel on what the company knows about the competitor’s 
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forthcoming new product and the company’s plans for counteracting it. 
In this situation, content might include (1) what we know about X’s new 
product, (2) what we think the trade’s reactions will be and why, (3) what 
your company is doing, and (4) what you should do and how.

Method. The methods used in conducting a sales meeting, of course, depend 
upon the aim and content as well as upon the time available and meeting 
place. Most local sales meetings, held rather frequently, are short and partic-
ipative in nature; consequently, group discussion is generally used. Regional 
and national sales meetings, held less often, run for two or more days, have 
more ambitious aims and wider content, so they utilize a mix of methods.

Execution. The execution phase is of key importance to meeting  success. 
Decisions are reached on speakers, seminar leaders, meeting site, and time. 
Still other execution decisions, outwardly trivial, contribute significantly to 
a meeting’s success or failure.

Among these seemingly trivial decisions is room arrangement. Most sales 
meetings, because of their underlying purposes of communicating and moti-
vating, require active participation by attendees. The conventional classroom, 
as found in most educational institutions, is set up for the lecture method—
seats in rows and columns. To stimulate participation, departures from the 
conventional arrangement are necessary. Figure 15.1 shows four popular 
arrangements. The herringbone breaks up the inhibiting influence of the con-
ventional classroom arrangement—and is widely used when the presentation 
is basically lecture but with some participation—with the herringbone, attend-
ees see more of others attending than with the conventional arrangement. The 
workshop is appropriate when smaller groups are to hold buzz sessions on 
particular topics and report—round tables are preferred, but rectangular ones 
are also used. The inverted U-shape and the seminar or “British square” are 
used where considerable participation by the attendees is important.

Among other seemingly trivial execution decisions are those on 
audiovisual equipment and supplies, provision of materials to attendees 
(including pads and pencils), timing of breaks and refreshments, and start-
ing time and closing time. Inappropriate decisions on any of these detract 
from a meeting’s effectiveness.

Evaluation. The evaluation phase is often neglected by meeting 
 planners. Yet it is important, especially if management desires to improve 
meeting effectiveness. The basis for evaluation should be whether the 
meeting accomplished its aims. To determine this, participant feedback is 
necessary. Figure 15.2 is a sales meeting evaluation form. This form was 
designed to evaluate a seminar—other forms are needed to evaluate other 
types of meetings. The best practice is to design a new form to evaluate 
each sales meeting held.
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A. Herringbone B. Workshop

C. Inverted U-Shape D. Seminar or the “British Square”

FIGURE 15.1 Four Popular Arrangements of  Rooms for Sales Meetings

National Sales Meetings

The costs of bringing the entire sales force to a central site are substantial, 
but national sales meetings are sometimes appropriate. If, for example, 
comprehensive changes in marketing or sales policies are being made, 
a national meeting can introduce these changes rapidly and uniformly, 
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SALES MEETING - EVALUATION

In order to continue our efforts to improve the effectiveness of sales meetings, 
we need your answers to the following questions. You are under no obligation 
to sign this form. Thanks so much.

1. Did the seminar leader:

—know the subject? Yes  No 

—present the subject practically? Yes  No 

—speak clearly? Yes  No 

—develop meaningful discussion from the group? Yes  No 

—respond to your questions fully? Yes  No 

2. The most important thing I got out of this meeting was 

3. How might this meeting have been improved?

4. Anything else?

FIGURE 15.2 Sales Meeting Evaluation Form
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providing standardized explanations and answers to questions. Moreover, 
major executives attend a national meeting but not a series of decentralized 
meetings—and their attendance provides more stimulation than written or 
recorded messages at decentralized meetings.

There are other advantages in holding national sales meetings. Sales 
personnel meet informally with their counterparts from elsewhere and 
learn from the interchange of experience. On finding that others face and 
solve similar problems, sales personnel are encouraged to find their own 
solutions. Meeting home office personnel should result in better coordina-
tion between the office and the field. The size of the national meeting gen-
erates contagious enthusiasm. If the meeting is held at or near a factory, 
there is opportunity for product training and to acquaint sales personnel 
with technical manufacturing details.

The national sales meeting has drawbacks, in addition to the expense. 
It is difficult to find a convenient time for all sales personnel to attend, 
unless the product line is seasonal. Company routine is disrupted and 
competitors may cut into market share while sales personnel are away. 
 However, more aggressive selling resulting from the national meeting 
should more than compensate for any temporary lapse in sales coverage.

Regional Sales Meetings

The trend is away from national and toward regional sales meetings. The 
reasons are several. Instead of the field sales force converging upon the cen-
tral office, headquarters’ sales executives and personnel attend the decen-
tralized meetings, reducing total travel costs and lowering lost selling time. 
Headquarters’ executives, brought into direct contact with field personnel, 
learn about current problems at firsthand. Each regional meeting may have a 
program designed to emphasize unique problems of that region. The smaller 
attendance should increase participation time per person attending.

Regional sales meetings have some disadvantages. Demands on exec-
utive time may be excessive; consequently, top sales executives often rotate 
attendance among regional meetings. The smaller percentage of the top 
management in attendance depreciates the meeting’s importance in the 
eyes of the sales staff and, because total attendance is smaller, developing 
a spirit of contagious enthusiasm is more difficult.

The stimulating effect of the regional meeting is reduced further by 
the pressure to economize. The costs of conducting a series of meetings, 
for example, preclude using the top-flight speakers and entertainers fea-
tured at national meetings. Furthermore, the total costs of holding sev-
eral meetings may equal or exceed those of one large national meeting, 
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because much planning and organizational expense is not fixed but is 
incurred separately for each meeting.

Executive Opposition to National and Regional Sales Meetings

Many sales executives oppose both national and regional sales meetings. 
Some say that likely results do not justify expected costs, but they admit 
that many benefits, such as the effect on sales force morale, cannot be 
measured in monetary terms. Other executives, especially those in indus-
tries without slack selling seasons, contend that they can ill afford to 
have sales personnel away from the field, even for a week. Still others 
object to the demands on their own time. In a few cases, sales execu-
tives oppose national or regional meetings because of a low sales force 
morale. They fear that sales personnel will use the meeting to compare 
complaints and to strengthen their convictions that the company is a bad 
place to work.

Local Sales Meetings

Local sales meetings are conducted weekly or biweekly by district sales 
managers and last from fifteen minutes to several hours. The strength 
of the local sales meeting is its informality, each salesperson having an 
opportunity to pose questions and to state personal views. Local sales 
meetings are occasions for sales personnel to get together, become better 
acquainted, and strengthen group identity.

Virtual Sales Meetings

Virtual sales meetings like webinars are as easy as a phone call. Sales 
organizations can conduct virtual meetings to increase sales performance 
with more frequent trainings to build selling skills, product knowledge and 
awareness about the competitors. It can also be used to share information 
with the salesperson, across sales teams, field to head office, and vice 
versa. In addition to cost savings, the virtual meetings help to increase the 
selling time as sales people in the field are not losing time to travel. Virtual 
sales meetings retain the advantages of traditional sales meetings while 
reducing its cost and time expenditures

SALES CONTESTS 

A sales contest is a special selling campaign offering incentives in the 
form of prizes or awards beyond those in the compensation plan. The 
underlying purpose of all sales contests is to provide extra incentives to 
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increase sales volume, to bring in more profitable sales volume, or to do 
both. In line with Herzberg’s motivation-hygiene theory, sales contests 
aim to fulfill individual needs for achievement and recognition—both 
motivational factors. In terms of Maslow’s hierarchy of needs, sales con-
tests aim to fulfill individual needs for esteem and self-actualization—
both higher-order needs. In addition, sales contests develop team spirit, 
boost morale (by making jobs more interesting), and make personal- 
selling efforts more productive.

Specific Objectives

Sales contests are aimed to accomplish specific objectives, generally one 
per contest, within limited periods of time. Most sales contests aim to moti-
vate sales personnel:

1. To obtain new customers.

2. To secure larger orders per sales call.

3. To push slow-moving items, high-margin goods, or new products.

4. To overcome a seasonal sales slump.

5. To sell a more profitable mix of products.

6. To improve the performance of distributors’ sales personnel.

7. To promote seasonal merchandise.

8. To obtain more product displays by dealers.

9. To get reorders.

10. To promote special deals to distributors, dealers, or both.

Contest Formats

Contest formats are classified as direct or novelty. A direct format has a 
contest theme describing the specific objective, such as obtaining new 
accounts—for example, “Let’s go after new customers.”- A novelty format 
uses a theme which focuses upon a current event, sport, or the like, as in 
“Let’s hunt for hidden treasure” (find new customers) or “Let’s start panning 
gold” (sell more profitable orders). Some executives say a novelty format 
makes a sales contest more interesting and more fun for the participants. 
Others say that novelty formats are insults to mature people.

A format should be timely, and its effectiveness is enhanced if it coin-
cides with an activity in the news. The theme should bear an analogous 
relationship to the specific contest objective—for example, climbing suc-
cessive steps on a ladder can be made analogous to different degrees of 
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success, experienced at different times—in persuading dealers to permit 
the erection of product displays. Finally, the theme should lend itself to 
contest promotion. Hundreds of themes for novelty formats have been 
used, most falling into one or another of the ten general categories shown 
in Figure 15.3.

Contest Prizes

There are four kinds of contest prizes: cash, merchandise, travel, and 
special honors or privileges. Cash and merchandise are the most com-
mon prizes. Many sales contests feature more than one kind of prize, 
for example, travel for large awards and merchandise for lesser awards. 
Some contests give participants the option of accepting one prize rather 
than another.

Cash. The potency of cash as an incentive weakens as an individual’s 
unfulfilled needs are pushed farther up in the need hierarchy. Once basic 
physiological needs and safety and security needs are satisfied, whatever 
potency money retains as an incentive relates to unfulfilled esteem and 
achievement needs. Noncash prizes fill these needs better than cash.

If the compensation plan provides sales personnel with sufficient 
income to meet basic physiological needs and safety and security needs, 
a cash prize is a weak incentive unless it is a substantial sum—say, 10 to 
25 percent of an individual’s regular annual income. A cash prize of $500 
means little to most sales personnel, and they exert token efforts to win 
it. Another objection to cash prizes is that winners mix them with other 
income, and thus have no permanent evidence of their achievements.

Merchandise. Merchandise is superior to cash in several respects. 
 Winners have permanent evidence of their achievement. The merchandise 
prize is obtained at wholesale, so it represents a value larger than the 
equivalent cash. For the same total outlay, too, more merchandise prizes 
than cash awards can be offered; hence, the contest can have more win-
ners.

Merchandise prizes should be items desired by salespersons and 
their families. One way to sidestep this problem is to let winners select 
from a variety of offerings. From the psychological standpoint, people feel 
good when they are permitted to assert their individuality and take their 
choice. A number of “merchandise incentive agencies,” some of them pro-
viding a complete sales contest planning service, specialize in furnishing 
prizes. Agencies issue catalogs with prices stated in “points” rather than 
in money.
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1. Games:

a.  Team type—cricket, football, hockey, bowling, tennis doubles, 
tug-of-war, soccer, etc.

b.  Individual type—tennis singles, golf, wrestling, archery, fenc-
ing, broad jump, high jump, pole vault, hammer throw, discus 
throw, shooting match, javelin throw, bull fight, climbing the 
greased pole, etc.

2. Races: 

a.  Team type—crew, cross-country, relay, bobsled, yacht, etc.

b.  Individual type—horse race, dog race, air race, soap-box der-
by, auto race, hurdles, dashes, marathons, dog sled, trotting 
race, swimming races, speedboat races, etc.

3. Card games—poker, pinochle, bridge, blackjack, etc.

4.  Hunting or fishing—treasure hunt, big-game hunt, uranium rush, 
gold rush, land rush, fishing derby, trapping contest, etc.

5.  Travel—trip around the world, to Miami, to New York, to Holly-
wood, to Singapore, etc.

6.  Climbing—ladders, stairs, mountains, cliff scaling, ascent to the 
stratosphere, etc.

7. The rising thermometer, pressure, gauge, etc.

8.  Building contests—skyscraper, other new buildings, tower, smoke-
stacks, etc.

9.  Military—naval battles, artillery engagements, bombing runs, in-
vasions, interplanetary wars, etc.

10.  Clothing contests (in one contest of this type, the salesperson 
earns one item of clothing at a time and appears at sales meetings 
clad only in those items earned up to that point).

FIGURE 15.3  General Categories of  Themes for Sales Contests with Novelty 
Formats

Travel. Travel awards are popular. Few things can be glamorized more 
effectively than a trip to a luxury resort or an exotic land. The lure of a “trip 
of a lifetime” is a strong incentive, especially for the person to “escape” 
the job’s routine. Travel awards generally provide trips for winners and 
their spouses, this being advisable both to obtain the spouse’s motivational 
support and to avoid the spouse’s opposition to solo vacation trips by the 
salesperson.
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Special honors or privileges. This award has many forms: a letter from 
a top executive recognizing the winner’s superior performance, a loving 
cup, a special trip to a head office meeting, or membership in a special 
group or club that has certain privileges. These awards provide strong 
incentives, as, for example, they do with life insurance salespersons who 
push to gain membership in “the million-dollar club.”

The special honor or privilege award is used mainly by firms 
employing sales personnel who are almost “independent entrepre-
neurs.” Such awards, however, are appropriate wherever management 
desires to strengthen group identity and build team spirit. This type of 
award appeals to the salesperson’s belongingness and social relations 
needs, which, according to Maslow, an individual strives to satisfy after 
fulfilling basic physiological needs and safety and security needs. It also 
appeals to esteem and self- actualization needs (as do all other contest 
awards).

How Many Prizes and How Should They Be Awarded?

To stimulate widespread interest in the contest, it is a good idea to make it 
possible for everyone to win. This means that the basis for awards should 
be chosen with care. Contest planners recommend that present performance 
levels be taken into account—to motivate the average or inexperienced 
salesperson along with the star performer—and the basis of award be for 
improvement rather than total performance. Hence, total sales volume is less 
effective as an award basis than, for example, percent of quota achieved or 
percent of improvement in quota achievement. Many contests offer awards 
to all showing improvement, but the value of individual awards varies with 
the amount of improvement. The danger in offering only a few large prizes 
is that the motivational force will be restricted to the few who have a real 
chance of winning—the rest, knowing they have no chance to win, give up 
before they start.

Contest Duration

Contest duration is important in maintaining the interest of sales  personnel. 
Contests run for periods as short as a week and as long as a year, but most 
run from one to four months. One executive claims that thirteen weeks 
(a  calendar quarter) is ideal; another states that no contest should last 
longer than a month; still another points to a successful contest lasting six 
months. There are no set guides. Contest duration should be decided after 
considering the length of time interest and enthusiasm can be maintained, 
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the period over which the theme can be kept timely, and the interval 
needed to accomplish the contest objective.

Contest Promotion

Effective contest promotion is important. To most sales personnel, a con-
test is nothing new. A clever theme and attractive prizes may arouse inter-
est, but a planned barrage of promotional material develops enthusiasm. 
A teaser campaign sometimes precedes the formal contest announcement; 
at other times, the announcement comes as a dramatic surprise. As the con-
test progresses, other techniques hold and intensify interest. Results and 
standings are reported at sales meetings or by daily or weekly bulletins. 
The sales manager sends emails carrying news of important developments 
or changes in relative standings. At intervals, new or special prizes are 
announced.

Management encourages individuals or groups to compete against 
each other. Reports of standings are addressed to spouses. If the prizes 
selected arouse the spouses’ interest, continuing enthusiasm is generated 
in the home. The contest administrator should from time to time inject 
new life into the contest. From the start regular news flashes on com-
parative standings should be sent out, and, if initial contest incentives 
are not producing the desired results, the administrator adds the stimuli 
needed.

Managerial Evaluation of Contests

There are two times when management should evaluate a sales contest—
before and after. Pre-evaluation aims to detect and correct weaknesses. 
Postevaluation seeks insights helpful in improving future contests. Both 
pre- and post-evaluations cover alternatives, short- and long-term effects, 
design, fairness, and impact upon sales force morale.

The contest versus alternatives. If serious defects exist in key aspects 
of sales force management, a sales contest is not likely to provide more 
than a temporary improvement. Deficiencies caused by bad recruiting, 
ineffective training, incompetent supervision, or an inappropriate com-
pensation plan are not counterbalanced, even temporarily let alone per-
manently, by a sales contest. The underlying purpose of all sales contests 
is to provide extra incentives to increase sales volume, to bring in more 
profitable volume, or to do both—this purpose is not accomplished if 
sales force management has basic weaknesses. Other avenues to improve-
ment of selling efficiency need exploring and evaluating at the time that a 
sales contest is being considered. Probable results of pursuing these other 
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avenues are taken into account in contest planning and in the post mortem 
evaluation.

Short- and long-term effects. A sales contest accomplishes its purpose if 
it increases sales volume, brings in more profitable volume, or does both in 
the short and the long run. No contest is a real success if it borrows sales 
from preceding months, succeeding months, or both. Successful contests 
increase both contest period sales and long-run sales (although there may 
be a temporary sales decline after the contest is over) because they incul-
cate desirable selling patterns that personnel retain. Furthermore, success-
ful contests so boost the spirits of sales personnel that there is a beneficial 
carryover effect.

Design. A well-designed contest provides motivation to achieve the under-
lying purpose, while increasing the gross margin earned on sales volume 
by at least enough to pay contest costs. The contest format, whether direct 
or novel, should tie in directly with the specific objectives, include easy-to- 
understand and fair contest rules, and lend itself readily to promotion.

Fairness. All sales personnel should feel that the contest format and 
rules give everyone a fair chance of winning the more attractive awards. 
While the contest is on, all sales personnel should continue to feel that 
they have real chances of winning something. A sales contest is unfair if 
its format causes some to give up before it starts and others to stop trying 
before it is over.

Impact upon sales force morale. Successful sales contests result in per-
manently higher levels of sales force morale. If the contest format causes 
personal rivalries, it may have the counterproductive effect of creating jeal-
ousy and antagonism among the sales force. Even if sales personnel com-
pete for individual awards, it is often advisable to organize teams and place 
the emphasis on competition among teams for recognition rather than 
among individuals for personal gain.

Objections to Sales Contests

Only one in four sales departments use sales contests. Why? Among the 
standard objections are these:

1.  Salespeople are paid for their services under provisions of the 
basic compensation plan

 
and there is no reason to reward them 

further for performing regular duties.

2.  High-caliber and more experienced sales personnel consider sales 
contests juvenile and silly.
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3.  Contests lead to unanticipated and undesirable results, such as 
increased returns and adjustments, higher credit loss, and over-
stocking of dealers.

4.  Contests cause salespeople to bunch sales during the competition, 
and sales slumps occur both before and after the contest.

5.  The disappointment suffered by contest losers causes a general 
decline in sales force morale.

6.  Contests are temporary motivating devices and, if used too fre-
quently, have a narcotic effect. No greater results in the aggregate 
are obtained with contests than without them.

7.  The competitive atmosphere generated by a sales contest weakens 
team spirit.

The first objection indicates misunderstanding of both personnel 
motivation and contest design, and the second may or may not be true in 
individual situations. All the other objections are overcome through good 
 contest design, intelligent contest administration, and proper handling of 
other aspects of sales force management. Assuming that sales management 
is competent, thorough planning and effective administration of a contest 
can produce lasting benefits for both sales personnel and company. If a 
contest is used as a substitute for management, it is likely to have bad 
results.

Under some circumstances, nevertheless, sales contests are ill advised. 
When a firm’s products are in short supply, for instance, it is ridiculous to 
use a contest to stimulate orders, but the same firm might find a contest 
appropriate to lower selling expense or improve sales reports. Companies 
distributing industrial goods (that is, raw materials, fabricating materials 
and parts, installations, accessory equipment, and operating supplies) do 
not find sales contests effective for stimulating sales—except, of course, 
where it is possible to take sales away from competitors. But, again, 
 industrial-goods companies use contests to reduce selling costs, improve 
salespeople’s reports, and improve customer service. Similarly, where the 
product is highly technical and is sold only after long negotiation, as with 
many industrial goods, sales contests for stimulating sales volume are 
 inappropriate.

CONCLUSION

Sales meetings and sales contests are two means to stimulate sales 
 personnel. Sales meetings provide opportunities for motivating and com-
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municating with individual sales personnel and for strengthening group 
identification. Sales contests provide incentives to increase profitable sales 
volume and achieve more specific objectives. Sales meetings and sales con-
tests require thorough planning and effective implementation. The judi-
cious use of meetings and contests builds individual and sales force morale 
and helps to accomplish company goals.
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What part does controlling play in sales force management? To answer 
this, let’s review what is involved in the management  process. We’ll 

do this in what is normally visualized, at least in the literature, as a sequence 
of activities performed more or less in chronological order.

The management process starts when top management makes 
known the company’s goals, and department heads, including the top 
sales managers, use them to derive departmental objectives. For the sales 
department, the next step is to formulate policies and plans to achieve 
these  objectives. Then, the sales management group maps out sales pro-
grams and campaigns, determines specifi c methods and procedures, and 
takes other needed actions, including making indicated changes in the 

Controlling Sales 
 Personnel: Ev aluating 
and Supervising 16

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the standards of performance

 ■ Comprehend the relation of performance standard to personal-selling 
objectives

 ■ Evaluate and compare actual performance with standards

 ■ Understand the sales personnel supervision
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sales organization to execute the policies and implement the plans. In 
performing these activities, sales executives coordinate the department’s 
activities with each other and with related activities performed in other 
departments and by distributive outlets in the marketing channels. Up to 
this point, then, sales executives focus upon planning, organizing, and 
coordinating.

Four steps remain in the management process—some refer to it as 
the “management cycle.” They are (1) establishing performance standards, 
(2) recording performances, (3) evaluating performances against the stan-
dards, and (4) taking action. These four steps constitute what is known 
as control.

Control, then, has both static and dynamic facets. The first 
three steps, all static, enable sales management to measure the prog-
ress toward achieving departmental objectives. If the fourth step in 
control—action—is not forthcoming, the three static steps cannot con-
tribute majorly to sales management, despite the information they pro-
vide. Yet the “action” step, the dynamic facet of control, is frequently 
neglected. By taking the indicated actions, sales management keeps the 
department “on course.”

Depending upon specific circumstances, sales management may decide 
(1) to take “no action” now, (2) to take action aimed to increase the degree 
of attainment of objectives, (3) to revise the policy or plan or the strategies 
used in their implementation to facilitate achievement of objectives, or (4) to 
lower or raise the objectives or the standards or criteria used for measuring 
their degree of attainment, to make them more realistic.

The managerial functions—planning, organizing, coordinating, and 
controlling—are not performed in an unchanging straight-line sequence. 
The order of performance is circular, and nowhere is this better illustrated 
than in the controlling phase. The decision to set sales performance stan-
dards (the first step in control) requires planning. Planning, in turn, means 
deciding where the sales department is going (that is, setting the objec-
tives) and determining how the department is to get from where it is to 
where it wants to be. The initiation of control through standard setting is 
realistic only when the capabilities of the sales organization are taken into 
account; it does little good to set performance standards beyond the capa-
bilities of the sales force. For control to reach maximum effectiveness, man-
agement must coordinate sale planning with sales efforts. After sales force 
control is set in motion, more planning, organizing, and coordinating are 
required. Indeed, the benefits of dynamic control, the initiating of action 
based on comparisons of actual performances with the standards, are not 
realized unless sales management takes further planning, organizing, and 
coordinating steps.
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STANDARDS OF PERFORMANCE

Setting standards of performance requires consideration of the nature of the 
selling job. In other words, sales job analysis is necessary to determine job 
objectives, duties and responsibilities, and the like. These, in turn, depend 
upon selling strategy. In some companies, for example, the key problem is to 
obtain new customers. The selling of new business requires skills different 
from those needed in companies whose main problem is that of servicing 
established accounts (that is, trade selling). Setting performance standards 
for new-business sales personnel requires different measures from those 
for trade-selling sales personnel. In companies relying upon dealer sales 
effort to push the product through the marketing channel, selling strategy 
calls for the manufacturer’s sales personnel to devote major segments of 
their time to training dealers’ sales personnel, assisting in the planning and 
preparation of dealer advertising, and securing “preferred” display space in 
dealers’ showrooms. Performance standards are designed to measure the 
performance of activities that the company considers most important.

Some unique sales jobs exist. The mainframe computer “salesperson”, 
for example, is both a management consultant and a system analyst who is 
required to know the decision-making approach appropriate to the particu-
lar industry or establishment buying the computer. Evaluating the job perfor-
mance of a computer salesperson requires standards that measure not only 
skill in new-business selling but, even more basically, effectiveness as a man-
agement consultant and skill as a system analyst. It is important to recognize 
the nature of the selling job before selecting standards of performance.

Setting sales performance standards requires considerable market 
 knowledge. It is important to know the total sales potential and the portion that 
each sales territory is capable of producing. Management needs evaluations of 
customers and prospects from the standpoint of potential profitability for each 
class and size of account. Marketing intelligence must provide evaluations of 
competitors’ strengths, weaknesses, practices, and policies. Management must 
know the selling expenses in different  territories. All these items bear on the 
setting of performance standards, especially quantitative standards.

Sales management also takes other factors into account in setting 
performance standards. Sales planning is reappraised to assure that it is 
the best possible under the circumstances. The policies and procedures 
being used to carry the personal-selling portion of the marketing program 
into effect are reviewed for appropriateness. Adjustments are made for the 
strengths and weaknesses of the individual sales personnel and for the dif-
ferences in their working environments. Sales management puts together a 
combination of sales performance standards to fit the company’s needs, its 
marketing situation, its selling strategy, and its safes organization.
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RELATION OF PERFORMANCE STANDARDS  
TO PERSONAL-SELLING OBJECTIVES

Standards of sales performance facilitate the measurement of progress made 
towards departmental objectives. Specific objectives vary with changes in 
the company’s marketing situation, but are reconcilable with the general 
objectives of volume, profit, and growth. For instance, a general objective 
might be to add $10 million to sales volume, a figure in itself of little assis-
tance for operating purposes. But using this objective as a point of depar-
ture, management chalks out plans to expand sales volume by $10 million. 
Through analysis of market factors, management may conclude that $10 
million in additional sales can be made if two hundred new accounts are 
secured. Experience may indicate that 1,000 calls on prospects must be 
made to add 200 new accounts. Thus, in successive steps, the general sales 
volume objective is broken down into specific operating objectives. Per-
formance standards are then established for the business as a whole and, 
ultimately, for each salesperson. These standards are used to gauge the 
extent of achievement of general and related specific objectives.

The first quantitative standard that any firm should select is one 
that permits comparisons of sales volume performance with sales volume 
potential. From the sales department’s standpoint, the volume objective is 
the most crucial and takes precedence over the profit and growth objec-
tives. Before profits can be earned and growth achieved, it is necessary to 
reach a certain sales volume level. It is entirely logical for sales manage-
ment first to develop a standard to gauge sales volume performance.

Quantitative performance standards can also be used to measure success 
in achieving profit objectives. Profits result from complex interactions of many 
factors, so the modicum of control over profits provided through the standard 
for sales volume is not enough. Standards should be set to bring some or all 
factors affecting profit under sales management’s control should. Performance 
standards, then, are needed for such factors as selling expense, the sales mix-
ture, the call frequency rate, the cost per call, and the size of order.

Setting quantitative performance standards to gauge progress made 
toward growth objectives is even more complex. Growth objectives are met 
to some extent through the natural momentum picked up as a company 
approaches maturity, but performances by sales personnel impact upon 
growth. In an expanding economy, where the gross national product each 
year is larger than that in the year before, it is reasonable to expect individ-
ual sales personnel to show annual sales increases. However, this assumes 
that marketing management keeps products, prices, promotion, and other 
marketing policies in tune with market demand and that sales management’s 
efficiency is continuously improved. If these are logical assumptions, then the 
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standards needed for individual sales personnel (besides successively higher 
sales volume and profit quotas each year) relate to such factors as increased 
sales to old accounts, sales to new accounts, calls on new prospects, sales of 
new products, and improvements in sales coverage effectiveness.

Quantitative Performance Standards

Most companies use quantitative performance standards. The particular 
combination of standards chosen varies with the company and its marketing 
situation. Quantitative standards, in effect, define both the nature and 
desired levels of performance. Indeed, quantitative standards are used for 
stimulating good performance as well as for measuring it.

Quantitative standards provide descriptions of what management 
expects. Each person on the sales force should have definitions of the per-
formance aspects being measured and the measurement units. These defi-
nitions help sales personnel make their activities more purposeful. Sales 
personnel with well-defined objectives waste little time or effort in pursu-
ing activities that do not contribute to reaching those objectives.

A single quantitative standard, such as one for sales volume attain-
ment, provides an inadequate basis for appraising an individual’s total 
 performance. In the past, the performances of individual sales personnel 
were measured solely in terms of sales volume. Today’s sales managers 
realize that it is possible to make unprofitable sales, and to make sales at 
the expense of future sales. In some fields—for example, industrial goods 
of high unit price—sales happen only after extended periods of prelim-
inary work, and it is not only unfair but misleading to appraise perfor-
mance over short intervals solely on the basis of sales volume.

Sales personnel have little control over many factors affecting sales 
volume. They should not be held accountable for “uncontrollables” such as 
differences in the strength of competition, the amount of promotional sup-
port given to the sales force, the potential territorial sales volume, the rel-
ative importance of sales to national or “house” accounts, and the amount 
of “windfall” business secured. Ample reason exists for setting other quan-
titative performance standards besides that for sales volume.

Each company selects that combination of quantitative performance 
standards that fits its marketing situation and selling objectives. If necessary, 
it develops its own unique standards designed best to serve those objectives. 
The standards discussed here are representative of the many types in use.

Quotas. A quota is a quantitative objective expressed in absolute terms 
and assigned to a specific marketing unit. The terms may be dollars, or units 
of product; the marketing unit may be a salesperson or a territory. As the 
most widely used quantitative standards, quotas specify desired levels of 
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accomplishment for sales volume, gross margin, net profit, expenses, per-
formance of nonselling activities, or a combination of these and similar 
items. When sales personnel are assigned quotas, management is answer-
ing the important question: How much for what period? The assumption 
is that management knows which objectives, both general and specific, 
are realistic and attainable. The validity of this assumption depends upon 
the market knowledge management has and utilizes in setting quotas. For 
instance, the first step in setting sales volume quotas is to estimate future 
demand for the company’s products in each sales territory—hence, sales 
volume quotas can be no better than the sales forecast underlying them. 
When sales volume quotas are based upon sound sales forecasts, in which 
the probable strength of demand has been fully considered, they are valu-
able performance standards. But when sales volume quotas represent little 
more than guesses, or when they have been chosen chiefly for inspira-
tional effect, their value as control devices is dissipated.

Selling expense ratio. Sales managers use this standard to control the 
relation of selling expenses to sales volume. Many factors, some controlla-
ble by sales personnel and some not, cause selling expenses to vary with 
the territory, so target selling expense ratios should be set individually 
for each person on the sales force. Selling expense ratios are determined 
after analysis of expense conditions and sales volume potentials in each 
 territory. An attractive feature of the selling expense ratio is that the sales-
person can affect it both by controlling expenses and by making sales.

The selling expense ratio has several shortcomings. It does not take into 
account variations in the profitability of different products—so a salesperson 
who has a favorable selling expense ratio may be responsible for dispropor-
tionately low profits. Then, too, this performance standard may cause the 
salesperson to overeconomize on selling expenses to the point where sales 
volume suffers. Finally, in times of declining general business, selling expense 
ratios inhibit sales personnel from exerting efforts to bolster sales volume.

Practice differs as to what is counted as selling expenses. If national 
advertising, home office sales department expense, and branch managers’ 
and supervisors’ salaries and other indirect expenses are included and allo-
cated to each territory, then sales personnel are accountable for expenses 
over which they have no control. But some sales executives argue that 
sales personnel influence the relation of indirect expenses to sales sim-
ply by putting forth some level of selling effort. In most companies, only 
expenses incurred directly by sales personnel, and controllable by them, 
are considered selling expenses. About one-half of all companies using this 
standard include the salesperson’s salary and/or incentive compensation in 
the computation; the rest consider only selling expenses incurred directly 
by sales personnel in performing their jobs. In firms in which sales person-
nel pay their own traveling expenses, the selling expense ratio is calculated 
by simply dividing the salesperson’s  compensation by sales  volume.
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Selling expense ratio standards are used more by industrial-product 
companies than by consumer-product companies. The explanation traces 
to differences in the selling job. Industrial-product firms place the greater 
emphasis on personal selling and entertainment of customers; conse-
quently, their sales personnel incur higher costs for travel and subsistence.

Territorial net profit or gross margin ratio. Target ratios of net profit 
or gross margin to sales for each territory focus sales personnel’s atten-
tion on the needs for selling a balanced line and for considering rela-
tive profitability (of different products, individual customers, and the like). 
Managements using either ratio as a quantitative performance standard, 
in effect, regard each sales territory as a separate organizational unit that 
should make a profit contribution. Sales personnel influence the net profit 
ratios by selling more volume and by reducing selling expenses. They may 
emphasize more profitable products and devote more time and effort to 
the accounts and prospects that are potentially the most profitable. The net 
profit ratio controls sales volume and expenses as well as net profit. The 
gross margin ratio controls sales volume and the relative profitability of the 
sales mixture (that is, sales of different products and to different  customers), 
but it does not control the expenses of obtaining and  filling orders.

Net profit and gross margin ratios have certain shortcomings. When 
either is a performance standard, sales personnel may “high-spot” their 
territories, neglect the solicitation of new accounts, and overemphasize 
sales of high-profit or high-margin products while underemphasizing new 
products that may be more profitable in the long run. Both ratios are influ-
enced by factors beyond the salesperson’s control. For instance, pricing 
policy affects both net profit and gross margin, and delivery costs, which 
also affect both net profit and gross margin, and delivery costs, which also 
affect both net profit and gross margin, not only vary in different territo-
ries but are beyond the salesperson’s control. Neither ratio should be used 
without recognition of its shortcomings.

The net ratio profit presents computational problems. Since alloca-
tions of indirect selling expenses to territories are arbitrary, the practice is 
to use contribution to profit, which takes into account only direct selling 
expenses identifiable with particular territories. Similarly, questions arise 
as to whether sales salaries and commissions should be included in calcu-
lating territorial net profit.

Territorial market share. This standard controls market share on a 
 territory-by-territory basis. Management sets target market share percent-
ages for each territory. Management later compares company sales to indus-
try sales in each territory and measures the effectiveness of sales personnel 
in obtaining market share. Closer control over the individual salesperson’s 
sales mixture is obtained by setting target market share percentages for 
each product and each class of customer or even for individual customers.
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Sales coverage effectiveness index. This standard controls the thor-
oughness with which a salesperson works the assigned territory. The index 
consists of the ratio of the number of customers to the total prospects in a 
territory. For better apportion of the salesperson’s efforts among different 
classifications of prospects, individual standards for sales coverage effec-
tiveness are set up for each class and size of customer.

Call-frequency ratio. A call-frequency ratio is calculated by dividing the 
number of sales calls on a particular class of customers by the number of 
customers in that class. By establishing different call-frequency ratios for 
different classes of customers, management directs selling effort to those 
accounts most likely to produce profitable orders. Management should 
assure that the interval between calls is proper—neither so short that 
unprofitably small orders are secured nor so long that sales are lost to 
competitors. Sales personnel who plan their own route and call schedules 
find target call frequencies helpful much as these standards provide infor-
mation essential to this type of planning.

Calls per day. In consumer-product fields, where sales personnel con-
tact large numbers of customers, it is desirable to set a standard for the 
number of calls per day. Otherwise, some sales personnel make too few 
calls per day and need help in planning their routes, in setting up appoint-
ments before making calls (in order to reduce waiting time or the number 
of cases where buyers are “unavailable”), or simply in starting their calls 
early enough in the morning and staying on the job late enough in the day. 
Other sales personnel make too many calls per day and need training in 
how to service accounts. Standards for calls per day are set individually 
for different territories, taking into account territorial differences as to cus-
tomer density, road and traffic conditions, and competitors’ practices.

Order call ratio. This ratio measures the effectiveness of sales personnel 
in securing orders. Sometimes called a “batting average,” it is calculated by 
dividing the number of orders secured by the number of calls made. Order 
call ratio standards are set for each class of account. When a salesperson’s 
order call ratio for a particular class of account varies from the standard, 
the salesperson needs help in working with the class of account. It is com-
mon for sales personnel to vary in their effectiveness in selling to different 
kinds of accounts—one person may be effective in selling to small buyers 
and poor in selling to large buyers, another may have just the opposite 
performance pattern.

Average cost per call. To emphasize the importance of making prof-
itable calls, a target for average cost per call is set. When considerable 
variation exists in cost of calling on different sizes or classes of accounts, 
standards are set for each category of account. Target average cost per call 
standards also are used to reduce the call frequency on accounts respon-
sible for small orders.

16-ch16.indd   338 6/19/2017   12:53:17 PM



CHAPTER 16: Controlling Sales  Personnel: Evaluating and Supervising 339

Average order size. Average order size standards control the fre-
quency of calls on different accounts. The usual practice is to set differ-
ent standards for different sizes and classes of customers. Using average 
order size standards along with average cost per call standards, man-
agement controls the sales person’s allocation of effort among different 
accounts and increases order size obtained. Accomplishing this objec-
tive may require sales personnel to reduce the frequency of calls on 
some accounts.

Nonselling activities. Some companies establish quantitative perfor-
mance standards for such nonselling activities as obtaining dealer displays 
and cooperative advertising contracts, training distributors’ personnel, and 
goodwill calls on distributors’ customers. Whenever nonselling activities 
become critical features of the sales job, appropriate standards should be 
set. Quantitative standards for nonselling activities are expressed in abso-
lute terms, and hence, they are, in reality, quotas.

Multiple quantitative performance standards. It is widespread prac-
tice to assign multiple quantitative performance standards. Figure 16.1 
shows a form used by a company whose sales personnel are assigned nine 
different quantitative standards per operating period.

Qualitative Performance Criteria

Certain aspects of job performance, such as personal effectiveness in han-
dling customer relations problems, do not lend themselves to precise mea-
surement, so the use of some qualitative criteria is unavoidable. Qualitative 
criteria are used for appraising performance characteristics that affect sales 
results, especially over the long run, but whose degree of excellence can be 
evaluated only subjectively. Qualitative criteria defy exact definition. Many 
sales executives, perhaps most, do not define the desired qualitative char-
acteristics with any exactitude; instead, they arrive at informal conclusions 
regarding the extent to which each salesperson possesses them. Other 
executives consider the qualitative factors formally—one method being to 
rate sales personnel against a detailed checklist of subjective factors such 
as that shown in Figure 16.2.

Companies with merit-rating systems differ on the desirability of 
using numerical ratings. Most numerical scoring systems are in compa-
nies that rate sales personnel primarily for detecting needed adjustments 
in compensation. Companies that use merit rating primarily to improve 
and develop individual salespersons usually do not use numerical scoring 
systems.

Executive judgment plays the major role in the qualitative performance 
appraisal. Updated and accurate written job descriptions are the logical 
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ASSIGNED STANDARDS OF PERFORMANCE

SALESPERSON:  OPERATING PERIOD: 

1. Sales during period:  (Quota: $ )

STANDARD: Meet or exceed quota.

2. New accounts obtained during period: 

STANDARD: 5 per period.

3. Sales to new accounts during period: $ 

STANDARD: 10% of total sales.

4. Total calls during period: Average calls per day: 

STANDARD: 6 calls per day.

5. Percent of accounts called on one or more times during period: %.

STANDARD: 100%

6. Total contacts during period:  Average number of contacts per call: 

STANDARD: 2 contacts per call.

7. Proportion of calls on retail (R) accounts: %,  
wholesale (W) accounts: %.

STANDARD:R 70%, W 30%.

8. Total sales meetings held: Attended: 

STANDARD: Attend all.

9. Customers entertained during period: Average per week: 

STANDARD: 1 or more per week.

FIGURE 16.1  Form Used for Assigning Quantitative Performance Standards To 
Sales Personnel
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SALESPERSON PERFORMANCE ANALYSIS

NAME..........................................................................................................DATE ........................................

JOB FACTORS

PERSONAL FACTORS

PRODUCT KNOWLEDGE

PROBLEM FAIR AVERAGE GOOD SUPERIOR

AWARENESS OF CUSTOMER NEEDS

RELATIONSHIP WITH CUSTOMERS

NUMBER OF SALES CALLS

QUOTA PERFORMANCE

SERVICE FOLLOW-UP

ADHERENCE TO CALL PLAN

PUNCTUALITY

GENERAL ATTITUDE

DRESS & APPEARANCE

DILIGENCE

COOPERATION

ACCURACY

ADAPTABILITY

RELIABILITY

STRONGEST POINT....................................................................................................................................

.......................................................................................................................................................................

WEAKEST POINT.........................................................................................................................................

.......................................................................................................................................................................

COMMENTS..................................................................................................................................................

.......................................................................................................................................................................

SIGNATURE

FIGURE 16.2 Form Used for Qualitative Analysis of  Salesperson Performance

points of departure. Each firm develops its own set of qualitative criteria, 
based upon the job descriptions; the manner in which these criteria are 
applied depends upon the needs of management.

RECORDING ACTUAL PERFORMANCE

Sales management’s next task is to measure actual performance. Emphasis 
in this phase of control, in other words, shifts to gathering performance 
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information. It is necessary to define information needs, determine the 
information sources, and collect the information.

The choice of performance standards dictates the information needed. 
However, with increasingly sophisticated management information systems, 
the choice of performance standards is based as much on information avail-
ability as on the desire to use certain standards. It is good practice to review 
periodically the sales performance standards in use and the availability of 
other information that might permit use of different or additional standards.

There are two basic sources of performance information: sales and 
expense records and reports of various sorts. Almost every company has 
a wealth of data in its internal sales and expense records, but this infor-
mation frequently requires reworking, or reprocessing, before it is useful 
for sales control purposes. Reclassified according to sales management’s 
information needs, sales and expense data contribute to the determination 
and measurement of actual performances.

Among the reports sales management has available are those from 
sales personnel and the lower echelons of sales management; these are 
discussed in the following section. In addition, companies using such 
 quantitative performance standards as sales volume quotas and target 
share-of-the-market percentages require information contained in sales 
forecasts, which, of course, are prepared not only for sales management’s 
use but for managerial planning throughout the enterprise.

The methods of obtaining needed information depend upon the 
sources. Internally generated information, such as that from the data- 
processing installation, is provided on a routine basis, or in response to 
requests for special tabulations. Information obtainable only from sales 
personnel or field sales management personnel is gathered through formal 
reports; such information is also obtained through personal observation—
by trips to the field or through field sales supervisors.

System of Field Sales Reports

The fundamental purpose of field sales reports is to provide control infor-
mation. Good communications require interaction between those prepar-
ing and those receiving reports. A good field sales reporting system pro-
vides both for communication from the field to headquarters and from the 
headquarters to the field.

Field sales reports provide sales management with a basis for discus-
sion with sales personnel. They indicate the matters on which salespeople 
need assistance. The sales executive uses field sales reports to determine 
whether sales personnel are calling on and selling to the right people, and 
whether they are making the proper number of calls. Similarly, field sales 
reports assist in determining how to secure more and larger orders. Field 
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sales reports provide the raw materials that sales management processes to 
gain insights on giving needed direction to field sales personnel.

A good field-sales reporting system assists sales personnel in their 
self-improvement programs. Recording accomplishments in written form 
forces individuals to check their own work. They become their own critics, 
and self-criticism often is more valuable and more effective than that from 
headquarters. If this motivates sales personnel to improve coordination of 
their efforts with sales management’s plans, the managerial process func-
tions more smoothly.

Purposes of field sales reports. It is to important to determine the nature 
of information field sales report contains and the frequency of its transmittal.  
The general purpose of all field sales reports is to provide information for 
measuring performance; many reports, however, provide additional infor-
mation. Consider the following list of purposes served by field sales reports:

1.  To provide data for evaluating performance—for example, details 
concerning accounts and prospects called upon, number of calls 
made, orders obtained, days worked, miles traveled, selling ex-
penses, displays erected, cooperative advertising arrangements 
made, training of distributors’ personnel, missionary work, and 
calls made with distributors’ sales personnel.

2.  To help the salesperson plan the work—for example, planning 
itiner aries, sales approaches to use with specific accounts and 
prospects.

3.  To record customers’ suggestions and complaints and their reac-
tions to new products, service policies, price changes, advertising 
campaigns, and so forth.

4.  To gather information on competitors’ activities—for example, 
new products, market tests, changes in promotion, and changes 
in pricing and credit policy.

5.  To report changes in local business and economic conditions.

6.  To log important items of territorial information for use in case 
sales personnel leave the company or are reassigned.

7.  To keep the mailing list updated for promotional and catalogue 
materials.

8.  To provide information requested by marketing research—for ex-
ample, data on dealers’ sales and inventories of company and com-
petitive products.

Types of sales force reports. Reports from sales personnel fall into six 
principal groups.

1.  Progress or call report. Most companies have a progress or call 
report. It is prepared individually for each call or cumulatively, 
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covering all calls made daily or weekly. Progress reports keep 
the management informed of the salesperson’s activities, provide 
source data on the company’s relative standing with individual 
accounts and in different territories, and record information that 
assists the salesperson on revisits. Usually the call report form 
records not only calls and sales, but more detailed data, such as 
the class of customer or prospect, competitive brands handled, 
the strength and activities of competitors, best time to call, and 
“future promises.”

2.  Expense report. Because most sales personnel are reimbursed 
for expenses and itemized expense records are required for in-
come tax purposes, most companies have an expense report. 
From sales management’s standpoint, the purpose is to control 
the nature and amount of salespersons’ expenses. This report 
also helps the salesperson exercise self-control over expenses. 
The expense report reminds salespersons that they are under 
moral obligation to keep expenses in line with reported sales—
some expense report forms require salespersons to “correlate” 
expenses with sales. The details of the report form vary with the 
plan for reimbursing expenses. A Weekly Expense Form is shown 
in Figure 16.3.

3.  Sales work plan. The salesperson submits a work plan (giving 
such details as accounts and prospects to be called upon, prod-
ucts and other matters to be discussed, routes to be traveled, and 
hotels or motels) for a future period, usually a week or a month 
(see Figure 16.4). The purposes are to assist the salesperson in 
planning and scheduling activities and to inform management of 
the salesperson’s whereabouts. The work plan provides a basis 
for evaluating the salesperson’s ability “to plan the work and to 
work the plan.”

4.  New-business or potential new-business report. This report in-
forms management of accounts recently obtained and prospects 
who may become sources of new business. It provides data for 
evaluating the extent and effectiveness of development work by 
sales personnel. A subsidiary purpose is to remind sales per-
sonnel that management expects them to get new accounts. 
Comparing the information secured with data in company files, 
management evaluates the effectiveness of prospecting (see 
Figure 16.5).

5.  Lost-sales report. This report provides information for evaluating 
a salesperson’s abilities to keep customers and to sell against 
competition. Lost sales reports point the way to needed sales 
training, changes in customer service policies, and product im-
provements. The salesperson reports the reasons for the loss of 
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FIGURE 16.3 Weekly Expense Report

UNITED MARKETERS, INC.
MID-AMERICA OPERATIONS

CASH EXEPNDITURES

Name

Date From / To (or place at)

Expense Item Totals For  Week

Amount to be reimbursed

I hereby certify that the above expenses
represent monies spent for legitimate
business only

Signed

EXPLANATION OF ENTERTAINMENT EXPENSE (Including meals, etc., others)

Itemize below

Approval

Meals
(including)

Self
Lodging Enter-

tainment

Miscellaneous

Descript. Amount
Daily Totals

Week Ending

Date Name Persons
Entertained Firm Where Nature and Purpose Amount

Total

the business; but receipt of a lost-sales report also causes man-
agement to consider further investigation.

6.  Report of complaint and/or adjustment. This report provides infor-
mation for analyzing complaints arising from a salesperson’s work, 
complaints by class of customer, and cost of complaint  adjustment. 
This helps management in detecting needed product improvements 
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MEOW HOLDINGS, INC.
SALES WORK PLAN

Salesperson_________________________________

Prospect

Monday

Tuesday

Wednesday

Thursday

Friday

Saturday

Location Purpose of Meeting

Date______________________ Week of_____________________

FIGURE 16.4 Sales Work Plan
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CUSTOMER SERVICE REQUEST

CUSTOMER________________________________________________________________________________

DATE________________________

REMARKSMERCHANDISE PROBLEMS

____________________________________________ PHONE: ______________________ 

ORDER NOT FILLED

ADDRESS__________________________________________________________________________________

OTHER_____________________

DEFECTIVE ITEM

REPAIR PROBLEM

WRONG ITEM SOLD

AMOUNT CHARGED IN ERROR

CREDIT/REFUND NOT ISSUED

DELIVERY PROBLEMS

INCORRECT ADDRESS

OTHER_____________________

CUSTOMER OUT

DISPOSITION:

LOST IN TRANSIT

DAMAGED IN TRANSIT

MERCHANDISE MISSING

FIGURE 16.5 Customer Service Request
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and changes in merchandising and service practices and policies. 
These data also are helpful for decisions on sales training programs, 
selective selling, and product changes (see Figure 16.5)

Reports from field sales management. In decentralized organizations, 
field sales executives have an important part in setting sales performance 
standards. Branch and district sales managers and, in some cases, sales 
supervisors assist in establishing sales volume quotas for salespeople who, 
in many companies, also are consulted on their own quotas. Branch and 
district sales managers, in addition, play roles in breaking down branch 
and district sales volume quotas to quotas for individual sales personnel, 
and to products or product lines and/or to types of customers—occasion-
ally, even to specific accounts. At the district level, especially in larger com-
panies, profit and/or expense quotas are sometimes set for individual sales 
personnel and by product line.

The district sales manager’s planning report is called a district sales 
plan, often prepared by compiling, with or without revisions, sales work 
plans, and covering the work or results that each district salesperson 
expects to accomplish during the month, quarter, or year ahead. Besides 
breaking down dollar or unit sales volume quotas by products or product 
lines for each salesperson, district sales plans include standards for number 
of calls, number of calls on each type of account or on individual accounts, 
and target number of new dealers and/or distributors. District sales plans 
usually require the district sales manager to suggest standards for apprais-
ing his or her own performance, for example, the recruiting of a certain 
number of new sales personnel and the carrying out of some amount of 
sales training. District sales plans are subject to review and to revision by 
higher sales executives.

Field sales executives have responsibility for reporting information 
on personnel performance. Since they are in contact with the sales force 
most frequently, they are well placed to observe individual sales personnel 
in the field. Consequently, field sales executives prepare “sales personnel 
evaluation” reports, often of the merit-rating type, which gather informa-
tion on qualitative sales performances. In some companies, this is called 
a “progress report” and includes qualitative information on personnel 
performance and data comparing individual performance to quantitative 
 standards. See Figure 16.6 for a progress report. Sales personnel evaluation 
reports are prepared either periodically or each time a district sales man-
ager or supervisor works with a salesperson. As companies increasingly 
utilize centralized data-processing facilities for processing quantitative 
data, the role of the district sales office in gathering, collating, and report-
ing quantitative sales performance data has declined. But no good substi-
tute method for gathering information on qualitative aspects of personnel 
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FIGURE 16.6 Monthly Sales Report Submitted by Branch Sales Managers

MONTHLY SALES REPORT

DIVISION________________________________________________ MONTH OF ___________________________

1. Sales Quota

2. Sales Personnel who have met or exceeded monthly quotas:

3. Sales Personnel who have not met monthly quotas:

4. Action taken to correct deficiencies:

6. Subjects discussed at sales meetings:___________________________________________________________

7. Scheduled dates of meeting next month:_________________________________________________________

8. Subject to be discused at meetings:_____________________________________________________________

9. Repeated complaints about the product?  Yes_____ No_____

10. Competitors making inroads on company accounts

Specify:_____________________________________________________________________________________

Yes______No ______Specify:___________________________________________________________________

5. Dates of sales meetings  held this month: ________________________________________________________

Name

Name

Percent

Percent

Monthly quota met or exceeded? Yes____ No ____

YTD quota met or exceeded?  Yes____ No ____
Percent of quota achieved: _________%
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performances has been found, and the district sales manager continues as 
the main unit for gathering such information.

The salesperson’s immediate superior (a sales supervisor, branch 
sales manager, or district sales manager) usually is responsible for apprais-
ing his or her performance, but higher sales management reviews these 
appraisals. Review is necessary (1) to make certain that the appraisal form 
has been filled out properly, (2) to check against personal bias or errors in 
judgment, and (3) to rate the rater’s ability to set performance standards 
and to evaluate sales personnel.

Number of reports. The optimum number of reports is the minimum 
necessary to produce the desired information. Holding down the number 
of reports is important since they are generally made out after the selling 
day. Report preparation places demands on free time, and, unfortunately, 
the sales people often have the least time. All reports are reviewed from 
time to time to determine whether the information is worthwhile. When 
a new report is proposed, the burden of proof of its need is upon its 
advocates. Information obtainable through other means at no higher cost 
should not be gathered through field sales reports. Some companies, in 
assessing the worth of a sales report, discontinue it without notice or insert 
intentional errors in the form, thus learning whether the report is essential 
and the use, if any, made of the information.

FIGURE 16.6 (Continued)

12. Suggestions for improving products. sales. service:

11. General business activity in territory: ____________________________________________________________

13. Other comments: ____________________________________________________________________________

Sales Manager ____________________
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Design and construction of reports. Each field sales report should be 
as short as is consistent with its purpose. This is especially important for 
those submitted by sales personnel—whenever possible, the form should 
provide for easy checking off of routine informational items. A minimum 
of clerical work, such as tabulations or comparisons, should be required 
of sales personnel.

Information on field reports should be so arranged that it can easily 
be summarized. There should also be set routines for transferring informa-
tion onto other records. More and more companies have provided sales 
personnel with laptops equipped with sales force automation and cus-
tomer relationship management software for submission and analysis of 
different field activities and reports.

Detail required in sales reports. The amount of detail required in sales 
reports varies from firm to firm. A company with many sales personnel 
covering a wide geographical area needs more detailed reports than does a 
company with a few salespeople covering a limited area. The more freedom 
that sales personnel have to plan and schedule their activities, the greater 
should be the detail required in their reports. However, and in apparent con-
tradiction, commission sales personnel are asked for less detail in reports 
than are salaried salespeople, probably because management feels that it 
has less power to direct their activities. In general, the higher the caliber 
of sales personnel, the less is management’s need for details. High-caliber 
people are expected to exercise self-control, thus reducing the need for 
detailed formal reporting.

EVALUATING—COMPARING ACTUAL PERFORMANCES  
WITH STANDARDS

The most difficult step in sales force control is the evaluation step—the com-
paring of actual performances with standards. This is more than a mechanical 
comparison; this step is difficult because evaluation requires judgment. The 
same standards cannot be applied to all sales personnel—there are differences 
in individual territories, their sales potentials, the impact of competition, and 
the personalities of sales personnel and their customers. It is possible to take 
territorial differences into account by setting individual performance standards 
for each territory, but it is not possible to adjust fully for differences in the per-
sonalities of the salesperson and the clientele. Furthermore, complications 
often develop in relating individual performances to standards, for example, 
when two or more salespersons work on the same account or when an account 
deals with both the salesperson and the home office.
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Evaluating sales personnel requires a comparison of performance with 
quantitative standards as well as an appraisal against qualitative performance 
criteria. Sales personnel with poor performances, as gauged by quantitative 
standards, may be making offsetting qualitative contributions. Individuals 
who do not reach sales quotas or keep to prescribed call schedules, for 
instance, may be building for the future by cementing relations with distrib-
utors and dealers. Evaluating performance of sales personnel requires judg-
ment and deep understanding of market factors and conditions.

Judgment enters into the evaluation of sales personnel in still other 
ways. Performance trends, as well as the current record, are relevant—an 
individual showing improvement but with still substandard performance 
needs encouragement. There is always the chance, too, that something is 
wrong with a standard. When an individual continually fails to reach a 
standard, management should investigate whether the standard has been 
set too high.

In comparing actual results with projected results, the general pro-
cedure in scientific work is to set up tests that measure the variable under 
observation while taking account of the effects of other variables. In the 
evaluation of sales personnel, it is not possible to set up such tests. Each 
salesperson’s performance results from complex interactions of many 
variables, some of which are beyond the control of either the salesperson 
or of management. The time element changes and so do the sales person-
nel, the customers, general business conditions, competitors’ activities, 
and other variables. However, some companies measure the impact of 
particular variables on personnel performance through careful design of 
experimental and control groups.

TAKING ACTION—THE DYNAMIC PHASE OF CONTROL

The evaluations, or comparisons of actual performances with stan-
dards—tempered and adjusted by executive judgment—point the way 
to needed action. If performance and standards are in alignment, the 
decision may be: no action needed. Otherwise, the three alternatives 
are (1) adjust performance to the standards, thus increasing the degree 
of attainment of objectives; (2) revise the policy and/or plan, or the 
strategies used for their implementation, to fit better the achievement 
of objectives; or (3) lower or raise the objectives or the standards and/
criteria used in measuring their degree of attainment to make them 
more realistic. The actions resulting from these decisions, in turn, are 
conditioned by the executive’s judgment, experience, knowledge of the 
situation, and administrative skill.
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CONTROLLING SALES PERSONNEL THROUGH SUPERVISION

Management also controls sales personnel through supervision. Regard-
less of who does the supervising, the objective is to improve the job per-
formances of sales personnel. Exercising supervisory responsibilities, 
the executive establishes working relations with sales personnel for pur-
poses of observing, evaluating, and reporting on performance, correcting 
deficiencies, clarifying responsibilities and duties, providing motivation, 
informing sales personnel of changes in company policy, helping to solve 
business and personal problems, and continuing sales training. Clearly, 
sales supervision is concerned mainly with the action phase of control—
action aimed at enhancing personnel contributions to the achievement of 
objectives.

How much supervision is enough? Too much is as bad as too little. 
It is difficult to prescribe how much supervision is enough, but there are 
some conditions under which supervision is needed. Among these condi-
tions are:

a.  Sales personnel turnover rate excessive in a branch, district, or 
other organizational unit.

b. High turnover of accounts.

c. Increased complaints from customers.

d.  Low ratio of orders to sales calls.

e. Total number of calls very low or very high.

f.  Increasing ratio of selling expenses to sales in an organizational 
unit. 

g.  Low morale, as implied by negative attitude toward company, lack 
of enthusiasm, signs of restlessness, and job hunting.

These conditions can trace to the wrong kind of supervision as 
well as to too much or too little supervision. While this list is use-
ful for appraising the effectiveness of sales supervision, those doing 
the appraising must recognize that many of these conditions may have 
their roots in deficiencies in other phases of sales force management. 
It sometimes happens, too, that a company upgrades the quality of its 
sales personnel and fails to adjust the pattern of supervision. The sell-
ing task in many companies has changed so that it is now high-level 
and aligned towards key account selling, and this demands indepen-
dent, self-reliant, highly educated sales personnel who can and must 
make their own decisions. When management brings in highly trained 
and self-reliant people to meet the new selling challenge, traditional 
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 supervision—and the attitudes that underlie it—stifles those whom 
management seeks to encourage. What worked for so long is wrong for 
the more dynamic assignment of the newer type of person. The type of 
supervision, in other words, should be adjusted to the type of person in 
the selling job—when the type of person changes, so should the type 
of supervision.

Who Should Supervise?

Depending upon the company and its organization, sales personnel may 
be supervised by home office personnel, branch or district managers, or 
field sales supervisors. Put another way, sales supervision may be either 
through executives as one of their job responsibilities, or through special-
ists whose jobs are mainly supervising. If the sales force is small and expe-
rienced, sales supervision is generally through the top sales executive or 
an assistant. Necessarily, control through home office supervision is mini-
mal, but it may be enough, especially when the sales organization is small 
and permits the development of close relations among sales personnel and 
executives and when little sales training is required.

Companies having decentralized sales organizations sometimes 
assign the supervision responsibility to branch or district managers. Cus-
tomarily promoted from the ranks, branch managers are presumably well 
prepared to supervise field sales personnel. However, even in companies 
with elaborate field sales organization, limitations exist on the amount 
of supervision that branch managers should exercise. In practice, the 
branch manager is often a local general manager more than a specialized 
sales executive and, in this capacity, is responsible for the local conduct 
of all the company’s affairs. This is not only for managing sales person-
nel but for ware- housing, extending credit and making collections, pro-
viding service, and performing other activities. Branch managers spend 
most of their time attending to details, so it is unusual for them to devote 
much time to personal supervision of sales personnel. But they should 
spend some time. Especially when branch managers have large numbers 
of sales personnel under them, the time they can spend with each one is 
limited, and, as is true of supervision emanating from the home office, 
they rely mainly upon sales personnel to supervise themselves.

Qualifications of Sales Supervisors

Sales supervisors generally are selected from among the sales force, but 
besides having the qualifications required for selling success, they need 
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other qualifications. They must be good teachers and mentors. They must 
recognize training needs, know how to train, be patient with those who 
have less skill, and be tactful in pointing out better ways of doing things. 
As vital links in the chain of communication—go-betweens for higher sales 
management and the sales force alike—they must understand the needs 
and problems of both and reconcile them in the field. They must be skilled 
in handling people and be equipped to deal with many complex situations. 
Beyond these supervisory duties, some companies expect sales supervisors 
to sell certain accounts personally, this being one way to motivate them to 
be aware of field selling techniques. The field sales supervisor’s job is dif-
ficult and, in most companies, one with comparatively low pay. Neverthe-
less, many salespersons are eager for promotions to supervisory positions, 
since they often are stepping stones to higher positions.

CONCLUSION

Discussion in this chapter focused upon the part that control plays in the 
sales force management process. The following outline summarizes the 
different phases in this process.

1.  Company goals are defined, and appropriate objectives for the 
sales department are derived.

2.  To facilitate achievement of objectives, departmental policies are 
formulated and plans designed.

3.  To execute the policies and implement the plans, promotional 
programs and campaigns are mapped out, specific methods and 
procedures are determined, and other needed actions, such as 
making indicated alterations in the sales organization, are taken.

4.  Various sales department activities are coordinated with each oth-
er and with related activities performed by other organizational 
units and intermediaries.

5.  Quantitative performance standards are set, and criteria for ap-
praising qualitative aspects of performance are selected.

6.  Actual performance is recorded.

7.  Actual performance is compared with quantitative performance 
standards and qualitative performance criteria, and judgment is 
reached on the significance of variations.

8.  Indicated actions are taken after deciding

a. To “take no action” at this time

b. To increase the degree of attainment of objectives
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c.  To revise the policy and/or plan, or the various strategies used 
in their implementation, to better fit the achievement of ob-
jectives

d.  To lower or raise objectives or the standards and/or criteria 
used in measuring their degree of attainment, to make them 
more realistic.

In that they deal specifically with evaluating and supervising sales 
personnel, the last four steps comprise “control,” the first three being static, 
whereas the action step (phase 8) is dynamic. Adoption and successful 
operation of appropriate control procedures for a sales department results 
in greater effectiveness, which ultimately shows up in greater sales volume 
at more profit and less cost per sales dollar.

Effective procedures for evaluating and supervising sales personnel 
assure that objectives decided for the sales department are reached with 
minimum effort. Evaluating and supervising are concerned with moni-
toring the balance between standards and actual performance. Both are 
instrumental in achieving sales force control.
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Cases for Part III
CASE 3-1

Norton Brothers, Inc.
Manufacturer of  Men’s Furnishings— 
Attempt to Reduce Personnel Turnover

Norton Brothers, Inc., of Rochester, New York, was a manufacturer of men’s 
popular-priced neckwear sold under the brand name Snappy Cravats to 
small and large haberdashers and department stores. Joseph Norton, pres-
ident and sales manager, was assisted by two people who were assigned 
primarily to office duties but who doubled as salespeople during the busy 
season. Three full-time salespeople covered the northeastern part of the 
United States, but other sections were reached by four side-line people. In 
addition, many orders were received direct and by phone and mail at the 
home office. Currently, Norton was faced with the problem of his salesper-
sons’ dissatisfaction with the high costs of traveling and of being on the 
road for extended periods.

One regular salesperson covered New York State, a second had the 
Pennsylvania territory, and the third was assigned to New England. The four 
side-line salespeople sold in distant territories; for instance, one was based 
in Puerto Rico. The regular salespeople, who reported directly to  Norton, 
were paid on a drawing account plus commission basis. Commissions 
were 10 percent on regular merchandise, 7 percent on some lower-priced 
items, and 5 percent on close-out items. This method of compensation was 
widely used in the neckwear industry, and Norton was convinced that 10 
percent was the maximum commission that his company could afford to 
pay. Although side-line salespeople did not have drawing accounts, they 
were paid the same commission rates as full-time salespeople and received 
credit for all orders shipped into their territories.

Norton had been concerned over the high turnover rate in his sales 
force, but the same condition existed throughout the industry. Norton stated 
that this was his most perplexing problem. Not only were  experienced 
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sales personnel being lost, but large amounts of time and expense were 
involved in training new people. Furthermore, he felt that the buyers, who 
were continually being called upon by new salespeople, were becoming 
more reluctant to place business with the company.

When new salespeople were recruited, Norton Brothers acquired 
them through the Men’s Apparel Club, a national organization, or adver-
tised in the “help wanted” columns of leading newspapers in the territories 
where the salespeople were to work. Occasionally, new sales personnel 
were hired from the ranks of customers’ employees.

Because of the small size of the company, the training program was 
brief. The new salesperson spent two weeks at the factory becoming 
acquainted with the stock and general factory and office procedures. Then 
Norton or one of his assistants would go out on the road with the person, 
introducing him to the buyers and helping him to get started.

Norton recalled one case in which the expense of breaking in a new 
person was demonstrated. A new person out on the road with Norton 
finished making sales calls at 4:00 P.M. and wanted to quit for the day, 
even though there was time to make one more call that afternoon and to 
travel to the next city on the route. Norton felt that a veteran salesperson 
would have made the call and moved on, saving time and obtaining more 
business.

A manufacturer of noncompeting but complementary lines had pro-
posed a plan whereby a number of firms would jointly share a salesper-
son’s services. Each business would pay a certain portion of the person’s 
drawing account and each would pay regular commission rates on what-
ever goods were sold in each company’s line. Norton was undecided as to 
whether or not to enter split-draw deals of this type. He felt that it would 
be well to accept offers of this sort, provided that the salespeople were 
reasonably certain to work out satisfactorily.

Norton saw no immediate solution to his greater problem, that of 
keeping sales personnel who did not want to travel. A recent industry 
study had shown that the average neckwear salesperson was on the road 
forty weeks each year. The costs of traveling were high, and most people 
were dissatisfied when they were required to be away from home for long 
periods. Norton Brothers was attempting to hire only single people and 
was considering paying different commission rates according to the type of 
territory. The company had tried in every way to satisfy its sales personnel, 
but it could not decrease the turnover.

1.  What should Norton Brothers have done to decrease the turnover of  its 
 salespeople? Should Norton have accepted the proposition involving split draws?
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CASE 3-2

Sonton Pharmaceuticals1 
Curbing Sales force attrition 

Sonton Pharmaceuticals, a leading pharmaceutical company in India closed 
the financial year 2016-17 with sales of `1.3 billion along with a growth of 
6 percent over the growth in financial year 2015-16. The company achieved 
94 percent of its sales target for the financial year 2016-17 with a profitabil-
ity of 7 percent. The company was reporting declining profits in the last 
3 years with an increasing operational costs. Also, the growth of the com-
pany was less than the other leading pharmaceutical companies in India. 
Company was having a product portfolio of 21 products with a sales force 
of 612 medical representatives. 

In March 2017, Sonton Pharmaceuticals reported an attrition rate of 
26 percent among its sales personnel. It is losing its sales staff to busi-
ness process outsourcing (BPO) companies. Compared to the tough task 
of selling, working in BPOs is comfortable and cushy. Besides, salaries 
and benefits in BPOs almost equal to that in pharmaceutical companies. 
The attrition trend in many pharmaceutical companies is the same as they 
struggle to find good English speaking sales people in metros. This sales 
force attrition had increased the costs of training for the company and has 
also affected customer relationships in the market.

1.  What could these pharmaceutical companies do to decrease the attrition rates?

1Name of the company is disguised
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CASE 3-3

Holden Electrical Supplies 
 Company
Manufacturer of  Electrical Equipment-Recruiting 
Sales Personnel

Holden Electrical Supplies Company, Cincinnati, Ohio, manufactured a 
wide line of electrical equipment used in both home and industry. The 
sales force called on both electrical wholesalers and industrial buyers with 
the greater part of their efforts concentrated on industry buyers. The indus-
trial products required considerable technical expertise upon the part of 
salespeople. Sales offices situated in twenty cities spread over the country 
had two hundred sales personnel operating out of them. In the past eight 
years sales volume increased by more than 50 percent, to a level of nearly 
$150 million. The fast rise in sales volume and the accompanying plant 
expansion created a problem in that more sales personnel were needed 
to keep up with the new accounts and to make sure the additional plant 
capacity was used profitably.

In addition, Holden’s sales recruiting problem was compounded by 
a noticeable decline in the number of college seniors wanting a selling 
career. Holden recruiters had observed this at colleges and universities 
where they went searching for prospective salespeople. Another indica-
tion of the increased difficulty in attracting good young people into sell-
ing was aggressive recruiting by more and more companies. These factors 
combined to make the personnel recruiting problem serious for Holden; 
consequently, management ordered an evaluation of recruiting methods.

Virtually all Holden salespeople were recruited from twenty-five engi-
neering colleges by district sales managers. Typically, Holden recruiters 
screened two hundred college seniors to hire ten qualified sales engineers. 
It was estimated to cost Holden $600 to recruit a candidate. Management 
believed the college recruiting program was deficient in light of the high 
cost and the fact that only 5 percent of the candidates interviewed accepted 
employment with Holden.
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Evaluation of the college recruiting program began with the College 
Recruiting Division of the company asking district sales managers for their 
appraisals. Some district managers felt that Holden should discontinue col-
lege recruiting for various reasons, including the time required for recruit-
ing, the intense competition, and the candidates’ lack of experience. Other 
district managers, however, felt the program should continue with a few 
modifications, such as recruiting college juniors for summer employment 
more or less on a trial basis, concentrating on fewer schools, and getting 
on friendly terms with placement directors and professors.

Holden’s general sales manager favored abandoning the college 
recruiting program and believed the company should adopt an active 
recruiting program utilizing other sources. He reasoned that, while engi-
neering graduates had a fine technical background, their lack of maturity, 
inability to cope with business-type problems, and their lack of experience 
precluded an effective contribution to the Holden selling operation.

The general sales manager felt that the two hundred sales engineers 
currently working for Holden were an excellent source of new recruits. 
They knew the requirements for selling the Holden line and were in con-
tinual contact with other salespeople. By enlisting the support of the sales 
force, the general manager foresaw an end to Holden’s difficulty in obtain-
ing sales engineers.

The president preferred internal recruiting from the nonselling divi-
sions, such as engineering, design, and manufacturing. He claimed that 
their familiarity with Holden and their proven abilities were important 
indicators of potential success as sales engineers.

A complete analysis of Holden’s entire personnel recruiting program 
was in order, and, regardless of the approach finally decided upon, it was 
paramount that the company have a continuous program to attract satisfac-
tory people to the sales organization.

1.  Evaluate Holden’s recruiting program, suggesting whether or not the company should 
have continued its college recruiting of  sales engineers.
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CASE 3-4

Arthur Tompkins—Shaklee Sales 
Distributor
A Sales Distributor-Problems in Recruiting Salespeople

When Arthur Tompkins became a Shaklee sales distributor, his number 
one priority was to recruit a sales force. He felt that with unemployment 
above 10 percent in the Athens, Georgia, area, he would not have problems 
finding salespeople. However, six frustrating months later, he had only 
recruited one salesperson.

TOMPKINS’S BACKGROUND

Upon Tompkins’s retirement from the military, he began to look for a suit-
able business opportunity in which to invest his time and money. The 
Shaklee organization was attractive to him because of its quality product 
line and progressive compensation plan. Tompkins felt that his previous 
experience in personal selling, even though limited, would enable him 
to develop a successful distributorship in a short period of time. For two 
years, prior to going into the service, Tompkins had worked as a sales-
man for a manufacturer of a line of hair grooming aids. He also spent six 
months as a research assistant in a North Carolina advocate organization.

Tompkins allowed himself one year to establish a strong distribu-
torship in Athens. Then, he planned to retire permanently to Fayetteville, 
North Carolina, where he would apply the selling and recruiting tech-
niques that he had learned to building a new sales force for Shaklee.

THE SHAKLEE CORPORATION

The Shaklee Corporation began as a door-to-door distributor of nutritional 
food supplements in 1956. Forrest C. Shaklee, Sr., developed the original 
product line after years of research into the nutritional requirements of the 
human body. His research provided the scientific knowledge that developed 

Part 3_Case.indd   362 6/19/2017   1:03:03 PM



  Cases for Part III 363

the products. To his achievements and experience were added the capabilities 
of his two sons: Forrest, Jr., contributed the financial skills, while Lee Shaklee, 
a highly successful sales executive, supplied the essential spark of marketing 
know-how and product promotion. From a modest beginning, Shaklee sales 
had grown to $190 million. An expanded line of food supplements still con-
tributed the lion’s share of the revenues, but the company had added lines of 
household products and cosmetics.

Shaklee pioneered the development of food supplements. The product 
line consisted of over 100 products, including items such as  Alfalfa-Tabs, 
B-Complex, Herb-Lax laxative, Instant Protein drink mix, and assorted 
vitamin and mineral supplements. Food supplements contributed approxi-
mately 70 percent of Shaklee’s total sales revenue.

In the last few years, Shaklee added a line of concentrated cleaning 
products which the company felt offered advantages over store-bought 
brands. The products were biodegradable, safe, and economical to use. 
The company compiled data indicating that Shaklee products were approx-
imately 33 percent less expensive than the leading brands of cleaning 
agents. Household products contributed 20 percent of total sales revenue.

The cosmetics, toiletries, and fragrances product line was Shaklee’s 
most recent introduction, introduced six years ago. Although sales volume 
was still small, revenues had doubled in the past three years to approxi-
mately 10 percent of total sales revenue.

THE SHAKLEE SALES PLAN

Tompkins had been impressed by the earning potential and the opportu-
nities for advancement which were provided by the sales plan. The major 
features of this plan were

1.  A distributor earned immediate cash profits of 35 percent of sales 
based on manufacturer’s suggested retail prices.

2.  Additional bonuses of 3 percent and 22 percent of sales were 
earned according to Shaklee’s suggested bonus schedule.

3.  The distributor advanced to a position of supervisor once a  monthly 
sales volume of $30,000 had been attained.

4.  Supervisors who maintained a monthly purchase volume of 
$40,000 were provided with a company car.

5.  Bonuses of up to 5 percent of sales were paid to supervisors who 
developed subordinates to the supervisor level.

6.  A supervisor who developed four first-level supervisors was ap-
pointed to the position of coordinator, which made possible addi-
tional bonus earnings.
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After studying the Shaklee sales plan, Tompkins decided that his first 
priority should be to recruit a group of sales distributors. His goal was to 
reach the level of supervisor within six months. To qualify for supervisor, 
he needed to sponsor a sales group that could maintain a monthly sales 
volume of $30,000.

TOMPKINS’S RECRUITING PLAN

Tompkins began to recruit a sales force in the Athens area. He described 
his efforts this way:

I looked around me and saw all of these people out of work. Unem-
ployment in the Athens area was over 10 percent at that time, so I 
didn’t think I would have any problem in finding sales representatives. 
I started by running ads in the Athens newspaper for about a month. I 
received well over a hundred calls. But after I told a caller that it was 
commissioned sales and no guaranteed salary, I didn’t get any farther 
most of the time. When I was able to set up an appointment for a face-
to-face interview, the caller didn’t show up. I finally decided that I was 
wasting my time.

Having abandoned his first recruiting scheme, Tompkins then sought 
the aid of local merchants. Because Athens was a university city, he felt 
that many merchants were approached by students interested in part-time 
selling jobs. He asked some merchants to hand out his business card to 
job-seekers. This technique also provided unsuccessful.

After six months, Tompkins had recruited only one distributor, a per-
sonal friend. Tompkins felt he had been beating his head against the wall 
and did not know how to proceed. He knew that Shaklee offered a quality 
product with excellent career opportunities for motivated  individuals. He 
thought that if he could explain the opportunities with Shaklee on a per-
sonal basis, he could successfully sponsor one out of every three interested 
prospects. The problem, he believed, was that he had not been able to tell 
his story, a story he was sure would sell people on Shaklee. Arthur Tompkins 
was at a loss on what to do.

1.  What kinds of  people might be interested in selling Shaklee’s line of  products 
door to door?

2.  What methods might be effective in reaching prospective salespeople? Outline a specific 
recruiting plan.
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CASE 3-5

Belton Industries, Inc.
Manufacturer of  Toys and Bicycles— Selecting 
Sales Personnel

 Albert Thompson, general sales manager for Belton Industries, Inc., faced 
a problem of high turnover of sales personnel. He was led to believe that 
something was wrong with the selection process and that the selection 
procedure should be evaluated.

Belton manufactured a wide line of children’s toys and bicycles. Its 
sales organization consisted of 110 salespeople operating out of seven-
teen branch sales offices. The branch sales managers reported directly to 
Thompson. Belton products were selectively distributed to department 
stores, discount houses, toy stores, bicycle shops, and general hardware 
stores.

Belton Industries recruited its sales personnel from colleges and uni-
versities throughout the country, as well as from other sources. The branch 
sales managers performed the initial screening interview at college place-
ment centers, and at the branch sales offices in the case of applicants from 
other sources. The preliminary interview served as an initial “screen” to 
eliminate obviously unqualified applicants. At the initial interview, appli-
cants judged as “possibilities” were handed a standard application form 
requesting information such as personal history, education, previous expe-
rience, and the like. When the applicant returned the form, the branch 
sales manager contracted business and personal references by mail. As 
soon as references responded, a second interview was scheduled.

In the second interview, the applicant was given considerable infor-
mation about the company, its history, organization, record, products, 
markets, and, in particular, the specific nature of the sales operation. The 
branch manager probed the applicant’s habits, attitudes, and motivations 
and very often, to get a measure of an individual’s ability to react to the 
unexpected, handed the applicant a pen, ashtray, or other handy object 
and asked him or her to make a safes presentation “on the spot.” In addi-
tion, the branch sales manager fielded any questions that the applicant 
might ask.
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Immediately upon completion of the second interview, the branch 
manager completed a rating sheet. At this time, he or she forwarded to the 
general sales manager all materials compiled on the applicant, including 
the application form, reference letters, rating sheet, and a statement rec-
ommending acceptance or rejection of the job candidate. The general sales 
manager decided whether or not to hire the applicant, then notified the 
branch sales manager, who, in turn, notified the applicant.

The general sales manager believed that the Belton sales force turn-
over rate was excessive and cited a recent study by a trade association 
that reported the industry’s average sales force turnover was 15 percent, 
compared with Belton’s sales force turnover of 25 percent. More specifi-
cally, Belton’s turnover of first-year sales personnel was more than twice 
the industry average, which prompted the general sales manager to lay the 
blame directly on the selection procedure.

The general sales manager argued that the weakness could be cor-
rected through psychological testing. He favored installation of a battery of 
tests, including intelligence tests, interest tests, personality tests, and sales 
aptitude tests. He thought that the tests would do more than correct weak-
nesses in the selection procedure, since they would provide an objective 
measure of a job applicant’s true worth and probable future performance 
in a less complicated, less costly way. The results of each applicant’s test-
ing program could be compared with standards of achievement for sales 
personnel in the Belton company and in the entire industry. From these 
measures, the general sales manager contended, a sounder, more objective 
decision could be made.

The Belton president, John Wesley, disagreed. He contended that psy-
chological testing had no place in the evaluation of a potential salesperson 
because testing was haphazard, it was highly theoretical and impersonal, 
and tests in no way could be substituted for experienced judgment as to 
the intangible human qualities possessed by an individual. He believed 
that many employers were using psychological tests as a crutch to. avoid 
highly subjective selection decisions. Wesley contended that the selection 
process was not really the cause of the turnover problem. He suggested 
that if the sales department did a better job of training and motivating 
salespeople, job dissatisfaction and turnover would be reduced. Thompson 
agreed to abandon the idea of psychological testing and to concentrate 
more effort on training and motivation.

Two years later, a revised training program and a stronger program 
of sales incentives had not completely solved the turnover problem; sales 
force turnover, at 20 percent, was still well above the industry average. 
Albert Thompson explained this situation to John Wesley by stating that 
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“you can’t make a silk purse out of a sow’s ear,” that the first necessary 
step in reducing sales force turnover was to identify and recruit pros-
pects with high potential for success. He had noticed that many successful 
salespeople seemed to have a strong internal drive for success. It was to 
identify such people that he had suggested using psychological testing. At 
this point, he sought the advice of an industrial psychologist, Dr. Claude 
Pfeiffer, who explained that personality types had been defined upon the 
basis of the needs of individuals to achieve. This need for achievement, or 
nAch as it was called by psychologists, results from the total environment 
of the individual from childhood and is essentially unchangeable in the 
adult. He suggested that Belton should be recruiting individuals with high 
need for achievement. High n-Ach persons are successful in endeavors that 
require hard work and perseverance; they feel rewarded solely through 
their own efforts. Achievement is a means to fulfill their own self-system 
of values. They, can be motivated by presenting challenges to them—each 
successfully met challenge tends to raise their own levels of aspiration. 
Such people are self-starters.

Only a small proportion of the population fall in this high n-Ach 
 category. Psychologists can assess the degree of n-Ach with tests and inter-
views, but laypersons might find it more difficult to identify this personal-
ity trait in the selection process. Dr. Pfeiffer suggested that answers to the 
following questions would help to identify high n-Ach people. Do they use 
achievement words like success and accomplishment when talking about 
their work? Do they seem more concerned with results than with getting 
along with people? Do they have a track record of working independently? 
Are they moderate risk takers rather than impulsive reckless types? Do 
they seem to enjoy challenges or try to avoid them?

Dr. Pfeiffer recommended that Belton Industries concentrate its 
recruiting efforts on finding and hiring high n-Ach salespeople. However, 
Thompson had reservations about seeking out and using such people in 
his sales force.

1.  What is your opinion of  the earlier decision on the use of  psychological tests in 
selection? What reservations might there be about the suggestion of  recruiting 
high n-Ach people for the Belton sales force? What changes, if  any, do you suggest 
in the selection procedure at Belton Industries?
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CASE 3-6

American Machine and Foundry 
Company
Industrial Manufacturer—Proposed Establishment of  
Formal Training Program

R. R. Woodruff, vice-president of marketing of the Bowling Products Divi-
sion of American Machine and Foundry Company, was faced with a deci-
sion regarding a proposed new training program for bowling products 
sales personnel. American Machine and Foundry Company, an old estab-
lished manufacturer of several lines of industrial products, had gotten into 
the bowling market early through the acquisition and manufacture of the 
first commercially practical automatic pinspotter. The introduction of the 
automatic pinspotter resulted in a revolution in the bowling industry. Pin 
boys had always presented a managerial headache for bowling center 
operators. Unskilled and low-paid, they were unreliable and inefficient 
employees with a high rate of absenteeism and job turnover. Elimination 
of pin boys through the use of automatic pinspotters solved an enormous 
managerial problem and made it possible for bowling center management 
to expand the size of the typical establishment and devote more time to 
improving customer service.

In the new millennium, the bowling industry increased enormously 
in size, and bowling became a major American participation sport. Then, 
the expansion of the new centers reached a peak, and although expansion 
continued, it was at a slower rate. As the bowling industry developed and 
changed, the role of AMF in the industry also grew and changed. AMF 
gradually broadened its bowling product line to include bowling lanes, 
seating and other bowling center furnishings, and a complete line of balls, 
pins, and other items of equipment for the bowler.

The only major competitor in the industry, the Brunswick Corpora-
tion, was three years behind AMF in getting an automatic pinspotter on 
the market; this delay had allowed AMF to capture about half the market. 
As the market for new bowling installations moved toward saturation and 
sales of basic equipment dropped to a somewhat lower level, competition 
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became increasingly aggressive. Even so, bowling products still generated 
about one-third of the company’s $400 million annual sales and more than 
half the $20 million earnings.

Until recently, bowling division products had been sold by two 
groups of sales personnel. Equipment, including pinsetters, bowling 
lanes, and furniture, was sold by bowling equipment salespeople. These 
people spent part of their time seeking new sources of capital that could 
be sold on the profitability of building new bowling centers, but they also 
called regularly on existing lanes to sell equipment for modernization. 
Supplies, including pins, balls, bowling shoes, lane finishes, and the like, 
were sold by supply sales personnel who called on bowling centers. Both 
groups of sales personnel operated out of district sales offices under 
the direction of district  managers. In turn, the fifteen district managers 
reported to five regional sales managers. In recent years the bowling 
industry had ceased to be a growth industry, and a larger share of AMF 
booking sales was concentrated in supplies instead of equipment. As a 
result, the two sales forces were reorganized into a single sales force of 
one hundred, with all sales people responsible for selling both equip-
ment and supplies.

At the time of the reorganization, it became necessary to provide 
a program of retraining for the new combination salespeople. Many of 
the former equipment salespeople had started as supply salespeople, so 
they needed only a brief review of the current supply line. Most of the 
ex-supply salespeople, however, were almost completely unfamiliar with 
the equipment line. Many items of equipment were complex, and their sale 
or lease required extensive negotiation. For these reasons it would not be 
easy for the salespeople to train themselves on the new line.

G. Lindsay Crump, vice-president of marketing development, 
arranged for the development of a two-week retraining program for all 
sales  personnel. This was scheduled in several sessions at the training 
center in Fort Worth, Texas. This well-equipped training center had origi-
nally been established to provide training in bowling center operation for 
owners and managers of centers. It was located in the same building with 
a company-owned bowling center, which provided a laboratory for the 
training program.

Crump suggested to Woodruff that it was time to develop a formal 
training program for new sales personnel. AMF had never provided formal 
training for newly hired people. When the company first moved into the 
bowling business, there was no time to develop salespeople; capable peo-
ple, experienced ones when available, were hired and started immediately 
on the job. Informal training was provided by sales executives and other 
experienced sales staff. The sales force had grown so large that normal 
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turnover required the annual indoctrination of enough new salespeople 
to make it possible to offer formal training classes at least twice a year. 
In addition, the product line had become so complex that formal training 
offered an efficient way of presenting product information to large num-
bers of new persons. Top management agreed with Crump’s suggestion 
and asked him to submit a proposal for the training program.

Before he could arrange for the actual development of the new pro-
gram, Crump needed to make several broad decisions. These included 
reaching answers to the following questions:

1.  What should be taught? What information and skills should be 
provided in the formal training program, and what should be a 
part of informal training?

2.  How long should the formal program last?

3.  Should formal training be preceded by some sort of indoctrina-
tion?

4.  Who should teach in the formal program? (Alternatives included 
 experienced salespeople, sales managers, and professional teachers.)

5.  What teaching methods should be used?

6.  Should the formal program be followed by a period of apprentice-
ship? How might this be achieved?

7.  How should coordination be achieved between the formal program 
and on-the-job training?

Soon after the problem was recognized, Crump arranged a meeting 
with the director of the training center and with the sales manager, Howard 
Smith, to prepare a proposal including answers to the questions he had 
posed.

1.  What, in your opinion, should this group have recommended?
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CASE 3-7

Holmes Business Forms Company
Distributor of  Office Supplies—Centralized versus 
Decentralized Training

Holmes Business Forms Company was founded in Chicago, Illinois, in 
1923 by Arthur K. Holmes to sell bookkeeping forms and office  stationery. 
 Gradually, the line of products was broadened and the market was 
expanded to the entire American market. The company distributed an 
extensive line of business office products such as various types and grades 
of papers, envelopes, forms, ribbons, pens, pencils, tapes, staplers, and 
small office machinery such as transcribers, paper collators, and electronic 
stencil makers. Holmes products were sold to retail stores and business 
offices throughout the country by 150 salespersons operating out of thirty 
district sales offices. Although the sales training program had been consid-
ered effective, it had been many years since it had been evaluated.

The prospect of hiring ten additional sales personnel to keep up 
with increasing sales volume led Holmes’ general sales manager, Frank 
 Ireland, to suggest that this was an appropriate time to appraise the train-
ing  program. Any changes could be implemented in time for training the 
new recruits who were to be hired within the next ninety days. Specifically, 
he wanted to determine whether Holmes should continue with decentral-
ized sales training or switch to centralized sales training.

Under the current program, new sales staff received a twelve-week 
sales training course at the Holmes district sales offices where they were 
employed. This training was under the direction of the district manager. 
The first six weeks were devoted to intensive training covering company 
history, organization, operations and policies, the salesperson’s job, sales 
techniques and methods of making sales presentations including answer-
ing objections and demonstrating the product, and, finally, personal 
 development. Among the sales training techniques used were lectures, dis-
cussions, and role-playing sessions. Examinations were given at the end of 
each two weeks of training.

The last six weeks of the training program were spent in the field. 
Arrangements were made for the trainee to spend the six weeks with at 
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least two retailers so that he or she might gain firsthand knowledge of 
the problems involved in retailing business office products. The trainee 
worked as both a salesperson and a buyer at the retail level. Upon comple-
tion of the trainee’s work in each store, the retailer forwarded to the district 
sales manager a thorough evaluation of the trainee’s performance. After 
successful completion of the twelve-week sales training program, including 
passing several examinations along the way, the sales trainee was ready to 
take over a Holmes sales territory.

Frank Ireland, the general sales manager, felt that the sales-training 
program should be conducted at company headquarters by an experienced 
trainer under his personal direction. In addition, he also believed that head-
quarters’ officials, such as the president, treasurer, production manager, 
advertising manager, and general sales manager should play active roles. 
He gave four reasons for favoring centralized training: (1)   better quality 
training should result, with a full-time sales training specialist and top exec-
utives participating; (2) more uniform training should result, since each 
trainee would receive identical training; (3) better facilities at headquar-
ters should provide an atmosphere more conducive to effective  training; 
(4) centralized training should hold higher prestige in the trainees’ minds.

However, the company president, Will Holmes, and several other 
executives maintained that decentralized training should continue. Their 
arguments were that (1) training in the field provided the trainee with a 
more realistic and more valuable experience that could not be duplicated 
in a headquarters classroom, (2) the district sales managers should do the 
training since they were responsible and accountable for the performance 
of salespeople, and (3) it was less expensive to conduct sales training at 
the decentralized district sales offices.

While disagreement existed over whether sales training should be 
centralized or decentralized, all agreed that a decision had to be made 
before the ten new sales personnel were recruited and selected. This group 
would be the first affected by any change in the sales training program. 
Consequently, management set up a task force to investigate and to recom-
mend either centralized or decentralized sales training.

1.  Should Holmes Business Forms Company have adopted a centralized sales train-
ing program, or should it have continued with its decentralized sales training 
 program? Why?
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CASE 3-8

Grady Tire Company
Tire Manufacturer— Motivating Sales Personnel

James Bruce, sales vice-president of the Grady Tire Company, wanted to 
improve personnel attitudes to increase productive sales efforts. The Grady 
Tire Company was a manufacturer of auto, truck, and other tires, plus a 
number of other rubber products. Executive offices were in New York City, 
with manufacturing plants in Cleveland, Newark, and Los Angeles. The 
sales force of 295 persons was divided into four geographic divisions, each 
under a division sales vice-president.

Bruce was well aware that personnel attitudes influenced sales efforts 
since the way personnel felt about the company and the job affected enthu-
siasm in tackling selling. In the tire industry, where product differentiation 
was small, attitude constituted one of the strongest competitive differences 
between companies. It was only after reading an article on the effects of 
negative attitudes that Bruce thought seriously about the attitudes of his 
own sales staff. (An extract from this article is presented in Exhibit 1) 
His conviction that such conditions existed within his own company was 
strengthened when he found that sales policies had sometimes undergone 
considerable alteration by the time they filtered down to the customers. This 
represented either a failure in communication or resistance on the part of the 
sales force to management direction; Bruce was inclined toward the latter 
explanation.

In a meeting with John Rogers, vice-president of marketing, Bruce sug-
gested that a firm of outside specialists be hired to conduct an attitude sur-
vey among the sales force. In justifying his request, he explained, “Every sales 
executive recognizes the existence of situations and conditions that prevent 
salespersons from doing their best work, but many do not care enough to try 
to find out what these conditions are; Most assume, I think, that adequate 
compensation cures all ills. They raise salaries or commissions every so often 
and let it go at that. The fact is that salespeople are just as concerned, if not 
more so, with other aspects of their job.” He pointed out that members of the 
field force, because of their physical separation from the home office, are in 
an excellent position to evaluate the company—compensation, management, 
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sales training, the products they sell, their territories, and customers. Once 
Bruce knew how salespeople viewed these conditions, he could eliminate 
areas of weakness and improve attitudes and hence motivation.

Bruce believed there was a need for a formal study of salespeople’s 
attitudes. Informal impressions based on personal meetings with the sales staff 
were not objective and were influenced by the fact that management was ask-
ing the questions. A research firm specializing in attitude studies would have 
two things his staff lacked—the time and the know-how to develop a survey. 
Such a firm would not have preconceived opinions and could make an objec-
tive, meaningful analysis of results. Rogers approved the proposed survey.

Field management and sales personnel were informed of the impending 
arrival of a questionnaire a week ahead of time in a letter from Bruce. He wrote: 
“Your thinking and opinions will be considered with those of your fellow 
salespeople to give us a clear and broad picture of how our sales staff views 
the things we are doing and ways in which we might improve our total sales 
effort and field support. No one in the company will ever see the individual 
questionnaires, so express yourself freely and honestly.” The questionnaire, 
consisting of one hundred questions in nineteen attitude areas, was mailed to 
the homes of sales personnel. Each question could be answered “yes,” “no,” or 
“don’t know.” A stamped envelope was provided, and thirty days after mailing 
(the cutoff date), 87 percent of the questionnaires had been returned.

Poor attitudes on the part of salespeople lead to low morale, which in turn pro-
vides a number of hazards to management:

1.  Salespersons without enthusiasm are content to take orders; they are not 
creative thinkers.

2.  They rarely inspire customer confidence or goodwill; they radiate dissatis-
faction.

3.  They tend to accept the customer’s point of view that prices are too high, 
product quality low, or deliveries delayed.

4.  They credit the competition with more ability and know-how than they 
have; their confidence falters.

5.  They will complain to management that their salaries and commissions are 
too low, their expense accounts inadequate.

6.  They will blame a poor sales record on ineffective advertising or poor lead-
ership, never their own lack of effort.

7. Their negative attitudes will rub off on fellow salespeople.

8. They will ultimately leave the company.

EXHIBIT 1 Hazards of  Poor Attitudes by Sales Personnel
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The survey firm compared the results with a national average curve based 
on previous responses to the same questions from over 8,000 salespeople. 
The results provided the Grady management were as follows:

1.  Attitudes toward sales work, home and job, sales helps, sales 
training, and communications were substantially more favorable 
than the national average. Satisfaction with territory and custom-
ers was high.

2.  Attitude toward the company was slightly under the national 
 average.

3.  Sales personnel manifested a stronger fear of competition than did 
respondents in other companies.

4.  The general attitude toward middle and top management was 
much less favorable than the national average. Salespeople felt 
that middle management often failed to provide sales ideas, did 
not go to bat for them with top management, and did not give 
credit where it was due. Top management, they indicated, was less 
progressive than in competitive companies. Eight percent said that 
the home office was not fully aware of their problems.

5.  Suggestions drew greater-than-average negative reaction. Sales-
persons complained that they never knew whether their sugges-
tions reached the home office or what happened when they did: 
that management gave no recognition to the people who submit-
ted them.

6.  Many salespeople were dissatisfied with their salaries and felt that 
other companies paid their field forces better.

7.  The attitude toward job stability and opportunity for personal 
progress was more unfavorable than the average. Almost half the 
sales force felt that who you knew in the company was more im-
portant than what you knew, and that the real producers did not 
move ahead. Only 68 percent felt there was a better than average 
future for them within the company.

8.  The opinion of other departments was low. Most of the sales staff 
felt that other department heads were uncooperative, failing to 
meet their requests and needs promptly.

9.  Salespeople were not sold on company products. More than half 
saw no more customer benefit than those offered by competition.

Results were also broken down into regions to help management 
pinpoint the trouble areas and direct corrective action with the greatest 
efficiency. Another breakdown compared the opinions of salespeople with 
those of the field management staff. In presenting the report, the survey 
company noted that honest answers might not reflect reality. A salesperson 
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who thought his or her company paid lower salaries would act in certain 
ways; it did not matter what ‘he truth of the matter was—his or her attitude 
was based on what he or she thought.

One week after the survey results were in, Bruce held a meeting with 
the four division sales vice-presidents and the corporate industrial rela-
tions manager to determine what action to take.

1.  What remedial action should have been taken as a result of  the survey finding? 
How could the survey results be used to improve personnel motivation?

CASE 3-9

Hammacher Company
Manufacturer—Use of  Sales Incentives

Wallace Bain, sales manager of the Hammacher Company, was considering 
whether or not to make some basic changes in the annual end-of-the-year 
travel incentive campaign. Many companies used travel incentives; Hammacher 
Company had used this incentive for almost twenty-five years. The method of 
operation had been polished and perfected so that sales personnel were moti-
vated to greater and greater effort. Sales records were broken every year, and 
sales last year had been 12 percent better than the year before.

The main incentive for sales personnel meeting their quotas was an 
expense-paid “holiday” at a glamorous resort. Last year’s meeting had been 
at the Hotel Fontainbleau in Miami Beach, Florida, in April. Although the-
oretically every salesperson had the opportunity to attend this convention, 
last year only 275 of the 500-person sales force had earned an invitation. 
Hammacher also awarded prize points to all sales personnel in accordance 
with their sales records. These were redeemable for merchandise selected 
from a prize catalogue. Despite the merchandise prizes, Norton Dowdy, 
sales vice-president, thought that nothing made the sales staff sell quite 
so well as the chance at that free four-day vacation. He described it as a 
grand holiday, more in the nature of a reward than anything else. At the 
Florida convention, business meetings had been scheduled on only two 
mornings, a total of six hours. These sessions were conducted primarily by 
home office executives and were of an inspirational nature. The remainder 
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of the time was set aside for recreation and pleasure. Among the activities 
available were boating and fishing, swimming, golf, sightseeing, entertain-
ment, and fine dining.

The Hammacher annual sales incentive program was scheduled from 
October 1 through December. Each salesperson was assigned a campaign 
quota derived from his or her sales volume during the year, his or her years 
of experience, and his or her market potential during the contest period. 
The sales staff was then divided into five groups with approximately equal 
quotas, to ensure that each person competed with others whose personal 
quotas were comparable. Branch managers formed a sixth group. All sales 
personnel selling their quotas received invitations to the convention.

A still stronger incentive was provided by the opportunity to earn 
membership in the Hammacher sales leadership club, a very exclusive 
honor organization. To become members, sales personnel had to sell a 
specified volume above their contest quotas, or a specified volume of busi-
ness for the entire year. The highest honor of all, designation as an officer 
and board member of the club, was given to sales personnel with the 
highest percentage of sales above campaign quotas. These officers received 
an additional award—eligibility to attend a special two-day meeting just 
before the regular convention. Branch managers became eligible for the 
same honor by achieving their branch quotas during the campaign.

Wallace Bain, who was responsible for the incentive campaign, began 
the promotional program in August. The goal was to build suspense and 
interest through a barrage of notes and letters. He started by sending 
branch managers an August reminder to make preliminary preparations 
for the campaign. This was followed by detailed campaign instructions in 
 September. Then, in late September, he provided a pep talk for managers to 
use for their group kickoff meetings with the sales personnel on  October 1.

In July, when Bain met with Norton Dowdy to plan the campaign for 
the coming fall, he asked about the possibility of considering modifica-
tions. He pointed out that in any contest the average sales team is divided 
into three parts: one-third who say confidently that they will win, and 
usually do; one-third who think they can, and try hard to do so; and one-
third who give up before the start because they are sure they cannot win. 
Hammacher had always tried to make the incentive good enough to moti-
vate the top third to sell even more, to increase the number of winners in 
the second group, and to convince members of the third group that they at 
least had a chance to win if they tried. Nevertheless, Bain believed that the 
annual campaigns were not really getting a satisfactory increase in effort 
upon the part of the third group.

In addition, Bain wondered whether the company was getting value 
for the money spent. Did the chance to attend a convention where company 
business was discussed really motivate anyone, or were sales  personnel 
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working harder because of the honor and prestige attached to being 
invited? Would the same money invested in travel or merchandise incen-
tives that could be selected by the winners (and that allowed the salespeo-
ple’s spouses to participate in the reward) provide stronger motivation? 
Should the prizes or rewards be forthcoming sooner than four months 
after the end of the campaign? Dowdy believed that they shouldn’t rock the 
boat. Past campaigns had continued to increase sales performance.

1.  What changes, if  any, do you think should have been made in the Hammacher 
 Company’s annual sales incentive campaign?

CASE 3-10

Office Supplies and 
Services Company
A Business Products Distributor—Stimulating 
Sales  Personnel

The Office Supplies and Services (OSSCO) Company distributed business 
products including office furniture and supplies, drafting and engineering 
supplies, and business forms. It also offered drafting, engineering design, and 
printing services. Sales were $260 million. While OSSCO’s sales manager, Bob 
Brown, had been pleased with the performance of the sales force in terms 
of product sales, he felt that they had neglected the sale of OSSCO’s services. 
The service end of the business was not contributing its share to overall com-
pany profit. Because Brown felt that the drafting, engineering, and printing 
services differentiated OSSCO from its competitors, he set a goal of doubling 
revenues from the sale of services for the next fiscal year. The competitors 
were mostly small suppliers who did not offer the same services as OSSCO.

The printing services ranged from letterheads and business cards to silk 
screening and lithography. Drafting services were connected with  decoration. 
The full-time designers, employed by the furniture department, visited custom-
ers’ premises and drew layout plans. Customers were able to visualize the end 
result and could make changes before incurring actual expenses. Business 
offices, banks, schools, and colleges were among the customers serviced.
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OSSCO was headquartered in St. Louis and operated in several surround-
ing states. The area outside St. Louis was split into sixteen territories, with a 
subsidiary distribution center in each. OSSCO had six distribution center loca-
tions in the St. Louis area besides the central office. Fifty-five percent of the 
company’s sales came from the St. Louis territory.

Each territory maintained its own sales force, which was supervised by 
the subsidiary center manager. Sales personnel were classified as general line or 
retail. Hiring was done by the combined efforts of the sales manager and the 
field trainer. New sales personnel were recruited from local areas through news-
paper advertising. Once prospective sales personnel successfully completed 
the interview and testing procedures, they went through a six-week training 
program, which consisted of supervised work in each of the company’s depart-
ments. Then each trainee was assigned to the field for six months to work under 
guidance of the field trainer. New recruits were paid salaries during training.

After completing training, new personnel became general-line sales-
persons and received straight commissions with drawing accounts. Each 
individual was assigned a section of the subsidiary distribution center’s terri-
tory and assumed responsibility for selling all products and services in that 
 territory. All general-line sales personnel were supervised closely by the center 
manager, who maintained a list of the active accounts for each salesperson. 
Each salesperson was required to call on each account at least once each 
week. To monitor performance, the manager reviewed call reports daily. 
Call reports listed all sales calls made and the dollar volume of products 
and services sold. The daily call report also specified the number of cold 
calls made on potential customers. (See Exhibit 1 for the job description for 
general-line sales personnel.) Each salesperson’s performance was evaluated 

EXHIBIT 1 Job Description

PURPOSE: To establish the rights and obligations that a salesperson has in 
connection with a listed account.
EFFECTIVE DATE: January 1. This supersedes and cancels all prior bulletins 
on this subject.
PROCEDURE: A listed account is a customer or a potential customer of 
Office Supplies and Services Company who is assigned to an outside rep-
resentative of OSSCO for special solicitation of sales.

1.  When assigned to an outside person for solicitation, the outside 
person then receives certain special privileges applicable only to 
the assigned account. They are:

a.   The privilege of selling the account all our lines.

b.   Receiving full and all commissions on sales to the account 
except sales made
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EXHIBIT 1 (Continued)

(1)  In our 60 Lindbergh distribution centers, or any Service 
Center, where no commission is paid to salesperson listing 
the account.

(2)  On the 221 Ivy Furniture Floor by inside personnel,  either 
by phone or personal appearance, where the commis-
sion will be split equally between the salesperson and the 
 inside p ersonnel.

(3)  When prior agreement has been arranged between depart-
ment manager and salesperson for less than full commis-
sion to be paid on a specific sales transaction.

2.  In return for the privileges granted under an account listing pro-
gram the outside program agrees to certain requirements which 
are as follows:

a.   To contact the account by prescribed solicitation at least once 
a week.

b.   To treat as a listed account each separate buying department of an 
organization or a customer and contact them as required above.

c.   To treat as a separate buying entity each department of city, 
county, state, and federal government agencies, which have 
the authority to purchase or requisition merchandise.

d.   To prepare and keep current an accurate listing of the 
 accounts showing the correct name, address, etc., and to 
work out a definite schedule of calls.

e.   To call on the accounts as scheduled on a regular daily basis 
and to prepare each day an accurate report of the day’s work. 
Such a report to be submitted each evening before the close of 
business.

f.   To present continuously to all buying departments of the listed 
account the advantages of each of our individual departments.

monthly, relative to the assigned quota. Quotas varied each month according 
to sales fluctuations. Monthly sales meetings were conducted and meeting 
schedules prepared one year in advance. (Exhibit 2 illustrates a typical series 
of monthly sales meetings.)

Despite the control procedures for monitoring sales performance, the 
central office sales manager had had little success in stimulating the sale of 
OSSCO services. Sales to direct commercial accounts, constituting 80 percent 
of all sales, were regarded as the most logical market for printing, engineering, 
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and drafting services. However, sales results indicated lack of selling effort 
with respect to the aforementioned services. While Bob Brown recognized 
that a salesperson was motivated to sell those items that could most readily be 
turned into commission dollars, he insisted that by selling OSSCO’s drafting, 
engineering design, and printing services, product sales would increase, almost 
automatically. Brown said, “We offer drafting and engineering design services 
so the customers can be provided with a comprehensive design plan for office 
renovation. Our service people will look at the customer’s location and show 
exactly what we envisage in terms of making the office space more attractive 
and functional. A salesperson who takes the time to show the customer the 
benefits of these services will find it easy to sell a lot more than an occasional 
desk and file cabinet.”

Regarding special incentive programs to push OSSCO services, the sales 
manager stated further, “We’ve run a number of month-long sales contests on 
specific products with pretty good success. Contest incentives have included 
cash prizes, merchandise, and travel. All contests have always been judged on 
the basis of dollar sales volume. But I haven’t been able to think of a way to 
apply that kind of incentive to services for a couple of reasons. Perhaps the 
most important is that it’s tough to get the store managers pumped up about 
services because they don’t have much to do with them. And the salespeople 
themselves are very product oriented. They know that they can spend a certain 
amount of time and sell a particular dollar volume of a specific product. Selling 
services requires a lot more time, patience, and expertise and you really don’t 
know what that effort is going to net in terms of dollars.”

EXHIBIT 2 Sales Meeting Schedule

January 19 Kick-off Meeting

February 7 Furniture

March 6 Furniture

April 10 Quick Copy

May 7 Writing Instruments

June 4 Data Processing

July 9 Budget Furniture

August 6 Calendars/AMCO

September 11 Printing

October 9 Printing

November 6 Filing & Supplies

December 4 Budget Stretchers and Calculators
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Brown had talked with a number of management people at OSSCO, 
but so far, this had not resulted in any concrete suggestions for stimulating 
sales of the services. His inclination was to have a contest, although others 
at OSSCO did not agree. He was not convinced that a contest was the only 
solution; yet, it was all he could come up with for now. It was time to do 
something, but Brown was not sure just what.

1.  What should Office Supplies and Services Company have done? What were the 
alternatives? Was a contest the answer? Why or why not?

CASE 3-11

Universal Automotive, Inc.
Manufacturer of  Automotive Parts and  
Accessories— Motivating Sales Personnel  
with a Sales Contest

Joseph Mahoney, general manager of Universal Automotive, Inc., Chicago, 
recommended a sales contest to improve declining sales performance. This 
was his response to first-quarter results that saw sales fall substantially 
below quota. Mahoney believed that a sales contest would, among other 
things, provide the incentive to get sales up to or beyond territorial quotas.

Universal manufactured and distributed a complete line of automo-
tive parts and accessories. Its sales force of sixty persons operated out of 
nine district offices located throughout the United States. The sales forced 
compensation plan consisted of a base salary and a bonus. The bonus was 
based upon the territorial quota, which was set by the general sales man-
ager in consultation with the branch sales manager.

Mahoney proposed a sales contest that he believed would motivate 
sales personnel to achieve their quotas. He felt that the salespeople’s 
spouses should be involved in the contest. The proposed contest would 
run thirteen weeks, and each salesperson would be assigned a weekly 
sales volume quota, determined by the general sales manager and the 
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district manager. In addition, each of the nine sales districts would have 
a district sales volume quota.

Each week, a $200 cash bonus would go to the sales personnel 
exceeding their quota by the greatest percentage, although Mahoney had 
seriously considered using total sales volume instead of a percentage. Each 
salesperson achieving quota for the thirteen-week period would get a 
$300 bonus. The person exceeding the thirteen-week quota by the greatest 
percentage would receive an additional $400, with $250, $200, and $100 
bonuses for salespeople in second, third, and fourth places, respectively.

Spouses would also participate in the sales contest proposed by 
Mahoney. For each $100 worth of bonus earned by a salesperson exceed-
ing his or her weekly or quarterly bonus, the salesperson’s spouse would 
receive five chances to win a merchandise prize.

All quota-making salespeople and their spouses would attend a three-
day convention at the Chicago headquarters. The three days would mix 
business and pleasure, culminated by a gala dinner dance and drawing for 
the merchandise prize.

In the competition among the sales districts, the district exceeding 
quota by the greatest percentage would receive an $800 prize with the 
money to be divided among that district’s salespersons. Second, third, 
and fourth places for the districts would be worth $600, $400, and $200, 
 respectively.

When Mahoney formally proposed his plan for a sales contest, several 
criticisms were voiced. Objections centered around the disappointments 
and frustrations of those people who did not win, the over aggressiveness 
that might result from ambitious salespeople striving to win at all costs, 
the disruption of normal activities caused by the convention, and the tem-
porary nature of the stimulation provided. Several executives opposed the 
contest, arguing that the negative aspects outweighed the possible benefits.

Mahoney countered that a contest would help correct a poor sales 
performance, it would appeal to the sales force’s competitive spirit, it 
would enable salespeople to earn some recognition, and it would raise the 
morale of the entire sales force. In spite of the lack of agreement, Mahoney 
scheduled a meeting of his staff of eight people to discuss the advisability 
of conducting a sales contest.

1.  Should Universal Automotive, Inc., have held a sales contest to motivate its sales personnel 
to better sales performance? Why or why not?

2.  What is the purpose of including spouses in the contest? Would working and non working 
spouses be likely to react differently?
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CASE 3-12

P.F.V., Inc.
A Plumbing Supplies Distributor—Sales Meetings

Grady Dethridge, assistant sales manager of inside sales personnel, of 
P.F.V., Inc., was concerned with the effectiveness of his staff sales meetings 
in motivating the internal sales force. He had just returned from a half day 
conference on Personal Communication Within the Sales Organization put 
on by the Atlanta Chapter of Sales/Marketing Executives International. An 
important focus of the meeting was the use of sales meetings and one-
on-one interviews to motivate sales personnel. As a result, Dethridge pro-
posed a change in format for his sales meetings to his boss, Ralph Turner, 
the sales manager.

P.F.V. was incorporated in Atlanta fifteen years ago as a plumbing sup-
plies distributor specializing in pipes, valves, and fittings. The company had 
gradually expanded its operations to twelve southeastern states with sales 
offices in Atlanta, Georgia; Chattanooga, Tennessee; Charleston, South Caro-
lina; and Greensboro, North Carolina. Warehouse facilities were maintained 
in Atlanta and Greensboro. Annual sales revenue had reached $160 million. 
P.F.V.’s success was attributed to the company’s ability to hire and retain 
an experienced, knowledgeable and loyal core of sales and purchasing 
personnel. The “family” environment that P.F.V. management had worked 
so hard to develop was threatened recently by a serious internal conflict 
between one of the company’s top salespersons and the  Greensboro office 
manager with whom the salespeople worked very closely.

Plumbing supply distributors provided construction contractors and 
supply houses with a broad inventory of plumbing supplies. These custom-
ers typically could not afford to keep on hand the myriad types and sizes of 
plumbing products required. So distributors, in effect, were inventory risk 
takers. Because the distributor’s investment was high, careful attention to 
the margin between the purchase and sale price for each item was crucial.

P.F.V. had numerous competitors in its trading area. To maintain an 
adequate return on investment, P.F.V. specialized in pipes, valves, and fit-
tings. This allowed the company to stock a particularly deep inventory in 
these items. This made rapid delivery possible and enabled P.F.V. to charge 
slightly higher prices than if the company offered a full line.
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With the necessity of maintaining strict control over the purchase 
schedules and selling prices, the organizational structure and training pro-
gram was geared to facilitate communications among P.F.V.  employees. 
When a sales trainee was hired, he or she spent one or two years work-
ing in the warehouse to acquire a comprehensive knowledge of the 
 product line.

The salesperson then spent six to eight months working for the 
office manager at the billing desk to learn the procedure for price quota-
tions. The office manager was responsible for monitoring inventory lev-
els, interacting with manufacturers’ representatives to purchase inventory 
at the best possible prices, and setting minimum selling prices for P.F.V. 
 salespeople.

The trainee then spent two to five years as an inside salesperson. 
The inside salesperson handled house accounts and repeat purchases from 
established accounts, and expedited orders written by outside sales per-
sonnel. Each inside salesperson handled the accounts of one or two out-
side sales personnel so that good communications between the inside and 
outside sales personnel and the customer were maintained. Inside sales 
personnel were paid straight salaries.

After gaining inside experience, the salesperson was eligible to 
become an outside salesperson. On the firm’s organizational chart, out-
side salespersons were considered as equals to the inside sales manager. 
They traveled a specific geographical territory, calling regularly on exist-
ing accounts with supply houses and contractors, as well as seeking new 
accounts. Because plumbing products were high-priced items, customers 
looked to the P.F.V. salespeople for advice on what and how much to buy. 
Considerable product knowledge was needed, because the salesperson fre-
quently was asked to quote on items needed in huge construction projects. 
Outside sales personnel were paid a 10 percent commission and were 
responsible for setting product prices, subject to minimums determined by 
the office manager.

The “family” environment at P.F.V. was enhanced by regular formal 
and informal meetings. Twice monthly, manufacturers’ representatives 
sponsored seminars to disseminate product information. The inside sales-
people met each week to discuss products and operations with the inside 
sales manager and the office manager. Outside salespeople met monthly 
for the same purpose. Each outside salesperson met with his or her inside 
“partner” regularly to discuss their accounts.

The focus of the regularly scheduled meetings of both the inside and 
outside sales personnel was almost exclusively product training. Grady 
Dethridge, assistant sales manager of inside sales personnel, proposed 
to Ralph Turner that 25 to 50 percent of the time in each meeting be 
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devoted to activities designed to motivate the sales force to greater and 
more  effective effort. Motivation-increasing activities might include demon-
stration sales, description of “success stories,” review of selling techniques, 
and information on comparative performance. Turner’s response was that 
no time could be spared from product training—the line was large and 
complex and the P.F.V. sales force had established a reputation in the mar-
ket for its knowledge of the product line and how it could best serve cus-
tomer needs. Turner said that the 10 percent commission, combined with 
personal exhortation by the sales executives on a one-to-one basis should 
provide adequate motivation. Dethridge responded that his inside sales 
force were not at present eligible for commissions—only the outside sales 
force earned commissions. With an inside sales force of seven, he did not 
feel that he had time to motivate that many people on-a one-to-one basis. 
In addition, he believed that group motivation activities were often more 
effective because of the competitive team spirit engendered. He was not 
trying to tell Turner how to conduct his meetings with the eight-person 
outside sales force, but he would like to include motivational material 
in his own meetings. Turner did not immediately approve the proposed 
change, but he promised to take the matter under advisement.

1.  Evaluate Dethridge’s and Turner’s viewpoints with respect to the role of  sales 
meetings at P.F.V. Would you consider motivational subject matter more or less 
important as a part of  the sales meetings of  the outside sales force?
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CASE 3-13

Bristol Laboratories
Pharmaceutical Company— Sales Contests

Bristol Laboratories, a division of Bristol-Myers, was one of the world’s 
largest manufacturers of antibiotics and pharmaceuticals. It had 725 sales-
people deployed throughout the United States. With a sales organization 
of this magnitude, Bristol faced managerial problems in motivation and in 
balancing the selling emphasis given its product lines. Sales force manage-
ment used sales contests to motivate and direct the sales staff, These ran 
continuously each month throughout the year.

Bristol’s major brands included Tetrex, Saluron, Syncillin, Kantrex, 
Nalde-con, Polycillin, Staphciliin, Prostaphlin, and Salutensin. Hospi-
tals and drug wholesalers purchased direct from the company. Ultimate  
consumers bought Bristol’s products from retail druggists on doctor’s  
prescriptions.

Bristol’s sales force was organized into ten regions’containing 
 sixty-five sales districts. Sales personnel were distributed within districts 
according to the sizes of individual territories and relative sales potentials. 
Their duties included calling on doctors, hospitals, and drug wholesalers, 
and making service calls on retail drugstores. Each salesperson visited an 
average of 120 doctors, ten hospitals, and two wholesalers per month.

The sales force compensation plan consisted of a relatively small sal-
ary plus a relatively generous 5 percent commission on territorial sales vol-
ume. K. J. Ryan, sales manager, believed that his salespeople were among 
the highest paid in the drug field. They averaged over $23,000, the top 
person earning over $49,000.

Through its sales contests, Bristol sought to direct salespersons toward 
emphasizing all products in the line instead of only the high-commission, 
easy-to-sell items. While contests ran continuously, different products 
received emphasis each month. Ryan thought money was less important 
than merchandise and travel awards, especially to a highly paid sales force. 
Salespersons competed against territorial sales goals; management believed 
that other bases for contests would have caused morale problems, as sales-
people worked different territories and had varying selling abilities. In all 
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contests, the closer a salesperson came to established targets, the greater 
was the reward.

Maritz, Inc., a firm specializing in organization and operation of 
sales incentive campaigns, planned and administered Bristol’s contests. 
Four  diffeent drugs were promoted each month. In December these were 
 Polycillin, Tetrex, Kantrex, and Naldecon. The marketing department esti-
mated dollar sales and the percentage of each drug that should comprise a 
salesperson’s total effort. December’s target mix was 65 percent Polycillin, 
23 percent Tetrex, 9 percent Kantrex, and 3 percent Naldecon.

The contest scoring system involved awarding prize points in two cat-
egories: (1) total sales of the four drugs and (2) performance relative to the 
target sales percentage mix. For each dollar of total sales, one half of one 
prize point was awarded (for example, $20,000 total sales = 10,000 prize 
points). Points awarded in the second category “mix points,” were based 
on performance relative to the target sales mix. For example, salesperson 
X had actual sales in December as follows:

Product
Target  
Mix(%)

Target  
Sales

Actual  
Sales

Performance 
Raring (%)

Polycillin
Tetrex
Kantrex
Naldecon

65%
23
9
3

$ 9,750
3,450
1,350

450

$14,700
2,475

540
540

150%
72
40

120

Total 100% $15,000 $18,255

If X’s sales had equaled the target sales, all the performance ratings 
in the last column would have been 100 percent. This column represented 
the percentages of drugs sold relative to the mix goal. Prize points (“mix 
points”) were calculated by multiplying the lowest performance number by 
the “sales factor” established by management (see Exhibit 1). X’s mixpoint 
total was 11,000 points (40 × 275 = 11,000). The lowest performance num-
ber was used in an effort to motivate sales personnel to make sales pro-
portionate to management’s target percentages. Total prize points earned 
by X were:

   Total sales of promoted drugs ($18,255/2) = 9,128 points 
   Performance relative to target (40 × 275) = 11,000 mix points

                      Total = 20,128 prize points

Had X sold the exact targeted product mix, his mix-point would have 
been 27,500 and his total prize points 47,628.
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The contest items, product mix, and payoff for the sales month  
of  December are as follows:

Payoff Mix(%)

Polycillin
Tetrex
Kantrex
Naldecon

Total detail sales
Total sales estimate
Total budget estimate (0.9% of sales)
Less 1/2 point per $ sales

Mix payoff dollar budget
Mix payoff in points
($0.005 x dollar budget)
Total detail items
60% of detail items*

$5,100,000
1,852,500

727,500
330,000

$8,010,000

65
23
9
3

100
$10,125,000

91,125
25,313

$       65,812

13,162,500
8,010,000
4,806,000

       4,806,000 = sales factor = 48,060
         100

                        mix points = 13,162,500  = 275 points/sales factor
                          sales factor      48,060

*Determined by management.

“Prize-point” checks were mailed monthly and were exchangeable 
for merchandise described in the Maritz catalogue. Each prize point was 
worth $0.005 (20,128 points = $100.64). Management withheld the proper 
income tax each month. Points could be exchanged for almost any item 
imaginable, from airplanes to pearls. Travel awards consisted of trips to 
such places as London, Casablanca, and Tel Aviv.

1.  Should Bristol have used sales contests? As many as it did?
2.  What improvements, if  any, might Bristol have made in its program for motivating and 

directing sales personnel?

EXHIBIT 1 Memorandum
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CASE 3-14

Kroeger Company
Manufacturer of Industrial Products— 
Proposed Compensation Plan

The Kroeger Company was a manufacturer of glass-lined steel tanks and 
alloy steel equipment sold directly to the industrial market. The chief 
consuming companies were engaged in brewing, distilling, and chemical 
 manufacture. Sales in the United States and Canada were obtained through 
a fifteen-person sales force working out of the home office in  Milwaukee, 
Wisconsin. Foreign markets were not contacted by the American firm, 
but manufacturing subsidiaries in West Germany and Japan made sales 
throughout the rest of the world. Sales amounted to approximately $44 
million, three-fourths accounted for by the parent company. All domestic 
sales personnel reported directly to the general sales manager, who was 
also vice-president of sales and advertising.

Sales personnel, who were graduate mechanical or chemical engi-
neers, were given a year’s training at the factory and home office before 
they were assigned to a territory. During training they received a salary 
of $2,000 per month; as soon as they reached their assigned territories, 
compensation was on a straight-commission basis. The annual earnings 
of the salespeople normally ranged from $27,000 to $60,000. Company 
sales, however, varied greatly from year to year, since demand was influ-
enced significantly by the demand for products manufactured by Kroeger 
 customers. Only a few low-priced items, such as replacement parts, were 
manufactured for inventory. Most Kroeger products, were custom built to 
the user’s specifications. Consequently, the earnings of salespeople were 
subject to wide fluctuations. With a downturn in business, sales force 
morale slumped, and newer salespeople left the company for greater sta-
bility elsewhere.

The high sales force turnover rate resulted in high training expenses 
during periods of increasing demand. At the same time, when sales were 
booming, other employees complained about the inflated pay that sales 
personnel were receiving. After several months’ study of the problem, the 
general sales manager sent draft copies of a proposed sale compensation 
plan to the sales personnel. He requested that they read and digest it 
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 thoroughly and submit their comments and suggestions to the home office. 
The plan is summarized below:

Because of the gross inequities that have existed in our sales compen-
sation plan in the past, and to eliminate the periods of hardship that 
many of you have experienced, we are proposing that each salesper-
son be given a base salary. This is to be roughly 60 to 70 percent of 
total take-home pay, with commissions making up the remainder. Since 
commission payments will make up only about one-third of the total 
compensation, you will enjoy much greater security than in the past. We 
will attempt, with the assistance of the marketing research department, 
to establish potentials for our various sales territories by analysis of 
published data on the industries we serve, modified by our own experi-
ence, which is determined from averages of prior years’ sales. Through 
the medium of the relation between the base salary and the base sales 
credit (sales necessary to reach the base salary), we will try to equalize 
territorial potential and incorporate other elements, such as seniority. 
Above this base sales credit, 3 percent commission will be paid on the 
first $50,000; 1.5 percent on the next $50,000; 1 percent on the next 
$100,000; 0.5 on the next $100,000. The commission scales rise to 0.75 
percent on the next $100,000; 1 percent on the next $100,000; it drops 
to 0.5 percent on the next $300,000; and finally is 0.25 percent on all 
sales over this amount.

The proposed plan is based on sales credits rather than actual dollar 
sales. Full credit equal to the dollar sales will be given on an order that 
is sold and shipped into the area of the salesperson writing the order.

If an order is sold by one salesperson and shipped to another sales-
person’s territory, each will receive half credit. This is because we feel 
that it is important to have the salesperson contact the plant where our 
equipment is being installed to make certain that it is handled prop-
erly and given good service after the installation. To offset partially the 
effect of “windfall” orders, and to even out the compensation, credits 
will be scaled down on large orders. Full credit will be given on the first 
$100,000, 50 percent credit on the next $50,000, and 10 percent credit 
thereafter. Commissions will be paid on the basis of orders received 
rather than on shipments made. Our manufacturing cycle normally 
involves a period of three to six months, and we feel that it is important 
that you receive your compensation at the time of the sale—not later, 
when you may have forgotten that you booked the order. Cancellations 
of orders for any reason, therefore, will be charged back to the sales-
person involved and shown as an adjustment on the next commission 
payment. Each salesperson will receive credit on the above basis for 
all sales made in his or her territory. It is our intention, if this plan is 
adopted, to eliminate all house accounts. The total volume of business 
coming out of each territory will be taken into consideration in planning 
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the take-home pay of the salesperson. Sales credits will be established 
by the sales correspondent at the time of entering an order. These data 
will then be entered on the regular IBM order card so that the account-
ing department can run off quarterly reports. You will know exactly 
what you are receiving and where it comes from.

As in the past, we will continue to pay all legitimate traveling expenses 
in accordance with standard procedures.

1.  Should the proposed sales compensation plan have been adopted?
2.  Appraise the plan from the standpoint of  the Individual salesperson.
3.  What part should timing have played in the introduction of the new plan, assuming that 

the sales personnel approve it?

CASE 3-15

Midwestern Westbrook 
Elevator Company
A Manufacturer of  Elevators— 
Compensating Sales Personnel

Rex Davis, president of Midwestern Westbrook Elevator Company, told 
his sales manager, Jim Joines, he was disappointed in the lack of growth 
of sales in recent years. Sales had leveled off at slightly more than $50 
 million, even though the elevator industry had received a considerable 
boost from the enforcement of federal requirements for handicapped 
access in all buildings serving the public. He believed that, although the 
sales personnel were experienced and well trained, they were not very 
strongly motivated to greater effort.

PRODUCT LINE AND PROMOTION

The industry made three main types of elevators: hydraulic, geared traction, 
and gearless traction. Hydraulic elevators were suitable only for buildings 
less than five stories high, and they were the most economical for these small 
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buildings. Geared traction elevators were most commonly used in build-
ings between five and forty stories high. Buildings over forty stories high 
required gearless traction elevators which were considerably more complex 
and expensive than the other types. The large elevator manufacturers, such 
as Westinghouse, specialized in gearless traction elevators, preferring to sub-
contract the manufacture of smaller systems to companies like Midwestern.

Midwestern had positioned itself as a custom designer of geared trac-
tion elevators and manufacturer with a good service and repair operation. 
The company was not lacking competition in this position. There were 
numerous other geared manufacturers.

Midwestern differentiated itself by emphasizing its own patented design 
advantages, such as better speed control than other hydraulic and geared 
manufacturers. However, no company had established a solid position of 
product superiority. Competitors pushed their own design advantages.

The company’s product line included elevator power units for passen-
ger and freight, control valves, hydraulic jacks, controllers, sling and plat-
forms, freight cars, freight doors, gates, spring buffers, swivel guide shoes, 
rigid guide shoes, rail brackets, mufflers, deflector sheaves, traction and 
drum machines, safeties, governors and tension weights, selectors, operat-
ing and signal fixtures, hydraulic freight elevators, hospital and passenger 
hydraulic elevators, traction freight elevators, traction passenger elevators, 
and traction hospital elevators.

Research and development had been brought nearly to a standstill 
two years ago when the chief company design engineer resigned. The 
company, wanting a highly experienced person to take his place, had 
only recently filled the position with an engineering graduate of Carnegie 
 Mellon, who had worked seven years for Otis.

Promotion by sales personnel primarily involved “wining and din-
ing” large contractors. Maintaining good relations sometimes helped sales 
personnel obtain valuable information on potential new jobs, and would 
occasionally permit submissions of second bids when the first was too 
high. Other promotion took the form of trade ads in Elevator Magazine. 
Rex and Jim were not sure how effective these ads were, but they believed 
that since the cost was low, the expense did not matter much.

ORGANIZATION

Approximately half of Midwestern’s sales came from bids on construction 
contracts. The other half came from direct orders of systems and parts. 
Contract sales were bid and expedited by five contract sales personnel 
located in the major trading areas in Illinois, Michigan, and Indiana, while 
direct orders were handled through Jim Joines’s office in Chicago. The 
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company also maintained eight regional offices to handle maintenance and 
service of Midwestern equipment. Each regional office had a trained ser-
viceperson who maintained and serviced Midwestern’s customers, and esti-
mated and did repair work on existing elevators. For business emanating 
from outside this general trading area, Midwestern maintained authorized 
dealers and service representatives who were responsible for the sale and 
service of Midwestern’s parts in those areas.

For example, all sales and service in Ohio was conducted by Toledo 
Elevator Company. Being independent, Toledo Elevator was an authorized 
dealer and distributor of Midwestern’s parts. Authorized dealers were also 
allowed to carry and service equipment for elevator manufacturers such as 
Westinghouse.

Midwestern had no formal organizational structure. People in the var-
ious departments communicated with one another on an “as needed” basis.

THE SALES JOB

Bidding on elevator construction contracts required skill on the part of 
sales personnel. Sales personnel spent much of their time trying to “win 
over” the construction contractors and building owners to “obligate” them 
to invite the particular salesperson to bid on upcoming contracts. If invited 
to bid, the salesperson would study the building plans, visit the site to 
determine the job requirements, and submit a bid proposal to the contrac-
tor. If the bid was accepted, the salesperson was responsible for coordinat-
ing the construction, ordering the required materials, and subcontracting 
construction of the elevator shaft.

Management had set a basic guideline of a 10-15 percent profit mar-
gin for each new contract. (Average profit on direct orders was 25 percent.) 
However, jobs were often “low-balled” if Midwestern needed additional 
business to utilize slack production capacity. Low bids were justified on 
the basis that future maintenance contracts and service would provide  
sufficient profit.

Midwestern generally hired only experienced sales personnel who 
had some background in the elevator or construction industries. Occasion-
ally, however, the company hired college engineering graduates as sales 
trainees. Such a trainee would spend about one year traveling with a vet-
eran salesperson to learn the business.

Although sales personnel were widely dispersed geographically, each 
communicated with Joines at least once a week. Davis also encouraged 
sales personnel to contact him directly on any important matters. He felt 
that, as president, this communication provided an accurate picture of 
what was going on in the marketplace.
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All sales personnel were paid straight salaries. Trainees received 
between $18,000 and $21,000, while new sales personnel were paid $25,000. 
Senior sales personnel were paid up to $50,000, depending upon their per-
formance and years of service. Turnover had not been a problem in the 
past. Most sales personnel had expressed satisfaction with their jobs. The 
company had never been successful in recruiting women for the sales force.

On occasions when a salesperson brought the company a particularly 
large and profitable order, he might be paid a commission. Davis, the pres-
ident, periodically reviewed the contract orders for each salesperson and 
allocated commissions at his discretion. This review was done subsequent 
to the salesperson’s winning of the bid.

Although no sales quotas were assigned to sales personnel, each 
knew approximately what was expected of him. If the company’s annual 
sales volume approached $50 million, all sales personnel knew that Joines 
would be satisfied. Joines had come to feel that perhaps his expectations 
were a self-fulfilling prophecy. However, he was unsure of what might be 
the best way to improve the situation.

Joines did feel it was important to build some kind of automatic moti-
vation into the compensation system. He believed that the present system 
of awarding commission on a somewhat random basis served as a reward 
for outstanding performance but did not provide an incentive for future 
improvement, since there was no guaranteed reward for greater effort. 
Consequently, he recommended to Rex Davis that compensation for con-
tract sales personnel be changed from a straight salary to a commission 
and drawing account. He suggested that the commission be set at 5 percent 
of sales and that the drawing account be set at 90 percent of current salary. 
Thus, Green, the most senior salesman, with a salary of $50,000, would 
be given a draw of $45,000, or $3,750 a month. If he achieved the same 
sales volume as last year ($975,000), his total earnings would be $48,750. 
 Harcourt, the top producing salesman for the past two years, with a salary 
of $45,000, would be given a draw of $40,500, or $3,375 a month, and if he 
maintained his $950,000 sales volume, his total earnings would be $47,500.

Davis argued that it would be a mistake to eliminate the security 
provided by a guaranteed salary. He believed that the company’s sales 
force was a good one, and he did not want to risk a reduction in morale 
or an increase in sales force turnover. As a result, he proposed that current 
salaries be retained, but that they be supplemented with a bonus for sales 
above quota. He suggested that each sales rep’s quota be set at twenty 
times current salary and that a bonus or commission of three percent be 
paid on all sales above quota. Thus, Green would retain his $50,000 salary 
and would be given a quota of $1 million; all sales above $1 million would 
receive a commission of 3 percent. Harcourt would continue to receive a 
salary of $45,000, and his quota would be $900,000.
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Joines argued that Davis’s proposal did not provide a strong enough 
incentive for greater effort. Under the quota bonus proposal, an increase 
in sales of 5 percent would yield Green an increase of $712.50 in income 
over last year, but under the drawing account proposal, with a 5 percent 
increase in sales, he would receive $1,187.50 over the previous year.

1.  Do you agree that the addition of  incentive pay is the best solution to Midwest-
ern’s problem of  flat sales? Why or why not?

2.  Evaluate Davis’s and Joines’s proposals for changes in the method of  compensat-
ing Midwestern sales personnel.

CASE 3-16

Bhanton Enterprises2

Cost Bill Quandary 

Meera Menon is an area sales manager of Bhanton Enterprises. A month 
ago, she had asked her star sales representative, Aarti Batra to conduct 
a training session to motivate the sales team in her area and infuse the 
team members with renewed vigour. For this activity, Aarti was required to 
spend about `5000 on materials. Aarti purchased these materials; however, 
in her expense report, she listed the `5000 she spent as “entertainment 
expenses for a client.” Meera noticed this entry in the expense report. Now, 
the company’s policy prohibits salespersons from including such costs in 
their expense reports but it does allow them to spend upto `5000 per 
month as entertainment expenses. Aarti had not mentioned anything about 
this expense, but Meera was aware that she had conducted a training ses-
sion on the day in question and couldn’t have entertained a client. Because 
Aarti is a consistent performer and has an excellent track record of achiev-
ing sales targets, Meera is in a dilemma. Should she take disciplinary action 
against Aarti? 

1.  How would you manage this situation?

2Name of the company and employees are disguised
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CASE 3-17

Dewey Dressing Company
Food Products Manufacture— 
Role of Sales Supervisors

Gary Graydon, general sales manager of the Dewey Dressing Company, was 
reevaluating the role of district sales managers. The Dewey Dressing Company 
produced a brpad line of salad dressings and related products, sold in forty 
states under the Dewey name. The company was founded in Los  Angeles when 
Lawrence Dewey, a successful restaurant operator, was persuaded to market 
commercially the salad dressings that were so popular in his restaurant. 
The Dewey products were well accepted, and within  twenty-five years, the 
company had achieved almost complete national  distribution. Distribution 
was through food wholesalers, but an important job of the sales personnel 
who serviced these wholesalers was to call regularly on large retail outlets 
for promotional purposes.

The Dewey market was divided into seven regions, each under the 
direction of a regional sales manager, each reporting directly to Graydon. 
The regions were subdivided into districts, under the control of district 
sales managers. There were forty sales districts, and the entire sales force 
comprised five hundred individuals.

Each district sales manager had direct supervision over from ten to 
eighteen salespeople. Each was expected to spend at least one half day 
per month with each salesperson, during which time he or she observed 
the salesperson’s performance and made demonstration sales. The district 
sales manager was responsible for recruiting the sales personnel in the 
district, since management believed that salespeople would be happiest 
working near home. The most important source for new recruits was clas-
sified advertisements in newspapers. After screening by the district sales 
manager, selection of new sales personnel was by the regional manager.

New sales personnel were assigned to working territories immedi-
ately. Normally, the district sales manager worked with a new salesperson 
during the first week on the job, but sometimes conflicting demands on the 
time of the district manager made it impossible to provide threshold train-
ing immediately. In such instances, the salespeople had to learn by doing. 
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New salespeople were classified as trainees for the first six months, during 
which the district sales manager was expected to have several short ses-
sions with each new person, in addition to the one-week threshold train-
ing. Continuing training was provided for all sales personnel in weekly 
sales meetings held by each district sales manager on Monday mornings.

District sales managers had normal administrative report work, check-
ing and forwarding salespeople’s reports, and submitting their own weekly 
reports. In addition, each had five to ten personal accounts to service. The 
Dewey Company followed a policy of promotion from within in selecting 
its district sales managers. Thirty-nine district managers were former sales-
people, and the remaining manager had worked in the home office. No 
formal training was provided for district sales managers.

Recently, Gary Graydon was asked to cooperate in a national study of 
sales supervisors by Z. William Koby of Houston, Texas. One purpose of 
the study was to assess the role of first-line supervisors in American sales 
organizations. The Dewey Dressing Company was one of twenty-one large 
national organizations that participated in the study. A year later, Graydon 
received a summary of the results from Koby. These results were based 
upon detailed responses from top marketing executives, sales supervisors, 
and sales personnel. There were approximately 300 responses from super-
visors and 1,500 from salespeople. Summarized extracts from this report 
are shown in Exhibit 1. Fifteen of the firms were industrial-goods manufac-
turers; the rest were consumer-goods manufacturers.

1.  Evaluate the role of first-line sales supervisors in the Dewey organization. Do you think that 
Graydon should have made any changes in light of the findings?

EXHIBIT 1 Activities of  Sales Supervisors

Selling:
The typical sales supervisor spends about 50 percent of the time in 
direct supervision. When a sales supervisor works with one of the sales 
staff, the major emphasis is on selling, which activity normally takes 
between three and one-half to five hours in a typical day. Approximately 
three-fourths of the sales supervisors in this study indicated that they 
handle personal accounts. These two factors suggest that selling activ-
ities are generally the major activities of first-line sales supervisors, on 
the basis of the amount of time spent in the activity.

Discussing Salesperson’s Problems:
The most time-consuming nonselling supervisory activity is discussing 
problems with the sales staff. Typically, this takes somewhere between 
one and one-half to two hours of a supervisor’s time when he or she 
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EXHIBIT 1 (Continued)

spends a day working with a salesperson. The responses indicate that, 
as a firm gets larger, the supervisor spends less time in this activity.

Administrative Activities:
The performance of administrative activities by first-line sales supervi-
sors was almost universal. As a firm gets larger, the amount of adminis-
tration performed at the first-line sales supervisory level decreases.

Recruiting and Hiring:
Approximately 50 percent of the supervisors recruit sales personnel. 
Generally, their recruiting activities are centered around initial contact 
or screening of applicants, but first-line sales supervisors do not seem 
to have much final authority in hiring the sales staff. Sales supervisors in 
firms selling industrial products have somewhat more recruiting responsi-
bility than do those in firms selling consumer products.

Training:
Training sales personnel is an activity performed by almost all super-
visors in this study, but very few supervisors indicated that they felt 
this to be one of their more important duties. The training is predomi-
nantly on-the-job in which the supervisor and the salespeople actually 
make sales calls. The other major type of training at the supervisor’s 
level occurs at the branch office, where emphasis is placed on acquir-
ing product knowledge. Typically, supervisors give new sales personnel 
about three weeks of training.

Reporting:
The number of reports submitted by first-line sales supervisors and to 
first-line sales supervisors indicates that supervisors in firms that sell 
industrial goods have somewhat more authority in approving sales 
expenses.

Branch Meetings:
Holding meetings seems to be considered important by the first-line 
supervisors of almost all companies. Ninety-six percent of the supervi-
sors included in this study indicated that they hold sales meetings for 
staff under their supervision. The average number of meetings is eigh-
teen per year. Smaller firms hold meetings less often than large firms.

MISCELLANEOUS FACTORS OF SALES SUPERVISION

Source of Sales Supervisors:
The most usual route to the position of first-line sales supervisor is by 
promotion from within the company. The responses indicate that less 
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than 10 percent of all first-line sales supervisors were hired from outside 
sources. Firms selling consumer products promoted 93 percent of their 
supervisors from the sales force.

Training for Supervisors:
Only one of four first-line supervisors received specific training for their 
current positions. There is some evidence that this situation is changing, 
since almost half the top marketing executives indicated that they train 
their sales supervisors. The most usual type of training offered is as 
assistant to another supervisor.

Span of Control:
The typical span of control for sales supervisors is between seven and 
eight salespeople. Firm size does not appear to be a significant factor 
when span of control is considered. The individual companies varied 
from a span of five to sixteen salespeople.

Supervisory Time and Salesperson Satisfaction:
Sales personnel are more content with the sales supervision they receive 
if their supervisor spends more than a token amount of time with them. 
The average time that supervisors spend with each salesperson is 
slightly more than one day per month. The sales staff who would like 
their supervisors to do things that are not now being done are most 
numerous among the group whose supervisors spend the least time in 
direct supervision.

source: Adapted from Z. W. Koby, An Analysis of the Function of First-Line Sales  Supervisors 
(Austin: The University of Texas Press), pp. 128–35.

EXHIBIT 1 (Continued)
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The sales budget is a blueprint for making profi table sales. It details 
who is going to sell how much of what during the operating period, 

and to which customers or classes of trade. Simply defi ned, a sales budget 
consists of estimates of an operating period’s probable dollar and unit sales 
and the likely selling expenses. These two estimates are related to predict 
net profi t on selling operations. The sales budget, then, is a projection 
of what a given sales program means in terms of sales volume, selling 
expenses, and net profi ts.

Figure 17.1 shows how sales budgets fi t into the personal-selling 
effort. Both the sales volume and selling expense portions of the sales 
budget have their roots in the personal-selling objectives, which, as you 
recall, trigger two key decisions on personal-selling strategy: (1) the kind 
of sales personnel and (2) sales force size.

The Sales Budget

17

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the purposes of the sales budget

 ■ Understand the sales budget-form and content

 ■ Estimate budgeted selling expenses

 ■ Understand the budgetary procedure

17-ch17.indd   401 6/19/2017   12:53:45 PM



Sales and Distribution Management; Decisions, Strategies, and Cases402

FIGURE 17.1 Personal Selling as Part of  the Promotional Program
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The sales forecast is the source for the sales volume portion of the 
sales budget. The sales volume objective derived from the sales forecast is 
broken down into the quantities of products that are to be sold, the sales 
personnel or sales districts that are to sell them, the customers or classes 
of trade that are to buy them, and the quantities that are to be sold during 
different time segments in the operating period. Making these breakdowns 
requires complex sequences of planning decisions. After these breakdowns 
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are made, the selling expenses that will be incurred in implementing this 
sales program are estimated.

The sales budget, then, starts with the sales volume objective as a point of 
departure. As we have noted, that objective traces to the sales forecast. 
Consequently, the extent of involvement of the top sales executive in the 
early phases of budgeting (for the entire company) depends upon the 
degree to which this executive participates in forecasting. In some compa-
nies, top sales executives play leading roles in sales forecasting, while in 
other companies, they have passive roles (contributing advice and informed 
opinions). But in nearly every company, the primary responsibility for pre-
paring the selling expense portion of the sales budget is the top sales 
executive’s—since he or she controls the major portion of these expenses.

PURPOSES OF THE SALES BUDGET

Mechanism of Control

Control is the primary orientation in sales budgeting. The completed bud- 
get, which is a composite of sales, expense, and profit goals for various sales 
units, serves as a yardstick against which progress is measured. Comparison 
of accomplishments with relevant breakdowns of the budget measures the 
quality of performance of individual sales personnel, sales regions, products, 
marketing channels, and customers. These evaluations identify specific weak-
nesses in operating plans, thus enabling sales management to make revisions 
to improve performance. Since it is a master standard against which diverse 
aspects of performance are measured, the sales budget itself serves as an 
instrument for controlling sales volume, selling expenses, and net profits.

Computerized information processing has enormously increased the 
effectiveness of control through the sales budget. Management is pro-
vided daily with details of actual performance compared with budgeted 
 performance. With current and complete information on sales volume and 
selling expenses, the sales manager spots variations from the budget and 
takes corrective action before they get farther out of line.

Instrument of Planning

The budgeting process requires complex sequences of planning decisions. 
The sales forecast shows where it is possible for the business to go, and 
during the budgeting process planners determine ways and means for the 
business to get from where it is to where it wants to go. The sales forecast 
reveals data on sales potentials, and the budget planners calculate the 
expenses of converting forecasted sales into actual sales.

The sales budget planners formulate the sales plan so that both sales 
volume and net profit objectives are reached. Showing how to achieve the 
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targeted sales volume is not enough. The planners show how the targeted 
volume can be reached, while keeping selling expenses at a level that per-
mits attainment of the targeted profit. Sales budgeting requires the drafting 
of alternative sales plans and selection of the one most appropriate for 
serving the company’s sales volume and net profit objectives.

SALES BUDGET—FORM AND CONTENT

The completed sales budget is a statement of projected sales revenues and 
selling expenses. The so-called “summary” of the sales volume section of the 
sales budget is both in dollars and product units, so that budgeted figures 
are readily adjustable for price changes. The budget section on planned 
sales volume is presented in considerable detail. Not only are total unit sales 
shown but so are unit sales of each product, unit sales by sales territory 
(and/or region), unit sales by quarters or months, and unit sales by class of 
account (or type of marketing channel). For instance, Figure 17.2 shows unit 
sales of products A, B, and C by sales regions for 2016.  Figure 17.3 take the 
breakdown one step farther and shows unit sales of the three products in 
the northeast region by quarters. Figure 17.4 carries the breakdown another 
step farther and shows unit sales of the three products in the northeast 
region for the first quarter by class of account.   Not every company uses 
the same breakdowns; each selects those appropriate to its own planning, 
directing, and controlling of sales efforts.

Unit Sales by Sales Region, 1988
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FIGURE 17.2 Unit Sales by Sales Region, 2016
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Estimating Budgeted Selling Expenses

The sales budget is drafted with a view toward obtaining an optimum net 
profit for the forecast sales volume. Note that it is the optimum—not the 
maximum—net profit that is the short-run profit objective. Profit maximi-
zation is the objective over the long run, but other considerations, includ-
ing the necessity for providing “business building” customer services, and 
for scheduling calls on prospective new accounts, make profit optimization 
the short-run goal. In other words, some selling expenses would not be 
incurred if management did not look beyond the current budgetary period. 
A forward-looking management considers these expenditures as invest-
ments that return sales and net profit dollars during succeeding budgetary 
periods. Management reasons that certain expenditures made during the 
period just ahead permit future savings in similar expenditures.

Thus, both immediate- and long-run sales plans are taken into account 
in arriving at estimates for the selling expense items included in the sales 
budget. Indeed, the immediate sales plan is an integral part of the plan 
covering a longer period. However, sales plans for the period just ahead 
are drafted in sharper outline than are those for longer periods, such as 
those covering five, ten, or twenty-five years. For the immediate budget-
ing period, plans cover the types and amounts of personal-selling efforts 
required to attain the sales and profit objectives. If the sales volume goal 
for the coming budget period calls for an additional $10 million in sales, 
sales management identifies the activities needed for reaching this goal. In 
turn, these activities, which may be stated in such terms as the numbers of 
new dealers needed in various classifications, are translated into estimates 
of the expenses incurred in performing them.

Therefore, after sales management expresses its plan for the forthcom-
ing budgetary period in terms of required activities, the next step is to convert 
these into dollar estimates for the various items of selling expense. If the plan 
calls for sales personnel to travel a total of 150,000 miles in the year ahead, 
and the company pays a straight mileage allowance of 50 cents per mile, 
$75,000 to cover mileage allowances is included in the selling expense section 
of the sales budget. The paying of 50 cents a mile for sales travel, a previously 
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established practice, aids in estimating the costs of reimbursing sales person-
nel for travel, but management determines the total number of miles sales 
personnel are to travel. In budgeting items of selling expense, then, manage-
ment (1) estimates the volume of performance of the activity and (2) multi-
plies that volume by the cost of performing a measurable unit of the activity.

Using standard costs. When the total cost of performing a specific 
activity is analyzed and the cost of performing one measurable unit of the 
activity is determined, the first step has been taken towards establishing 
a standard cost. The second step is to compare the historical cost of per-
forming one unit of the activity with what the cost should be, assuming 
standard performance, and considering the effect of changed conditions on 
costs. A standard cost, in marketing as well as in manufacturing, is a pre-
determined cost for having a standard employee perform under standard 
conditions one measurable unit of the activity.

The techniques for determining standard costs of distribution are 
less refined than are those for standard costs of production. Some com-
panies have developed standard distribution costs accurate enough to 
provide a means for appraising the relative efficiency of performance of 
 personal-selling activities. The executive compares current costs against 
known yardsticks. Standard costs of distribution simplify the estimating 
of individual items in the selling expense portion of the budget. Any pre-
dicted volume of sales, or any division of sales among the various products, 
classes of customers, or territories, are convertible into selling expense 
estimates through the application of standard costs.

Other estimating methods. Some companies that do not have usable 
standard distribution cost systems employ other methods for estimating 
selling expenses. Some simply add up selling expenses over a recent period 
and divide by the number of units of product sold, thus arriving at an aver-
age cost per unit sold. This figure is then multiplied by the forecast for unit 
sales volume, to obtain an estimate for the total budgeted selling expenses. 
Some adjust the average cost per unit sold for changes in the strength of 
competition, general business conditions, the inflation rate, and the like. 
Other companies calculate for past periods the percentage relationship of 
total selling expense to sales volume. This percentage, which may or may 
not be adjusted for changes in conditions, is applied to the dollar sales 
forecast to estimate budgeted selling expenses.

Finally, some companies build up their estimates for total selling 
expenses by applying historical unit cost figures to individual selling expense 
items. This is not a true standard distribution cost method, but it does focus 
upon individual expense rather than upon the total.  Consequently, the 
expense estimates in the budget possess greater accuracy than if total selling 
expense percentages or total selling expenses per unit of product are used.
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BUDGETARY PROCEDURE

Company budgetary procedure normally begins in the sales department. 
After all, the sales department in nearly all companies is the main depart-
ment generating inward flows of revenues. The nature and amount of the 
predicted flows of sales revenues impact directly upon the activities of 
other departments. Therefore, once top management receives and gives 
tentative approval to the sales budget, other departments prepare budgets 
outlining their plans. For instance, the production department takes its cue 
from the sales budget in preparing budgets for manufacturing expense and 
inventory, as well as in planning production schedules. Similarly, the finan-
cial department uses the sales budget as the starting point in preparing 
budgets for capital expenditures, earnings and cash position, and admin-
istrative expenses. It should be noted that the production department is 
mainly interested in the budgeted unit sales, whereas the financial depart-
ment is concerned chiefly with planned dollar sales.

Planning Styles and Budgetary Procedures

There are two basic planning styles —top-down and bottom-up. In top-down 
planning, top management sets the objectives and drafts the plans for all orga-
nizational units. Top-down planning goes along with the Theory X philos-
ophy of management whose key assumptions are that people dislike work 
and responsibility and prefer to be told what to do and when.1 By contrast, 
in bottom-up planning, different organizational units (generally departments) 
prepare their own tentative objectives and plans and forward them to top man-
agement for consideration. Bottom-up planning goes along with the Theory Y 
philosophy of management, whose key assumptions are that people like work 
and responsibility and commit themselves more strongly to objectives and 
plans that they have participated in formulating.2

Sales budgetary procedures differ from company to company, with 
most differences tracing to difference in basic planning styles. If the pre-
dominant planning style is top-down, the head of each organizational unit 
in the sales department (for example, a regional sales manager) receives 
his or her sales and profit objectives from the next level above and makes 
plans to fit those objectives. Adjustments in objectives are made if sub-
ordinates raise questions regarding their fairness or soundness, but the 
 tendency in a top-down organization is for subordinates to accept the 
objectives passed down by their superiors.

1Douglas McGregor, The Human Side of Enterprise (New York: McGraw-Hill, 1960),  
pp. 33-34. 

2Ibid., pp. 47-48.
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If the predominant planning style is bottom-up, the heads of even minor 
organizational units, such as branch sales managers, sometimes even indi-
vidual sales personnel, assist in determining sales and profit objectives and 
in making plans to accomplish them. Most budgeting experts recommend 
planning at least partially in the bottom-up style, arguing that participation 
in planning at all levels helps to maximize benefits from sales budgeting.

Democratic administration (management based on Theory Y assump-
tions) requires the widest participation in planning. Participation, from the 
organizational standpoint, is as much a vertical as a horizontal concept. It 
is as important to have participation from each organizational level, from 
the lowest to the highest as it is to have the overall company budget repre-
sent the best thinking from all divisions. The following discussion assumes 
that the head of even the most minor organizational unit not only partici-
pates in setting sales and profit objectives, but has a voice in drafting plans 
to accomplish these objectives.

Actual Budgetary Procedure

The preparation of the sales budget normally starts at the lowest level in 
the sales organization and works upward. The lowest level in this budget-
ary process is a profit center. Thus, each district sales manager estimates 
district sales volume and expenses for the coming period and the district’s 
contribution to overhead. This budget includes rent, heat, light, secretarial 
costs, and all other expenses of operating the district office. It includes 
the salaries of the sales personnel and the district manager, and all selling 
expenses incurred by the district. These district budgets are submitted to 
the divisional or regional office, where they are added together and are 
included with the divisional budget. In turn, divisional budgets are submit-
ted to the sales manager for the particular product or market group. At the 
end of this chain of subordinate budgets, the top-sales executive compiles 
a companywide sales budget.

While the top sales executive and the subordinates have been pre-
paring budgets, the staff departments in the marketing department have 
been doing the same, showing credits for work they expect to perform 
for the sales department during the year. The office of the top marketing 
executive prepares its own budget, and this is then combined with the 
budgets of the sales department and the marketing departments, to give 
a total of sales revenues and of selling and other marketing expense for 
the company.

Each management level within the sales department approves the 
budgets for which it is responsible, incorporates them into its own budget, 
and submits this consolidated budget to the next higher level for approval. 
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In each instance, a detailed description of the units’ plan for the coming 
period are submitted as support and justification. Without this information, 
there is little basis for evaluating the budget submitted. When changes are 
made in the sales budget, corresponding changes are made in the plans. 
For example, a cutback in funds requested for sales personnel might neces-
sitate a reduction in the planned number of new “hires.”

Other departments use the same preparation period to compile their 
budgets, with the sales and profit objectives as their points of departure. 
The production department goes through a similar process of building up 
an expense budget from each operating subdivision and combining these 
until a total department budget is prepared. The R&D, personnel, and 
all other departments are simultaneously going through the process of 
budget preparation. These departmental budgets are all submitted to the 
president, who in turn submits a final total budget to the board of direc-
tors. Just as in the preparation of the sales budget, the process of pre-
paring a total company budget may require modifications and changes 
in plans.

At each step in the budget-making process, an effort is made to reduce 
the detail to be passed upward to the next step, so that the final company 
budget is relatively simple and undetailed. The approved budget is then 
distributed downward in the organization in a process exactly the reverse 
of that used in its preparation. Each subordinate budget is revised to reflect 
changes in the company budget. At each step downward, details previously 
deleted are added back. The lowest operating unit receives a final budget 
that is as detailed as the one originally submitted, even though it may be 
considerably changed.

Handling Competition for Available Funds within the Marketing Division

The top sales executive must argue effectively for an equitable share of 
funds from the marketing division. The sales executive, like the advertising 
manager, marketing research manager, customer service manager, product 
managers, and other staff executives in the marketing department, submits 
a budget proposal to the chief marketing executive. From these proposals, 
the chief marketing executive selects those that are of the greatest poten-
tial benefit and that the company can afford to implement. In discharging 
this function, the chief marketing executive checks to assure that the plans 
presented are the result of careful study, that the proposed expenditures 
will enable the subordinate to carry out the plans, and that the forecasted 
sales are attainable.

The amount of money finally allocated to the sales department depends 
upon the value of the individual budgetary proposals to the company as a 
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whole. The sales executive keeps this in mind in dividing the sales depart-
ment’s budget among subordinate departmental units. If a  bottom-up plan-
ning procedure is in place, each subordinate has already prepared his or 
her own sales objectives and an estimate of expenses, thus simplifying the 
tasks of dividing up sales objectives and budgeted selling expenses.

“Selling” the Sales Budget to Top Management

The chief sales and marketing executives recognize that every budget pro-
posal they place in front of the top management competes with  proposals 
submitted by other divisions. Top management receives more propos-
als than it is financially able to carry out simultaneously. In appraising 
proposals, top management looks not only at intrinsic merits but at the 
probable value to the whole organization. Consequently, it is necessary 
to sell the sales budget to top management. The budget is presented to 
top management just as a salesperson makes a presentation to a prospect. 
It is safe to assume that top executives are at least partially ignorant of 
the problems faced by the sales department, and of the many problems 
faced in putting together a sales program.

As in any other selling task, the starting point is a careful assessment 
of the wants and needs of the prospect. For the top executive, the major 
want is benefit to the company. How does the company, and incidentally 
the top executive, stand to gain from the proposed sales budget? To top 
management, the budget is a proposal to spend money to bring in profit. 
Top management divides the available funds among the departments, and 
the share each receives depends on the ability of the department head to 
sell his or her boss on the benefits to accrue from the plan.

Using the Budget for Control Purposes

Once approved budgets are redistributed to all organizational units, bud-
getary control features go into operation. Individual items in each budget 
serve as “quotas” or “standards” against which management measures per-
formance. From here on, each level of management compares performance 
against standards.

For control purposes, each sales manager receives budget progress 
reports. This report may be prepared monthly, but control is more effective 
if progress reports are weekly. In this way, corrective action is initiated 
before actual performance strays too far from budgeted performance. The 
report shows actual sales and expenses for the week, the month to date, 
and the year to date; budgeted sales and expenses; and the difference 
between the two. Sales performance figures are broken down further in 
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ways useful to the executives using them, for example, by product, by 
package size, by sales territory, or by customer.

When performance shows a variance from budgeted performance, 
two courses of action are available. The first is to determine whether the 
variance is a result of poor performance by the sales group. It might be 
that a salesperson’s travel expenses are out of line because of inefficient 
territorial coverage. In this case, steps would be taken to ensure that 
the salesperson organizes the traveling schedules more carefully, so that 
expenses remain within the budget. However, if it turns out that travel 
expenses increased because of calls on new customers not previously 
covered, the second course of action would be the choice—revise the 
budget to reflect changed conditions.

The budget is not an end in itself; it is merely a tool. Every effort is 
made to bring performance into line with budget estimates, but if unantici-
pated conditions occur, there is no hesitation about revising the budget. At 
the same time, the budget is not changed too readily. If it is changed too 
much, it becomes a mere record of sales and expense.

Effect of Errors in Budgetary Estimates

Operating conditions sometimes differ from those assumed at the time 
of budget preparation. Sales volume, expense, and net profit objectives 
prove too high or too low, either because of changes in the demand or 
because of changes in price levels. Particularly when estimates of the num-
ber of units to be sold differ from the number of units actually sold, signif-
icant variations occur in some expense items. Overhead and certain other 
expenses do not vary with volume, but some expenses, such as sales force 
commissions, vary directly with volume. Still other expenses, such as sales 
 supervisory expenses, are semivariable, fluctuating with changes in vol-
ume, but not directly. If estimated unit sales volume is incorrect by much, 
the usefulness of budgeted selling expense figures as standards of perfor-
mance is impaired. The budget may still be useful as a point of departure 
in appraising performance, but there remains the puzzling matter of deter-
mining how to allow for changed conditions.

Flexibility in Budgeting

If sales budget estimates are consistently, or even frequently, error-prone, 
it may be that more time needs to be invested in budgetary planning. 
Perhaps sales forecasting methods are misapplied or are inappropriate for 
the budgeting situation. Experience shows that in most fields sales can be 
forecasted for a sufficiently long period, and within limits of accuracy that 
are sufficiently close to serve the purpose of stabilizing production. If it is 
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possible to forecast sales within the limits needed to stabilize production, 
it is possible to forecast sales within the limits of accuracy required for 
purposes of budgeting selling expenses.

Some companies, either intentionally or because of difficulties in 
securing accurate sales forecasts, use budgetary procedures without defi-
nite forecasts. One way is to prepare alternative budgets, based on different 
assumptions about the level of sales volume. Thus, efficiency can be eval-
uated, even though wide variation exists between expected volume and 
actual volume. “Low-volume” and “high-volume” forecasts are prepared on 
break-even style charts and interpolated to adjust for the difference between 
the two alternative budgeted sales figures and the actual operating level.

However, “flexible budgeting” is the subject of considerable criti-
cism, because whenever it is used, plans must be made on the basis of a 
wide range of probabilities. Some experts refer to flexible budgeting as a 
crutch for weak executives who have not absorbed the art of forecasting. 
Most writers on sales management argue that some flexibility is desir-
able.  Companies cannot authorize a year ahead expense appropriations so 
inflexible that there is no need later to review or revise them. Full advan-
tage of new market opportunities must be taken as they appear. If com-
petitors initiate actions not foreseen at budget-making time, funds must 
be allocated to counteract them. A realistic attitude towards the dynamic 
character of the market is part of effective sales budgeting.

When the budget is in error because of faulty sales forecasting and 
badly set sales and profit objectives, the accepted procedure is to alter esti-
mates by applying standard ratios of costs to the adjusted volume figure. 
This system, known as “variable” budgeting, is used by most businesses.

CONCLUSION

The sales budget is a statement of projected sales revenues and selling 
expenses. The projected sales revenues are, in effect, the sales volume 
objectives derived from the various sales forecasts. The projected selling 
expenses are determined by the different organizational units within the 
sales department and are based on assigned sales and profit objectives. 
The sales budget is best prepared in an atmosphere where the bottom-up 
planning style predominates, with each echelon preparing a tentative bud-
get of revenue and expense. During the period in which the budget is in 
effect, items in the approved budget are compared with actual sales and 
expenses, and action is taken to bring the two into alignment. In reality, the 
sales budget is a composite of quotas—for sales, profits, and expenses—
and is a valuable tool for exercising control.
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Targets or quotas1 are quantitative objectives assigned to sales organi-
zational units—individual sales personnel, for instance. As standards 

for appraising selling effectiveness, targets specify desired performance 
levels for sales volume; such budgeted items as expenses, gross margin, net 
profi t, and return on investment; selling- and nonselling-related activities; 
or some combination of these items. Sales management sets targets for 
organizational units, such as individual sales districts and sales personnel. 
In some companies, sales management sets targets for intermediaries, such 
as agents, wholesalers, and retailers. Targets set for sales regions, or other 
marketing units on higher organizational levels, are customarily broken 

1Targets, in this chapter, is used synonymously with quotas

Targets and Sales 
Management

18

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the objectives in using targets

 ■ Understand the sales target, the sales forecast, and the sales budget

 ■ Know the different types of targets and target-setting procedures

 ■ Administer the target system
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down and reassigned to lower-level units like sales districts, or to individ-
ual sales personnel. All targets have a time dimension—they quantify what 
management expects within a given period.

Targeting is a process for directing and controlling sales operations. 
Their effectiveness depends upon the kind, amount, and accuracy of market-
ing information used in setting them, and upon management’s skill in admin-
istering the quota system. In effective systems, management bases targets on 
information derived from sales forecasts, studies of market and sales poten-
tials, and cost estimates. Accurate data are important to the  effectiveness of a 
target process, but, in and of themselves, they are not sufficient; judgment and 
administrative skill are required of those with target-setting  responsibilities. 
Soundly administered targets based on thorough market knowledge are 
effective for directing and controlling sales operations.

OBJECTIVES IN USING TARGETS

The general objective that sales management has in mind while using tar-
gets is to control the sales effort. Sales control is facilitated through setting 
targets to use in appraising performances of sales organizational units, 
such as a sales region or an individual on the sales force. Sales control is 
tightened through setting of targets on expenses and profitability of sales 
volume. A skilled management uses these to motivate personnel to achieve 
desired performance levels. When management sets targets, it firms up its 
performance expectations; when these expectations are communicated to 
those who are to perform, motivational forces are put into operation that, 
it is hoped, will result in the required effort.

To Provide Quantitative Performance Standards

Targets provide a means for determining which sales personnel, other 
units of the sales organization, or distributive outlets are doing an aver-
age, below-average, or above-average job. Territorial sales volume targets, 
for instance, are yardsticks for measuring territorial sales performance. 
Comparisons of targets with sales performance identify weak and strong 
points, but management must dig deeper to uncover reasons for  variations. 
A  well-designed quota system, combined with sales analysis helps, for 
example, in assuring that a bad showing in selling one product in a terri-
tory is not hidden by good showings in selling other products. Sales perfor-
mances vary, product by product, territory by territory, and salesperson by 
salesperson. Targets identify the strong and weak points; additional anal-
ysis of performance data uncovers reasons for performance differentials.
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To Obtain Tighter Sales and Expense Control

Control over expenses and profitability is tightened through targets. Some 
companies reimburse sales expenses only up to a certain percentage of 
sales volume, the expense quota being expressed as a percentage of sales. 
Others set dollar expense targets and appraise sales personnel, in part, by 
their success in staying within assigned expense limits. Still others establish 
targets for dollar profit or profit percentage on sales. These “budget” targets 
shift the emphasis from making sales to increasing profitability. Budget 
targets are particularly appropriate when additional sales volume is obtain-
able only at increased expense. Thus, profits increase only with improved 
selling efficiency (lower selling expenses or more profitable sales).

To Motivate Desired Performance

Targets motivate sales personnel, distributive outlets, and others engaged in the 
sales operation to achieve assigned performance levels. Some managements 
use targets solely for inspirational purposes, basing them almost entirely upon 
what they think individuals can be inspired to achieve. Because of the high 
degree of subjectivity in setting such targets, they frequently turn out to be too 
far-fetched, thus losing inspirational value. Most sales executives agree that 
targets should be attainable goals, achievable with justifiable pride. The sales-
person should believe so strongly in the target’s attainability that he or she will 
not give up with the excuse that it cannot be reached. Sales personnel should 
feel that they must reach assigned targets, and they should be confident that 
management will recognize their achievements. Motivation of sales personnel 
declines with easily attainable targets. The decline may, in fact, be so great that 
sales personnel are less likely to achieve easy targets than difficult targets.

For maximum effectiveness in motivating desired performance, tar-
gets cannot be based solely on judgment or on sales potentials. Past sales 
experience and analysis of the sales potential in a territory, for example, 
may appear to indicate that the sales volume quota of the salesperson 
assigned there should be increased by 50 percent over the previous year’s 
record. Psychological factors may make the much higher target inadvisable. 
Most sales personnel are hopelessly discouraged to learn that management 
expects their sales to rise by 50 percent in a single year. Consequently, in 
instances of this sort, management generally settles for raising the quota a 
small percentage each year until finally it is brought up to the desired level.

To Use in Connection with Sales Contests

Companies frequently use “performance against target” as the main basis 
for making awards in sales contests. Sales contests are more powerful 
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incentives if all participants feel they have a more or less an equal chance 
of winning. By basing awards on percent of target achieved, the desired 
“common denominator” feature is built into a contest. Adjustments are 
made for differences among territories (as in coverage difficulty and com-
petitive position) and for differences among sales personnel (as in experi-
ence with the company and in the territory). Generally, contest targets are 
designed solely for contest use, “special targets” to stimulate special effort, 
causing average sales personnel to turn in above-average performances.

SALES TARGET, SALES FORECAST, AND THE SALES BUDGET

Relationships among sales target, the sales forecast, and the sales budget 
vary from company to company. Relationships depend not only upon the 
procedures used in forecasting, budgeting, and target setting but upon how 
the planners integrate these three procedures. The greater the integration, 
the more effective targets are as mechanisms for controlling sales efforts. 
Planning a company sales effort begins with a sales forecast and evolves 
naturally into a sales budget, thus setting the stage for the controlling phase, 
which involves, among other things, determination of sales targets for use 
as performance standards.

A review of the sales planning process is in order. Basically, a sales 
forecast is a sales estimate tied to a marketing program and assuming certain 
environmental factors. When management arrives at the sales estimate, it 
has, in effect, decided the sales volume objective; then, after determining the 
expenses of obtaining this sales level, management computes the net profit 
contribution, brings all these figures together into a sales budget, and sets 
the objective for net profit. Management now decides how much of the esti-
mated sales volume should come out of each territory, how much expense 
should be incurred in each, and how much profit contribution each should 
produce. Here management determines quantitative objectives, such as tar-
gets, to assign to individual sales personnel (or to other organizational units 
of the sales department, or to distributive outlets). However, as is made clear 
later, setting sales targets is not a matter of simply dividing companywide 
estimates into smaller parts.

TYPES OF TARGETS AND TARGET-SETTING PROCEDURES

Differences in forecasting and budgeting procedures, management phi-
losophy, selling problems, and executive judgment, as well as varia-
tions in target-setting procedures, cause each firm to have somewhat 
unique  targets. Ignoring small differences, however, targets fall into four 
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 categories: (1) sales volume, (2) budget, (3) activity, and (4) combination. 
Differences in procedures show up mainly in the setting of sales volume 
and budget targets.

Sales Volume Targets

The sales volume target is the oldest and most common type. It is an import-
ant standard for appraising the performances of individual sales personnel, 
other units of the sales organization, and distributive outlets. Sales volume 
targets communicate managements’ expectations as to “how much for what 
period.” Sales volume targets are set for geographical areas, product lines, 
or marketing channels or for one or more of these in combination with any 
unit of the sales organization, the exact design depending upon what facets 
of the selling operation management wants to appraise or motivate.

The smaller the selling unit, the more effective a target is for con-
trolling sales operations. Setting a sales volume target for a sales region, 
for example, obtains some direction and control, but setting sales volume 
targets for each sales territory in the region obtains much more. Setting 
sales volume targets for smaller selling units makes it less likely that good 
or bad sales performance in one aspect of the selling operation will be 
obscured by offsetting performance in other aspects. The same holds for 
sales volume targets on products or time periods—more direction and con-
trol are secured by setting targets for individual products rather than for 
entire product lines, and for short periods rather than long.

Sales volume targets see extensive use. Sales executives set them and 
the sales volume objective dominates other objectives. Before profits are 
earned, some sales volume level must be attained. It is entirely logical 
for sales management first to set standards for sales volume performance. 
Sales personnel readily grasp the significance of sales volume targets. 
However, sales management should not deemphasize earning of profits or 
conserving on selling expense. Sales volume alone, although important, is 
not sufficient—profits are necessary for survival.

Dollar sales volume targets. Companies selling broad product lines set 
sales volume targets in dollars rather than in units of product. These compa-
nies meet complications in setting unit targets and in evaluating sales per-
formance for individual products. A key advantage of the dollar terminol-
ogy is that the dollar sales volume targets relate easily to other performance 
data, such as selling expenses, through ratios or percentages. In addition, 
when products have no established prices, and sales personnel have discre-
tion in cutting prices, either dollar volume targets or combined dollar and 
unit volume targets assure that sales personnel do not cut prices too deeply 
to build unit volume.
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Unit sales volume targets. Sales volume targets in units of product are 
used in two situations. One is that in which prices fluctuate considerably; 
in this situation, unit sales volume targets are better yardsticks than are 
dollar sales volume targets. If a product is now priced at $80 a unit, 600 
units sold means $48,000 in sales, but if the price rises by 25 percent (to 
$100 a unit), only 480 units sold brings in the same dollar volume.

The second situation occurs with narrow product lines sold at stable 
prices. In this situation, dollar volume and unit volume targets might both 
appear appropriate, but, especially if unit prices are high, unit targets are pref-
erable for psychological reasons—sales personnel regard a $1 million quota 
as a higher hurdle than a forty-unit quota for machines priced at $25,000 each.

Procedures for Setting Sales Volume Targets

Sales volume targets derived from territorial sales potentials. It seems 
logical that a sales volume quota should derive from the sales potential pres-
ent, for example, in a territory. A sales volume quota sums up the effort 
that a particular selling unit should expend. Sales potential, by definition, 
represents the maximum sales opportunities open to the same selling unit. 
Many managements derive sales volume targets from sales potentials, and this 
approach is appropriate when (1) territorial sales potentials are determined in 
conjunction with territorial design or (2) bottom-up planning and forecasting 
procedures are used in obtaining the sales estimate in the sales forecast.

If sales territories are designed and sales personnel assigned according 
to procedures recommended in Chapter 19, management is justified in set-
ting sales volume targets by calculating the percentage relationship between 
each territorial sales potential and total sales potential and using the resulting 
percentages to apportion the company sales estimate among territories. If, for 
instance, territory A’s sales potential is 2 percent of the total, and the com-
pany sales estimate is $20 million, then the sales volume quota for territory 
A is $400,000. Assuming that no further adjustments are needed, the summa-
tion of all territorial sales volume targets equals the company sales estimate. 
However, total sales potential is generally not equal to the total sales estimate, 
even though the two figures are related. Sales potentials, for companies as 
well as for territories, are the sales volumes reachable under ideal conditions, 
whereas sales estimates and sales volume targets are the sales levels manage-
ment expects to attain under somewhat less than ideal conditions.

If bottom-up planning and forecasting procedures have been used, 
management already has considered such factors as past sales, competition, 
changing market conditions, and differences in personal ability, as well as 
contemplated changes in prices, products, promotion, and the like—if it 
has, then the final revised estimates of territorial sales potentials become 
the territorial sales volume targets. However, in spite of what has just been 
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said, further adjustments are generally advisable because sales volume tar-
gets related directly to territorial sales potentials depend upon statistical 
data underlying estimates of sales potential; in other words, the tempering 
of experienced judgment is needed for realistic sales volume targets to 
result. Rarely does a company achieve an ideal territorial design, and to 
the extent that territorial differences (in coverage difficulty, for instance) 
have not been taken into account previously, compensating adjustments 
are made when setting sales volume targets.

Few companies achieve an ideal assignment of sales personnel to 
territories, so, in setting targets, differences in anticipated personnel effec-
tiveness because of age, energy, initiative, experience, knowledge of the 
territory and physical condition require adjustments. Moreover, sales vol-
ume targets motivate individual sales personnel in different ways—one is 
thrilled to learn that next year’s target is 50 percent above this year’s, a sec-
ond is hopelessly discouraged by similar news—and target setters adjust 
for such differences. Then, too, some companies provide financial motiva-
tion by linking compensation to performance against target; this generally 
means that volume targets are set lower than sales potentials.

Sales volume targets derived from total market estimates. In some 
companies, management has neither statistics nor sales force estimates of 
territorial sales potentials. These companies use top-down planning and fore-
casting to obtain the sales estimate for the whole company; hence, if manage-
ment sets volume targets, it uses similar procedures. Management may either 
(1) break down the total company sales estimate, using various indexes of 
relative sales opportunities in each territory, and then make adjustments 
(such as those described in the previous section) to arrive at territorial sales 
volume targets; or (2) convert the company sales estimate into a company-
wide sales target (by taking into account projected changes in price, product, 
promotion, and other policies) and then break down the company volume 
target, by using an index of relative sales opportunities in each territory. In 
the second procedure, another set of adjustments is made for differences in 
territories and sales personnel before finally arriving at territorial targets.

Note that these choices are similar, the only difference being whether 
adjustments are made only at the territorial level, or also at the company 
level. The second alternative is the better choice. Certain adjustments apply 
to the total company and to all sales territories; others apply uniquely to 
individual territories. The two-level approach assumes that both classes of 
adjustments receive attention.

In companies with more than two organizational levels in the sales 
department, additional rounds of adjustments are necessary. For instance, 
consider the company with both sales regions and sales territories. One 
round of adjustments takes place at the company level, and another at the 
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regional level. Most regional sales managers would want a third round of 
adjustments before setting territorial sales volume targets, as territorial sales 
volume targets should not be set finally until after consulting sales person-
nel assigned to territories. The regional sales manager ordinarily calls in 
each salesperson to discuss the territorial outlook relative to the share of 
the regional sales volume target that each territory should produce; then 
the regional manager’sets territorial sales volume targets. Targets developed 
in this way are more acceptable to the sales staff, because each has par-
ticipated in setting them, and each has had the opportunity to contribute 
information bearing on the final target.

Sales volume targets based on past sales experience alone. A crude 
procedure is to base sales volume targets solely on past sales experience. 
One company, for instance, takes last year’s sales for each territory, adds 
an arbitrary percentage, and uses the results as sales volume targets. A sec-
ond averages past sales for each territory over several years, adds arbitrary 
amounts, and thus sets targets for sales volume. The second company’s 
procedure is the better of the two—by averaging sales figures, manage-
ment recognizes that the sales trend is important. The averaging procedure 
evens out the distorting effects of abnormally good and bad years.

Companies using past sales procedures for determining sales volume 
targets assume not only that past and future sales are related, but that past 
sales have been satisfactory. These assumptions may or may not be valid, 
but one thing is certain: companies making them perpetuate past errors. If 
a territory has had inadequate sales coverage, basing its sales volume target 
on past sales ensures future inadequate sales coverage.  Furthermore, the 
average-of-past-sales method has a unique defect in that average sales lag 
behind actual sales during long periods of rising or falling sales. Thus, during 
these periods targets always are set either too low or too high. Targets based 
solely on past sales, moreover, make poor performance standards, as pre-
viously poor performances go undetected and are built into the standards 
automatically. Two individuals, for example, may receive identical sales vol-
ume targets, even though one realized 90 percent of previous territorial sales 
potential and the second only 70 percent. Neither knowing nor considering 
the true sales opportunities in each territory, management perpetuates past 
inequities. Past sales experience should be considered in setting territorial 
sales volume targets, but it is only one of many factors to take into account.

Sales-volume targets based on executive judgment alone. Sometimes, 
sales volume targets are based solely on executive judgment. This is justi-
fied when there is little information to use in setting targets. There may be 
no sales forecast, no practical way to determine territorial sales  potential. 
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The  product may be new and its probable rate of market acceptance 
unknown; the territory may not yet have been opened, or a newly recruited 
salesperson may have been assigned to a new territory. In these situations, 
management may set sales volume targets solely on a judgment basis. 
 Certainly, however, targets can be of no higher quality than the judgment 
of those setting them. Judgment, like past sales experience, is important in 
determining targets, but it is not the only ingredient.

Sales volume targets related only to compensation plan. Companies 
sometimes base sales volume targets solely upon the projected amounts of 
compensation that management believes sales personnel should receive. 
No consideration is given to territorial sales potentials, total market esti-
mates, and past sales experience, and targets are tailored exclusively to fit 
the sales compensation plan. If, for instance, salesperson A is to receive a 
$5,000 monthly salary and a 5 percent commission on all monthly sales over 
$100,000, A’s monthly sales volume quota is set at $100,000. As long as A’s 
monthly sales exceed $100,000, management holds A’s  compensation-to-sales 
ratio to 5 percent. Note that A is really paid on a straight- commission plan, 
even though it is labeled “salary and commission.”

Such sales volume targets are poor standards for appraising sales per-
formance; they relate only indirectly, if at all, to territorial sales potentials. 
It is appropriate to tie in sales force target performances with the sales 
compensation plan, that is, as a financial incentive to performance, but no 
sales volume target should be based on the compensation plan alone, for 
that is “putting the cart before the horse.”

Letting sales personnel set their own sales volume targets. Some com-
panies turn the setting of sales volume targets over to the sales staff, who 
are placed in the position of determining their own performance standards. 
The ostensible reason is that sales personnel, being closest to the terri-
tories, know them best and therefore should set the most realistic sales 
volume targets. The real reason, however, is that management is shirking 
the target-setting responsibility and turns the whole problem over to the 
sales staff, thinking that they will complain less if they set their standards. 
There is, indeed, a certain ring of truth in the argument that having sales 
personnel set their own objectives may cause them to complain less, and to 
work harder to attain them. But sales personnel are seldom dispassionate 
in setting their own targets.

Some are reluctant to obligate themselves to achieve what they regard 
as “too much”; others—and this is just as common—overestimate their 
capabilities and set unrealistically high targets. Targets set unrealistically 
high or low—by management or by the sales force—cause dissatisfaction 
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and low sales force morale. Management should have better information; 
therefore, it should make final target decisions. How, for instance, can sales 
personnel adjust for changes management makes in price, product, promo-
tion, and other policies?

Budget Targets

Budget targets are set for various units in the sales organization to control 
expenses, gross margin, or net profit. The intention in setting budget targets 
is to make it clear to sales personnel that their jobs consist of something more 
than obtaining sales volume. Budget targets make personnel more conscious 
that the company is in business to make a profit. Expense targets emphasize 
keeping expenses in alignment with sales volume, thus indirectly controlling 
gross margin and net profit contributions. Gross margin or net profit targets 
emphasize margin and profit contributions, thus indirectly controlling sales 
expenses.

Expense targets. The setting of expense target plans for reimbursing 
sales force expenses were analyzed earlier,2 so discussion here focuses on 
using expense targets in appraising performance. Hardly ever are expense 
targets used in lieu of other targets; they are supplemental standards aimed 
toward keeping expenses in line with sales volume. Thus, expense targets 
are used most often in combination with sales volume targets.

Frequently, management provides sales personnel with financial 
incentives to control their own expenses. This is done either by tying per-
formance against expense targets directly to the compensation plan or by 
offering “expense bonuses” for lower expenses than the targets. Expense 
targets derive from expense estimates in territorial sales budgets. But to 
reduce the administrative burden and misunderstandings, expense targets 
are generally expressed not in dollars but as percentages of sales, thus 
directing attention both to sales volume and the costs of achieving it. 

Setting expense targets as sales volume percentages poses some 
 problems. Variations in coverage difficulty and other environmental factors, 
as well as in sales potentials, make it impractical to set identical expense 
percentages for all territories. Then, too, different sales personnel sell dif-
ferent product mixes, so some incur higher expenses than others, again 
making impractical the setting of identical expense percentages. But most 
important is that selling expense does not vary directly with sales volume, 
as is implicitly assumed with the expense percentage target. Requiring that 

2See Chapter 14
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expenses vary proportionately with changes in sales volume may reduce 
selling incentive. It may happen, for instance, that selling expenses amount 
to 3 percent of sales up to $700,000 in sales, but obtaining an additional 
$50,000 in sales requires increased expenses of $2,500, which amounts to 
5 percent of the marginal sales increase.

Clearly, management should not arbitrarily set percentage expense 
targets. Analysis of territorial differences, product mixes in individual sales, 
and expense variations at various sales volume levels should precede 
actual target setting. Furthermore, because of difficulties in making precise 
adjustments for these factors, and because of possible changes in territorial 
conditions during the operating period, administering an expense target 
system calls for great flexibility.

The chief attraction of the expense target is that it makes sales per-
sonnel more cost conscious and aware of their responsibilities towards 
expense control. They are less apt to regard expense accounts as “swindle 
sheets” or vehicles for padding take-home pay. Instead, they look upon the 
expense target as a standard used in evaluating their performance.

However, unless expense targets are intelligently administered, sales 
personnel may become too cost conscious—they may stay at third-class 
hotels, patronize third-class restaurants, and avoid entertaining  customers. 
Sales personnel should understand that, although expense money is not 
to be wasted, they are expected to make all reasonable expenditures. 
Well-managed companies, in fact, expect sales personnel to maintain stan-
dards of living in keeping with those of their customers.

Gross margin or net profit targets. Companies not setting sales volume 
targets often use gross margin or net profit targets, shifting the emphasis 
to making gross margin or profit contributions. The rationale is that sales 
personnel operate more efficiently if they recognize that sales increases, 
expense reductions, or both, are important only if increased margins and 
profits result.

Gross margin or net profit targets are appropriate when the product 
line contains both high- and low-margin items. In this situation, an equal 
volume increase in each of the two products may have widely different 
effects upon margins and profits. Low-margin items are the easiest to sell; 
thus sales personnel taking the path of least resistance concentrate on them 
and give inadequate attention to more profitable products. One way to 
obtain better balanced sales mixtures is through gross margin or net profit 
targets. However, the same results are achieved by setting individual sales 
volume targets for different products, adjusting each quota to obtain the 
desired contributions.
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Problems are met both in setting and administering gross margin or 
net profit targets. If gross margin targets are used, management must face 
the fact that sales personnel generally do not set prices and have no con-
trol over manufacturing costs; therefore, they are not responsible for gross 
margins. If net profit targets are used, management must recognize that 
certain selling expenses, such as those of operating a branch office, are 
beyond the salesperson’s influence.

To overcome these complications, companies frequently set targets 
in terms of “expected contribution” margins, thus avoiding arbitrary allo-
cations of expenses that are not under the control of sales personnel. 
 Arriving at expected contribution margins for each salesperson, however, 
is  complicated. Even if a company solves these accounting-type problems, 
it faces further problems in administration. Sales personnel may have diffi-
culties in grasping technical features of quota-setting procedures, and man-
agement may spend considerable time in ironing out  misunderstandings. 
In addition, special records must be maintained to gather the needed 
 performance information. Finally, because some expense factors are 
always beyond the control of sales personnel, arguments and disputes are 
inevitable. The company using gross margin or net profit targets assumes 
increased clerical and administrative costs.

Activity Targets

The desire to control how sales personnel allocate their time and efforts 
among different activities explains the use of activity targets. A company 
using activity targets starts by defining the important activities sales per-
sonnel perform; then it sets target performance frequencies. Activity targets 
are set for total sales calls, calls on particular classes of customers, calls on 
prospects, number of new accounts, missionary calls, product demonstra-
tions, placement or erection of displays, making of collections and the like. 
Before setting activity targets, management needs time-and-duty studies of 
how sales personnel actually apportion their time, making additional stud-
ies to determine how sales personnel should allocate their efforts. Ideally, 
management needs time-and-duty studies for every salesperson and sales 
territory, but, of course, this is seldom practical.

Activity targets are appropriate when sales personnel perform 
important nonselling activities. For example, activity targets are much 
used in insurance selling, where sales personnel must continually develop 
new contacts. They are also common in drug detail selling, where sales 
personnel call on doctors and hospitals to explain new products and new 
applications of both old and new products. Activity targets permit man-
agement not only to control but to give recognition to sales  personnel 

18-ch18.indd   424 6/19/2017   12:54:24 PM



CHAPTER 18: Targets and Sales Management 425

for performing nonselling activities and for maintaining contacts with 
customers who may buy infrequently, but in substantial amounts.

While there is a large amount of clerical and record-keeping work, the 
main problem in administering an activity target system is that of inspiring 
the sales force. The danger is that sales personnel will merely go through 
the motions and not perform activities effectively. Activity targets used 
in isolation reward sales personnel for quantity of work, irrespective of 
 quality. This is less likely to happen when activity targets are used with 
sales volume or expense targets; still adequate supervision and close con-
tact with sales personnel are administrative necessities.

Combination and Other Point System Targets

Combination targets control performance of both selling and nonselling 
activities. These targets overcome the difficulty of using different mea-
surement units to appraise different aspects of performance (for example, 
dollars to measure attention given to developing new business). Because 
 performances against combination targets are computed as percentages, 
these targets are known as point systems, the points being percentage 
points.

Figure 18.1 illustrates how performances, or point scores, are deter-
mined under a system incorporating both sales volume and activity goals. In 
this system, each of four different aspects of the sales job is weighted accord-
ing to management’s evaluation of its relative importance. Column 1 shows 
the four targets making up the combination, and column 2 records actual 
performance data. Column 3, indicating the percentage of target achieved, 
is multiplied by the weighting factor in column 4 to yield the weighted per-
formance in column 5. Finally, the column 5 total is divided by the column 
4 total to determine each salesperson’s overall performance rating. Thus, 
 Snyder’s rating is 87.145 percentage points (that is, 87.145 percent of the 
combination target) and Thompson’s is 85.143. Combination targets may also 
be designed without attaching different weights to the various components 
(which, of course, is the same as equally weighting all components), but in 
most cases, different weights are justified because all components are rarely 
of equal importance. In the example, had different weights not been used, 
management would have appraised Thompson’s performance as better than 
Snyder’s: 91 versus 88 percentage points. The reversal emphasizes the impor-
tance of selecting weights with care.

Combination targets summarize overall performance in a single mea-
sure, but they present some problems. Sales personnel may have diffi-
culties in understanding them and in appraising their own  achievements. 
 Combination targets also have a built-in weakness in that design 
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 imperfections may cause sales personnel to place too much emphasis on 
one component activity. Suppose that Snyder or Thompson, in the previous 
illustration, decides to erect twice as many displays as the target specifies 
and to do almost no prospecting. The possibility that some sales personnel 
may try to “beat the system” in this or other ways indicates that, as with 
other complex target systems, continual supervision of the sales force is 
essential.

Another widely used point system is the full-line target, which is 
designed to secure some desired balance of sales among various products. 
Figure 18.2 illustrates a point system target. Two members of the sales staff, 

FIGURE 18.1  Determination of  Point Scores Under  
a Weighted Combination Target System

Salesperson: T. Snyder
(1)  
 

Target

(2)  
 

Actual

(3)  
Percent 
Target

(4)  
 

Weight

(5)  
Target × 
Weight

Sales volume $75,000 $67,300 90 3 270

New accounts obtained 20 15 75 2 150

Calls on prospects 50 50 100 1 100

Displays erected 150 135 90 1 90

610  7  610 

 7  = 87.145 (Snyder’s point score)

Salesperson: J. Thompson
(1)  
 

Target

(2)  
 

Actual

(3) 
Percent 
Target

(4)  
 

Weight

(5) 
Target × 
Weight

Sales volume $90,000 $63,000 70 3 210

New accounts obtained 30 27 90 2 180

Calls on prospects 90 100 111 1 111

Displays erected 200 190 95 1 95

596  7 596

 7  = 85.143 (Thompson’s point score)
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Ed O’Reilly and Debbie Johnson, sell three products, A, B, and C. Products 
A and B are low-margin items and easy to sell; product C is a high- margin 
item that takes extra effort to sell. Sales management has set a target for 
each product and established weights reflecting relative sales difficulty 
and profitability. By some coincidence, perhaps unrealistic but reveal-
ing, O’Reilly and Johnson were assigned identical targets and, by an even 
greater coincidence, their performances resulted in equal sales   volumes. 
However, Johnson receives the higher point score and therefore is the 
 better performer. Why? She places more emphasis on selling product C and 
obtains a better balance in selling the three products.

FIGURE 18.2  Appraising Performance with a Full-Line  
Point-Target System

Salesperson: Ed O’Reilly

Product
Sales Volume 

Target
Actual  
Sales

Percent  
Attained Weight

Percent  
Attained  
× Weight

A $20,000 $20,000 100 1 100

B 20,000 20,000 100 1 100

C 10,000 4,000 40 2 80

  Total $50,000 $44,000  4 280

       280

      4  = 70.0 (O’Reilly’s point score)

Salesperson: Debbie Johnson

Product
Sales Volume 

Target
Actual  
Sales

Percent  
Attained Weight

Percent  
Attained  
× Weight

A $20,000 $16,000 80 1 80

B 20,000 18,000 90 1 90

C 10,000 10,000 100 2 200

  Total $50,000 $44,000  4 370

       370

                    4   = 92.5 (Johnson’s point score)
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ADMINISTERING THE TARGET SYSTEM

Skill in administering the target system is important not only for realizing 
the full benefit for control purposes, but to securing staff cooperation in 
making the system work. Most critical is securing and maintaining accep-
tance of the targets by those to whom they are assigned. Few people take 
kindly to having yardsticks applied to their performance. Constitutionally, 
most sales personnel oppose targets, and anything that makes them doubt 
the accuracy, fairness, or attainability of those targets makes them less will-
ing to accept them, thus reducing the system’s effectiveness.

Accurate, Fair, and Attainable Targets

Good targets are accurate, fair and attainable. Obtaining accurate targets 
is a function of the target-setting procedure: the more closely targets are 
related to territorial potentials, the greater the chances for accuracy. But, 
in addition, regardless of the type of target—sales volume, budget, activity, 
or combination—sound judgment is important in analyzing market data, 
adjusting for contemplated policy changes (and for conditions unique to 
each territory), and appraising changes in personnel capabilities, as well 
as in setting the final targets. Accurate targets result from skillful blending 
of planning and operating information with sound judgment. Setting a 
fair target involves determining the proper blend of sales potential and 
previous experience.

Admittedly, whether targets are fair and attainable depends not only 
upon the quality of management’s judgment but upon the capabilities and 
motivations of sales force. Sometimes, perhaps even usually, the extent 
to which a salesperson’s target is fair and attainable can only be ascer-
tained after performance has been recorded. Even then, management must 
exercise care in appraising variations from the target—to what extent are 
they attributable to quota inaccuracies and to what extent to salesperson 
 inadequacies? After all, targets are not absolute performance standards, 
and errors are made in setting them.

If management believes that its target-setting procedure produces 
accurate targets and is confident that fair targets are being assigned, then 
they should be attainable. Most target-setting errors are those of judgment, 
most traceable to setting targets above each salesperson’s expected perfor-
mance to provide an incentive for improvement. Targets that some sales 
personnel fail to attain are not necessarily unfair—whether they are or not 
depends on who fails to attain them. One executive offers this general rule. 
“You have set equitable targets if your weaker people fail to attain them, 
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and if your better people either reach or slightly exceed them.” Thus, in 
ascertaining fairness, management faces a possible dilemma because the 
targets themselves are the performance standards most used for appraising 
the quality of sales personnel. Clearly, subjective evaluations of sales per-
sonnel according to qualitative performance criteria are required to ascer-
tain whether targets are fair.

Securing and Maintaining Sales Personnel’s Acceptance of Targets

Management must make certain that sales personnel understand targets and 
the target-setting procedure. Conveying this understanding is a critical step 
in securing staff acceptance of targets. If sales personnel do not understand 
the procedure used in establishing targets, they may suspect, for example, 
that the targets are a technique to obtain extra effort from them at no cost to 
the company. This attitude destroys the target’s effectiveness as an incentive. 
It is important that sales personnel understand the significance of targets as 
communicators of “how much for what period,” but, if they also understand 
the quota-setting procedure, they are more likely to consider their targets 
accurate, fair, and attainable. The target-setting method should be simple 
enough for sales personnel to understand, yet sufficiently sophisticated to 
permit acceptable accuracy. Sometimes, this means that management, faced 
with choosing between two target-setting procedures, may choose the less 
sophisticated because it can be more easily explained to, and understood 
by, the sales staff. More sophisticated procedures should not be ruled out, 
but managements using them must explain them to the sales force.

Participation by sales personnel in target setting. If sales  personnel 
participate in target setting, the task of explaining targets and how they 
are determined is simplified. With sales personnel helping to set their 
own targets, management has more assurance that the procedure will be 
 understood. How much staff participation is solicited depends upon man-
agement philosophy, types of targets, information available, sophistication 
of the target-setting procedure, and the caliber of the sales force. It is not 
advisable to turn the whole target-setting job over to the sales staff, but 
some sales force participation can obtain more accurate and realistic  targets. 
Sales personnel have some information about their territories that manage-
ment does not have, and it can contribute to quota accuracy. Furthermore, 
when sales personnel participate in quota setting, they are more easily con-
vinced of the fairness of targets.

Keeping sales personnel informed. Effective sales management keeps 
sales personnel informed of their progress relative to targets. Sales person-
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nel receive frequent reports detailing their performance to date. This per-
mits them to analyze their own strong and weak points and take corrective 
action. Of course, sales personnel need encouragement, advice, and occa-
sionally, warnings, in deciding to take measures to improve their perfor-
mance. To reap full benefits from keeping sales personnel informed requires 
frequent personal contacts by supervisors, as well as regular reports.

Need for continuous managerial control. In administering any 
target system, there is a need for continuous monitoring of performance. 
 Arrangements must be made to gather and analyze performance statis-
tics with minimum delay. Charts recording each salesperson’s performance 
against target on a monthly, or even weekly, basis facilitates this  analysis. 
Figure 18.3 is a typical chart for comparing sales targets with actual 
 performances. Not all sales executives agree that charts should be posted 
for all to see, but most provide each person with information on his or her 
performance. Keeping sales personnel informed at frequent intervals, at 
least monthly, requires subdividing the year. Generally, the annual target 
is divided by the number of reporting periods, but, of course, this can be 
misleading, when random fluctuations in sales occur. For products with 
seasonal sales patterns it is more logical to apportion annual targets rela-
tive to either the proportion of sales made in each reporting period during 
the previous year, or the proportions made in “normal” years.

Functioning target systems can almost always be improved. An 
alert management continually appraises operation of the system and 
makes needed changes. Continuous managerial review and appraisal are 
required, since, for example, a target that was accurate, fair, and attainable 
at the beginning of an operating period can prove totally unrealistic in 
view of changing selling conditions. Flexibility in administering the sys-
tem is important—if a target is proving unrealistic, it should be adjusted. 
Administrative flexibility is desirable, but not too much. Small changes 
can be ignored; important changes call for adjustments. One company, 
for instance, adjusts dollar targets in the event of a significant price 
change, or any change of 5 percent or more in their  industry  forecasts. 
Balance is needed between flexibility to every slight change and inflexi-
bility regardless of changes.

REASONS FOR NOT USING SALES TARGETS

Some companies do not use targets. In certain industrial-goods categories, 
for instance, it is difficult to obtain accurate sales estimates; thus, targets, if 
used, are based on subjective judgments. Numerous executives prefer not 
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FIGURE 18.3  Sales Target and Actual Performance for Month, Year

    Current Month           Year to Date     

  Salesperson Target Sales Percent Rank Target Sales Percent Rank

A

B

C

D

E

F

G

H

I

J

K

L

M

N

O

P

Q

R

S

T

U

V

W

X

Y

Z

Total
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to use targets if it means basing them on “guesstimates.” In other situa-
tions, it is possible to obtain accurate sales estimates, but executives, per-
haps wrongly, contend that obtaining and analyzing other data necessary 
for target determination means inordinate expenditures of time and money. 
No target should cost more than it is worth, but it is difficult to visualize a 
situation in which accurate targets coupled with good administration would 
not increase selling efficiency.

In some companies, the fact that target determination requires using 
statistical techniques is the reason given for nonuse of targets. The fear is 
that sales personnel will not accept targets prepared by hard-to- explain 
techniques. In other instances, there are difficulties in arriving at fair 
weights for territorial potential, competitive position, coverage difficulty, 
and salesperson ability. Thus, when targets are tried, they may be set too 
high, which could cause high-pressure selling, or too low, which could pro-
vide insufficient incentive.

Some executives oppose targets on the grounds that they place too 
much emphasis upon making sales. This may be a legitimate criticism of sales 
volume targets, but not of all targets. Other executives object to the word “tar-
get,” which they say has negative connotations, and prefer to assign “objec-
tives.” These executives, in other words, use targets but under another name.

One situation exists where targets, in the normal sense, are not appro-
priate. It occurs when a product is in short supply. In such cases, most 
managements believe that it is wise to divide the available supply equitably 
among customers. In sellers’ markets, the allocation substitutes for the tar-
get, which characteristically is appropriate for use only in buyers’ markets.

CONCLUSION

Targets are quantitative objectives assigned to sales personnel and other 
units of the selling organization. They are intended both to stimulate perfor-
mance and to evaluate it, through communicating management’s expectations 
and through serving as performance measures. In successful target systems, 
 special pains are taken to tie in target-setting procedures with sales potentials 
and planning data from the sales forecast and sales budget. Sound judgment is 
required for adjusting tentative targets both for contemplated policy changes 
and for factors unique to each territorial environment. Continuous managerial 
review and appraisal and balanced flexibility in making changes in targets 
and improvements in target-setting procedures characterize successful target 
system. When based on relevant and accurate market information, and when 
intelligently administered, targets are effective devices for directing and con-
trolling sales operations.
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Establishment of sales territories facilitates matching selling efforts with 
sales opportunities. Sales personnel are assigned the responsibility for 

serving particular groupings of customers and prospects and provide con-
tact points with the markets. Territorial assignments lend direction to the 
planning and control of sales operations.

In establishing sales territories, management is taking an important 
step towards accumulating knowledge on the company’s strengths and 
weaknesses in serving different markets. Through utilization of this knowl-
edge in planning sales operations, managerial efforts to improve competi-
tive position become increasingly effective.

Realistic sales planning is done on a territory-by-territory basis. 
 Characteristics of customers and prospects vary from one sales territory to 

Sales Territories

19

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the sales territory concept

 ■ Understand the procedures for setting up or revising sales territories

 ■ Understand the process of assigning sales personnel to territories

 ■ Understand the routing and scheduling sales personnel
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another, and sometimes even from one county to the next. The territory is 
a more homogeneous unit than the market as a whole.

Breaking down the total market into smaller units makes control of 
sales operations more effective. Assigning responsibility for achieving spe-
cific objectives to subordinate line executives and individual sales personnel 
brings selling efforts into alignment with sales opportunities. Direction is 
lent to gathering in formation on individual performances, and comparisons 
of performances with sales opportunities present in each territory provide 
sound bases for appraisal.

THE SALES TERRITORY CONCEPT

The emphasis in the sales territory concept is upon customers and 
prospects rather than upon the area in which an individual salesper-
son works. Operationally defined, a sales territory is a grouping of cus-
tomers and prospects assigned to an individual salesperson. Many sales 
executives refer to sales territories as geographic areas, for example, the 
South Mumbai or the North Mumbai territory. But, in contrast, in some 
companies, particularly those in which the technical selling style is pre-
dominant, geographical considerations are ignored and sales personnel 
are assigned entire classes of customers, regardless of their locations. 
Whether designated geographically or not, a sales territory is a grouping 
of customers and prospects that can be accessed conveniently and eco-
nomically by an individual salesperson.

For further emphasis on the point that designations of territories 
should not be done solely along geographical lines, consider the following 
situations. When sales personnel sell mainly to personal acquaintances, as 
in selling property insurance, investment securities, and automobiles, little 
logical basis exists for dividing the market geographically. Similarly, in sell-
ing real estate, where the market is localized and where the customer usu-
ally seeks out the firm rather than the salesperson, geographically defined 
territories are meaningless. In these cases, sales personnel are, for the most 
part, inside order takers; customers seek out the supplier. But even, as in 
life insurance selling, where sales personnel are outside order-getters and 
seek out prospects, the personal and localized nature of the market makes 
geographical assignments of territories inappropriate.

Other situations exist in which sales territories are not designated 
geographically. Certain companies have highly specialized sales person-
nel, each with responsibility for serving customers who need his or her 
special skills. For instance, one maker of complicated machinery has only 
five salespersons, each specializing either in part of the product line or in 
particular product applications. In other companies, it is common to have 
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more than one salesperson assigned to work in the same city or metropoli-
tan area, and it is difficult to divide the area among them, not only because 
of the scattered locations of accounts but because “leads” furnished by 
established customers often require calls in different parts of the city.

Small companies, and companies introducing new products requiring 
the use of different marketing channels, often do not use geographically 
defined territories at all or, if they do, use rough divisions, such as entire 
states or census regions. In these instances, there is no reason to assign terri-
tories, since existing sales coverage capabilities are inadequate as compared 
to sales potentials.

In most marketing situations, however, it is advantageous to “assign” 
sales personnel to territories. Determining the territorial assignments requires 
consideration of customers’ service requirements and the costs of providing 
service. Geography affects both a company’s ability to meet customers’ service 
requirements and the costs of meeting them. Even when territorial boundaries 
are geographical, each salesperson’s assignment is a grouping of customers 
and prospects, and only for reasons of convenience and economy in a geo-
graphical cluster—the emphasis is on the customers, not on their locations.

House Accounts

A house account is an account not assigned to an individual salesperson but 
one handled by executives or home office personnel. Many are extremely 
large customers, most of whom prefer—indeed, sometimes demand—to 
deal with the home office. Frequently, house accounts are responsible for 
significant shares of a company’s total business. When house accounts are 
excluded from territorial assignments, adverse effects upon sales force 
morale are possible—if sales personnel feel that the company is depriving 
them of the best customers.

Most companies prefer to minimize the number of house accounts. How-
ever, some large customers refuse to do business any other way.  Companies in 
which sales personnel understand that their territories are particular groupings 
of customers and prospects—rather than specific geographical areas—find 
that house accounts have little adverse effect on sales force morale.

REASONS FOR ESTABLISHING OR REVISING SALES TERRITORIES

Sales territories are set up, and subsequently revised as market conditions 
dictate, to facilitate the planning and control of sales operations. More 
specifically, there are five reasons for having sales territories: (1) to pro-
vide proper market coverage, (2) to control selling expenses, (3) to assist 
in evaluating sales personnel, (4) to contribute to sales force morale, and 
(5) to aid in the coordination of personal-selling and advertising efforts.
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Providing Proper Market Coverage

Sometimes a company loses business to competitors because it does not 
have proper market coverage. Sales management has not matched sell-
ing efforts with sales opportunities effectively, competitors have a better 
match, and they obtain the orders. To overcome problems of this type, 
generally management must establish sales territories, if the company 
does not have them, or revise those that it has. If sales territories are 
set up intelligently and if assignments of sales personnel to them are 
carefully made, it is possible to obtain proper market coverage. Note that 
mere establishment or revision of the sales territories is not enough. The 
design of the territories should permit sales personnel to cover them con-
veniently and economically. Territories, in other words, should represent 
reasonable workloads for the sales staff while assuring that all prospects 
who are potentially profitable can be contacted.

Good territorial design allows sales personnel to spend sufficient time 
with customers and prospects and minimizes time on the road. This per-
mits them to become thoroughly conversant with customers’ problems and 
requirements. Successful selling is based upon helping customers solve their 
problems, not just upon making sales or, even worse, upon taking orders. 
 Well- designed sales territories, combined with appropriate sales force assign-
ments, result in calls upon different classes of customers and prospects at 
needed frequencies. Call regularity is important in selling products purchased 
on a repeat basis, and persistence turns many a prospect into a regular account.

Controlling Selling Expenses

Good territorial design combined with careful salesperson assignment 
results in low selling expenses and high sales volumes. Sales person-
nel spend fewer nights away from home, which reduces or eliminates 
many charges for lodging and food; at the same time, cutting travel 
miles reduces transportation expenses. These savings, plus the higher 
sales volumes from increased productive selling time, reduce the ratio of 
selling expenses to sales. In fact, even if dollar-selling expenses remain 
unchanged, the sales increase produced through proper market coverage 
reduces the selling expense percentage.

Reduced selling expense ratios do not, however, follow  automatically. 
If territorial planning is inaccurate or unviable or is not combined with 
appropriate assignments of sales personnel, selling expense ratios increase. 
If the planner, for instance, ignores normal travel routes and geographical 
barriers, sales personnel spend time travelling when they could be calling on 
customers; this results in higher selling expenses and lower sales  volumes.

Nor should management overlook the possibility that dollar sell-
ing expenses may have to go up to obtain a lower selling expense ratio. 
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To secure larger sales volumes, sales personnel may have to incur addi-
tional expenses. Securing larger orders may require more frequent sales 
calls, which increases selling expenses. Well-designed sales territories and 
appropriate assignments of sales personnel increase the total time avail-
able for contact with customers and prospects, thus preparing the ground 
for improved sales volumes.

Sales management’s problem in controlling selling expenses is not 
to minimize them but to obtain the best relation between dollar selling 
expenses and dollar sales volumes. Short-term reductions in the selling 
expense ratio are not always desirable; the long-term result is important. 
Rises in selling expenses may not be followed immediately by increased 
sales volumes and higher sales volumes in the future. The intelligent set-
ting up or revising of sales territories is one step management takes to see 
that selling expense dollars are spent to the best advantage.

Assisting in Evaluating Sales Personnel

Well-designed sales territories assist management in evaluating sales 
 personnel. Selling problems vary geographically, and the impact of compe-
tition differs widely. When the total market is divided into territories, anal-
ysis reveals the company’s strengths and weaknesses in different areas, and 
appropriate adjustments can then be made in selling strategies. Through 
analyzing the market territory by territory and pinpointing sales and cost 
responsibility to individual sales personnel, management has the informa-
tion it needs to set targets and to evaluate each salesperson’s performance 
against them.

Contributing to Sales Force Morale

Good territorial designs help in maintaining sales force morale. 
Well-designed territories are convenient for sales personnel to cover; they 
represent reasonable-sized workloads, and sales personnel find that their 
efforts produce results. All are responsible for achieving given levels of 
performance within their own territories, so all know what management 
expects of them. Results that come from each sales territory are cor-
related with the efforts of individual sales personnel. Good territorial 
design plus intelligent salesperson assignment help to make each person 
as productive as possible and make for high earnings, self-confidence, 
and job satisfaction. Morale is high also because there are few conflicting 
claims of sales personnel to the same accounts—when sales territories 
are not used, there are numerous conflicts. Even with well-designed sales 
territories, some conflicts arise, because some customers transact busi-
ness in more than one territory, but well-designed territories reduce the 
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magnitude of the problem. Finally, sales force morale is high because 
excellence in planning territories and making territorial assignments 
causes sales personnel to spend minimum time on the road.

Aiding in Coordination of Personal Selling and Advertising

Management may set up sales territories or revise existing territorial arrange-
ments to improve the coordination of personal selling or advertising efforts. 
In most situations, personal selling or advertising alone cannot accomplish the 
entire selling task efficiently or economically. By blending personal selling and 
advertising, management takes advantage of a synergistic effect (the “2 + 2 = 
5” effect) and obtains a performance greater than the sum of its parts.

Sales personnel play key roles in capitalizing upon synergistic 
 opportunities. Prior to launching an advertising campaign for a new con-
sumer product, for example, sales personnel call upon dealers to outline 
the marketing plan’s objectives, provide them with tie-in displays and 
other promotional materials, and make certain that adequate supplies of 
the product are on hand in the retail outlets. Territorial assignments make 
every dealer the responsibility of some salesperson, and proper routing 
ensures that sales personnel contact all dealers at appropriate times rela-
tive to the breaking of the consumer advertising campaign. In some cases, 
the manufacturer’s marketing plan calls for dealers to share in the costs of 
advertising the product; here, again, sales personnel “sell” such cooperative 
programs to dealers. In situations where sales personnel do work related 
to the advertising effort, the results are more satisfactory if the work is 
delegated on a territory-by-territory basis rather than for the entire market.

PROCEDURES FOR SETTING UP OR REVISING SALES TERRITORIES

In setting up or in revising sales territories, there are four steps: (1) select-
ing a basic geographical control unit, (2) determining sales potentials in 
control units, (3) combining control units into tentative territories, and 
(4) adjusting for coverage difficulty and redistricting tentative territories.

Selecting a Basic Geographical Control Unit

The starting point in territorial planning is the selection of a basic 
geographical control unit. The most commonly used control units are 
counties, Zip code numbers, cities, standard metropolitan statistical areas, 
trading areas, districts, and states. Sales territories are put together as con-
solidations of basic geographical control units.
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There are two reasons for selecting a small control unit. One reason is to 
realize an important benefit of using territories, the precise geographical iden-
tification of sales potential. If the control unit is too large, areas with low sales 
potentials are hidden by inclusion with areas having high sales potentials, and 
areas with high sales potentials are obscured by inclusion with those having 
low sales potentials. The second reason is that these units remain relatively 
stable and unchanging, making it possible to redraw territorial boundaries 
easily by redistributing control units among territories. If, for example, a com-
pany wants to add to Jones’s territory and reduce Smith’s adjoining territory, it 
is easier to transfer district-sized rather than state-sized control units.

Counties. In the United States, the county is the most widely used geo-
graphical control unit. The county is small enough to prevent the obscur-
ing of areas with high and low sales potentials, and statistical information 
on the more than 3,000 counties in the United States is readily available. 
This makes it inexpensive to develop market and sales potentials on a 
county-by-county basis. Furthermore, the county typically is the smallest 
unit for which governmental sources report statistical data. The county is a 
smaller market division than the typical sales territory, so a company using 
counties as control units can build up or revise sales territories without 
collecting new data on potentials.

Zip code areas. A basic geographical unit increasingly used by U.S. 
companies is the Zip code area. There are more than 33,000 Zip code 
areas in the United States, so the typical Zip code area is smaller than 
the typical county. Using Zip code areas as the basic geographical units 
has advantages. The Zip code areas generally reflect economic charac-
teristics of the areas—in marked contrast to counties, cities, and states, 
which represent political subdivisions. The Zip code system permits a 
precise definition of markets according to economic and demographic 
 characteristics. Each Zip code area is a convenient unit for which to col-
lect data on market and sales potentials.

Cities. When a company’s sales potential is located entirely, or almost 
entirely, in urbanized areas, the city is used as the control unit, although, in 
some cases, both the city and the surrounding county (or counties outside 
the city) are used as “twin” control units. The city rarely is fully satisfactory 
as a control unit, inasmuch as most grow beyond their political boundaries. 
For many products, suburbs adjacent to cities possess sales potentials at 
least as great as those in the cities themselves, and, in addition, they can 
often be covered by the same sales personnel at little additional cost.

Metropolitan statistical areas. Companies whose markets have 
expanded beyond city limits and into suburbs and satellite cities find the 
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Metropolitan Statistical Area (MSA) a good choice for basic geographical 
control unit. An MSA is a geographic area with a large population nucleus 
together with adjacent communities that have a high degree of economic 
and social integration with that nucleus. In addition to the county contain-
ing the central city, the MSA may include additional counties with close 
economic and social ties to the central county. 

For some companies, MSAs are too large to serve as basic geograph-
ical control units. These companies deal directly with large numbers of 
customers in urban areas, and commonly they assign more sales person-
nel to the same MSA. In such cases, companies use either minor political 
divisions of cities—precincts and wards, or clusters of contiguous census 
tracts—or city blocks as control units. The main problem in using these 
control units is the difficulty encountered in obtaining market statistics, 
although statistics are obtainable by census tract.

Trading areas. A logical choice for a geographical control unit is the 
trading area, since it is based upon the natural flow of trade. Formally 
defined, a.trading area consists of the geographical region surrounding a 
city that serves as the dominant retail or wholesale center or both for the 
region. The trading-area concept recognizes that consumers, retailers, and 
wholesalers pay scant attention to political boundaries in deciding where 
to buy. Consumers, for example, regard convenience and the merchandise 
selection available as key factors in deciding where to shop. People living 
in suburban Connecticut or New Jersey, for instance, may reason that the 
best selection of the desired type of product is in New York City, and con-
clude that New York is reasonably convenient to get to, and subsequently 
shop and buy the item there. Shopping across political boundaries is com-
mon, especially where population concentrations are close to state lines 
and where suburban areas have spread into counties surrounding cities.

Many consumer products, including most specialty and shopping goods, 
are available almost entirely in large regional shopping malls. So residents of 
small towns and rural areas must travel to these malls (or, of course, order by 
mail or phone). Increasingly, too, residents of the older areas of cities, when 
they are in the market for these items, go to outlying shopping malls.

It is difficult to define the limits of trading areas, as they vary from 
product to product. But because trading areas are based on natural trade 
flows, they are considered in planning sales territories even though they are 
not selected as geographical control units. The main problems in using trad-
ing areas as control units are defining them and estimating sales potentials.

Depending upon the product, both retail and wholesale trading areas 
vary in size and shape and change over time. Rural consumers buy work 
clothes and routine supplies in the nearest small towns, but they go to regional 
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shopping malls or larger cities to shop for dress clothing, and even farther 
to buy expensive furniture or jewelry. Each such location is the focal point 
for a trading area, at least for products customarily purchased there. Trading 
areas for products purchased frequently and routinely are much smaller in 
size, and consequently more numerous, than are those for luxury products.

Precise delineation of trading areas requires primary research into, and 
quantification of, customers’ buying habits and preferences.  Considerable 
expense is involved in dividing market and sales potentials for counties or 
other political subdivisions among two or more trading areas.  Consequently, 
most companies using trading areas as control units adjust trading-area 
boundaries to county lines.

Other features of trading areas limit their usefulness as control units. 
Every trading area has at least one city as a focal point, but it may be far 
from the area’s geographical center, complicating the planning of routes 
and call schedules for sales personnel. Many trading areas contain both 
areas of high population density and of thinly settled forest, desert, or 
farmland, so care must be taken to prevent obscuring of areas with high 
and low sales potentials. Some trading areas are circumscribed partially 
by impassable geographical barriers and partially by the relative trading 
importance of neighboring areas, both of which change with highway 
construction projects and the development of new shopping malls. Sizes 
and shapes of trading areas even fluctuates seasonally; climatic conditions, 
such as snowfall in intervening mountainous areas, cause some cities to 
have separate summer and winter trading areas.

Some companies, however, identify trading areas for their own 
 products. The most difficult problem is to allocate sales potential data 
among trading areas. This causes some executives who recognize the 
basic logic of the trading-area concept nevertheless to use other control 
units, such as counties or standard metropolitan statistical areas. They feel 
that the greater realism obtainable through identifying and delineating 
trading areas for their company’s products is not worth facing the problem 
of allocating sales potential data.

States. States, as basic geographical control units, provide a rough basis 
for subdividing the national market. There are two situations in which the 
fixing of territorial boundary lines along the borders of states is justifiable. 
One is the company with a small sales force covering the market exten-
sively rather than intensively; there are only a few customers and pros-
pects, but they are all across the nation. The other situation is the company 
first seeking national distribution, which assigns its sales personnel to ter-
ritories consisting of one or more states as a temporary expedient. As soon 
as feasible, a change is made to a smaller control unit. The main difficulty 
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in using states as basic control units is that they are political rather than 
economic subdivisions. A Delhi-Rajasthan boundary, for instance, ignores 
the fact that numerous consumers and intermediaries in the border areas 
of Rajasthan do their buying in Delhi, and a Gujarat-Maharashtra boundary 
ignores the fact that many Gujarat consumers and other buyers trade in 
Mumbai, Maharashtra.

Determining Sales Potential Present in Each Control Unit

The next step is to determine the sales potential present in each central 
unit. The territorial planner needs some way to measure sales potentials, 
which, you will recall, represent the maximum possible sales opportuni-
ties open to a specific company selling a good or service during a stated 
future period to particular market segments. For the present purpose, 
substitute “a particular control unit” for “a particular market segment”, in 
other words, each control unit is a particular geographical market segment. 
Geographical market segments, like all market segments, are made up of 
present and prospective customers, so the territorial planner must identify 
the buyers of the product as precisely as possible. A vague identification 
such as, “Our product is bought by women,” is not sufficient. But if it can 
be determined that “Our product is bought almost entirely by middle-aged, 
lower-income women living in cities,” a more precise description of the 
buyers comprising the market is obtained. Formal market identification 
studies may be necessary.

Sometimes, sales personnel supply information, but it is not necessar-
ily usable. For example, a sales force calling only on wholesalers has little 
contact with retailers or consumers. Even when sales personnel sell to final 
buyers, as in marketing many industrial goods, they may neglect certain 
classes of prospects and be able to provide only partial identification of 
possible buyers. When there is no direct contact with final buyers, for-
mal marketing research studies obtain precise identification of all classes 
of final buyers. Whether or not this process should be carried as far as 
identification of each possible buyer will depend upon the product being 
marketed. In consumer goods, it is unnecessary and too expensive to go to 
this extreme. In industrial goods, where often there are only a few possible 
buyers, exact identification is desirable and feasible.

Having identified potential buyers, the planner next determines the sales 
potential in each control unit. The planner ascertains how many potential 
buyers in each class there are in each control unit and the unit’s total market 
potential. Then the planner estimates the portion of the unit’s market poten-
tial that the company has an opportunity to obtain (that is, the sales potential).
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Market potentials are generally converted into sales potentials by 
analyzing historical market shares within each control unit, adjusting for 
changes in company and competitors’ selling strategies and practices, and 
arriving at estimates. Having made these estimates, the territorial plan-
ner ascertains those control units with sufficient sales potential to jus-
tify sales coverage. For the manufacturer with mass distribution, this is 
not a  problem. Mass marketers provide sales coverage in every control 
unit, regardless of how little sales potential it represents, because maxi-
mum sales exposure is crucial to marketing success. Many manufacturers, 
 however, provide sales coverage only in those control units containing 
sufficient sales potential to assure profitable operations, and for most man-
ufacturers, there are some control units where selling costs are excessive. 
This is true of numerous industrial-goods producers, such as those selling 
machine tools and mining equipment. (Studies of industrial-goods markets 
show that over 90 percent of U.S. manufacturing is done in approximately 
650 of the 3,000  counties.) It is also true of most producers of consumer 
shopping and specialty goods; the bulk of the market lies in a small num-
ber of market areas.

Combining Control Units into Tentative Territories

The planner next combines units into tentative sales territories. This is 
only a tentative arrangement because, as explained later, subsequent 
adjustments must be made for relative coverage difficulty. At this stage, 
the  planner assumes that no significant differences in the physical or other 
characteristics of individual control units exists. The purpose is to obtain a 
“first approximation” of sales territories, by combining contiguous control 
units into tentative territories, each containing approximately the same 
sales potential.

At this point, however, the planner decides the number of territories, 
and this, assuming that all sales personnel are of, average ability, is identical 
to deciding sales force size. Basically, the planner estimates the percentage 
of total sales potential that the average salesperson should realize. Analysis 
of past sales experience helps in making this estimate, which, once made, is 
used to determine the number of territories. In effect, the planner estimates 
the sales productivity per sales personnel unit and divides it into the total 
estimated sales potential, thus arriving at the number of sales personnel 
units—and territories—required. Assume that management estimates that 
an average salesperson should realize $2,500,000 of a total sales potential 
of $25 million—ten territories and ten units ($25,000,000/$2,500,000) of 
sales personnel are required. When these estimates and this calculation 
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have been made, contiguous control units are combined into tentative terri-
tories of roughly equal sales potential. To simplify this step, sales potentials 
for control units are expressed as percentages of total sales potential. In the 
example, then, control units are grouped into ten tentative territories, each 
containing, about 10 percent of the sales potential. Throughout this group-
ing process, the planner combines only control units contiguous to each 
other; individual control units are not split into different territories, even if 
this results in tentative territories with different total sales potentials.

Territory shape. The planner now considers territory shape. The shape 
of a territory affects both selling expenses and ease of sales coverage. In 
addition, if the shape of a territory permits the salesperson to minimize 
time on the road, it contributes to sales force morale. Three shapes are in 
wide use: the wedge, the circle, and the clover leaf (see Figure 19.1).

The wedge is appropriate for territories containing both urban and 
nonurban areas. It radiates out from densely populated urban center. 
Wedges, of course, can be in many sizes (up to just under 360 degrees). 
Travel time among adjoining wedges can be equalized by balancing urban 
and nonurban calls.

The circle is appropriate when accounts and prospects are evenly 
distributed throughout the area. The salesperson assigned to the 
 circular-shaped territory is based at some point near the center, making 

FIGURE 19.1 Shapes of  Sales Territories in Wide Use
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for greater uniformity in frequency of calls on customers and prospects. 
This also makes the salesperson nearer to more of the customers than is 
possible with a wedge-shaped territory. The clover leaf is desirable when 
accounts are located randomly through a territory. Careful planning of 
call schedules results in each cloverleaf being a week’s work, making 
it possible for the salesperson to be home weekends. Home base for 
the salesperson assigned to the territory is near the center. Clover-leaf 
territories are more common among industrial marketers than they are 
among consumer marketers and among companies cultivating the mar-
ket extensively rather than intensively.

Adjusting for Differences in Coverage Difficulty and Redistricting 
Tentative Territories

The final step is to redistrict the tentative territories through adjusting for 
coverage difficulty. The tentative territories each contain approximately the 
same sales potential, but, almost certainly, territories with nearly equal 
sales potentials require different selling efforts and, in turn, selling expense 
totals. Now it is time to remove the unrealistic assumption that no differ-
ences in the characteristics of geographical Control units exist. Significant 
differences in physical and other characteristics make providing sales cov-
erage more difficult for some control units than for others. Certain large 
cities, for instance, have greater sales potentials for most products than 
some states, but the time required to contact customers and prospects in 
cities is much less, and the same is true of selling expenses. As the planner 
adjusts for differences in coverage difficulty, control units are taken away 
from some tentative territories and added to others. The final territorial 
arrangement almost certainly is one in which different territories contain 
different sales potentials.

Differences in coverage difficulty represent differences in workloads. 
The planner ascertains how large the maximum work load—the largest 
work load for any salesperson—should be. All workloads need not be 
the same size, since sales personnel vary in ability as well as in drive, and 
some can safely be assigned larger workloads. However, since there is an 
upper limit to the “desirable work load,” and this also limits a territory’s 
maximum geographical extent. When final adjustments for coverage dif-
ficulty are made, sales territories have varying amounts of sales potential 
and different-sized workloads, but none exceeds the maximum desirable 
work load. The work load method was discussed in Chapter 5 as one 
approach to determining sales force size. Here, the same concept, with 
minor modifications is used for redistricting.
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Redistricting to adjust for coverage difficulty (that is, differences in 
workloads) is a seven-step procedure:

1.  Determine number, location, and size of customers and prospects in 
each tentative territory. Customers are identified and located through 
sales records; prospects through trade directories, subscription lists 
to trade publications, classified directories, and  credit-reporting 
agencies. Size is measured in terms of sales potential.

2.  Estimate time required for each sales call. This varies from  account 
to account and from prospect to prospect, so customers and pros-
pects are classified into groups, estimating an average time per 
call for each group. Time and duty analyses of sales personnel are 
used to check these estimates.

3.  Determine length of time between calls, that is the amount of time 
required to travel from one customer to the next. This varies among 
regions, depending on the density of customers and prospects 
and the condition of roads and transportation facilities.  Particular 
attention is paid to physical characteristics. Large rivers, lakes, 
mountains, and other barriers to travel make natural and necessary 
territorial boundaries. The number of places where a large moun-
tain range can be crossed by automobile are  limited and often 
considerable time is consumed in the crossing. The same is true 
of large rivers, lakes, bays, and so forth. Transportation facilities 
are as important as physical characteristics. If travel is by automo-
bile, territories are planned so that driving is  mainly on primary, 
all-weather roads, with minimum cross- tracking. If public trans-
portation facilities such as commercial airlines are used, territories 
are planned with an eye on locations of air  terminals. The plan-
ner interrelates and balances differences in sales  potential, phys-
ical geographical characteristics, and transportation  facilities and 
routes. After sketching in on a map the tentative territorial division 
according to roughly equal sales potentials, the planner makes 
adjustments after superimposing maps showing  topographic and 
transportation features.

4.  Decide call frequencies. Within certain control units, some or all 
customer and prospect classes require call frequencies that differ 
from those in other control units. Differences in the strength of 
competition require variations in call frequency rates. Similarly, 
call frequency rates are influenced by the market acceptance of 
the product line within control units. Cost studies on minimum 
profitable order sizes also provide input to the decision on call 
frequencies.

5.  Calculate the number of calls possible within a given period. 
This is a matter of simple arithmetic. To determine the number 
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of calls per day in a certain control unit, the average amount of 
time  required for each call is added to the average time between 
calls and divided into the number of working hours in the day. 
Adjustments are made when call lengths vary for different classes 
of customers and prospects.

6.  Adjust the number of calls possible during a given period by the 
desired call frequencies for the different classes of customers and 
prospects. This results in an estimate for the total work load rep-
resented by the control units in each tentative territory. Further 
adjustments are made to assure that the work load in any terri-
tory is not larger than the allowable maximum and that selling 
 expenses are within budget limits. The planner shifts control units 
among different tentative territories, adding units to some by tak-
ing them away from adjacent territories. Each shift brings the ter-
ritorial  arrangement closer to the optimum—that is, closer to one 
in which incremental sales per dollar of selling expenditures are 
equated among all territories. 

7.  Finally, check out the adjusted territories with sales personnel 
who work or who have worked in each area, and make further 
 adjustments as required. Personnel familiar with customer service 
requirements, competitive conditions, and the topography, roads, 
and travel conditions may point out weaknesses not obvious to 
the planner. These cause further shifting of control units from 
one territory to another, each shift bringing the final territorial 
arrangement a little closer to the optimum.

Deciding Assignment of Sales Personnel to Territories

When the arrangement is the best obtainable, it is time to assign sales 
personnel to territories. Up to this point in territorial planning, an implicit 
assumption has been that all sales personnel are “average,” that is, that all 
are interchangeable, each capable of producing similar results at similar 
costs regardless of territorial assignments. Clearly, this is an unrealistic 
assumption, adopted only for territorial planning purposes, and one that 
is discarded when sales personnel are assigned to territories. Few sales 
personnel are average—they vary in ability, initiative, and effectiveness as 
well as in physical condition and energy. What constitutes a reasonable 
and desirable work load for one individual may not be appropriate for 
another person. Furthermore, salesperson’s effectiveness varies with the 
territory assigned. One person is outstanding in one territory and a fail-
ure in a second, even hough territorial sales potentials and coverage dif-
ficulty factors are almost identical. Performance, moreover, is conditioned 
by customer characteristics, customs and traditions, ethnic influences, and 
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the like. Dyadic interactions, with customers and prospects, in other words, 
vary in their outcomes from one territory to another depending on many 
factors, most of them outside the salesperson’s control.

In assigning sales personnel to territories, management seeks the 
most profitable alignment of selling efforts with sales opportunities. The 
territories, containing varying sales potentials, represent different amounts 
of sales opportunity. The sales personnel, differing in ability and potential 
effectiveness, represent the range of available selling talent. The general 
guide for assigning sales personnel to territories is not universally appli-
cable because the discretion that management has in making these deci-
sions differs from company to company. At one extreme, some companies 
display great reluctance to transfer sales personnel to different territories, 
management fearing not only sales force resistance but the consequences 
of breaking established salesperson-customer relationships. These com-
panies adhere to a “no transfer” or “infrequent transfer” policy and build 
restrictions on shifting sales personnel into territorial designs. The plan-
ner expands or contracts territorial boundaries, adding to or subtracting 
from individual territorial sales potentials, until territories contain, sales 
potentials appropriate to the abilities of assigned sales personnel. These 
companies, in effect, design sales territories around, and to fit the abili-
ties of sales personnel.

At the opposite extreme, management in a few companies is free to 
assign any salesperson to any territory, designing territories (according to 
procedures like those discussed earlier) and closely aligning salespeople’s 
ability levels with territorial sales opportunity levels. Management shifts 
sales personnel to predesigned territories where their relative profit contri-
butions are maximized.

The situation in most companies is somewhere between the two 
extremes. For various reasons, some totally outside management’s control, 
certain sales personnel are not transferable, but others are freely moved 
from one territory to another. This means that management designs some 
sales territories to fit the ability levels of nontransferable sales personnel 
while reassigning other sales personnel with ability levels appropriate to 
sales territories redesigned according to the suggested procedures.

Illustration of Assigning Sales Personnel to Territories. Now let us 
work through several situations involving assignment of sales personnel 
to territories with our purpose being to demonstrate that, where practical, 
effective sales management assigns each salesperson to the territory where 
his or her relative profit contribution is maximized.

First, consider the situation in which territories have equal sales 
potential and coverage difficulty, but the sales personnel differ in ability. 
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 Figure 19.2 depicts this situation. Predicted sales are obtained by multi-
plying each territory’s dollar potential by the ability index of the salesper-
son assigned. Predicted profit contributions are assumed to amount to 25 
 percent of predicted sales. The total profit contribution is $312,500, the max-
imum attainable here regardless of how the sales personnel are assigned.

FIGURE 19.2 Assignment of  Sales Personnel to Territories of  Equal Potential

Territory
Dollar  

Potential
Salesperson 
Assigned

Ability  
Index

Predicted 
Sales

Predicted Pro fit  
Contribution 
(25% of sales)

A $ 500,000 1 1.0 $ 500,000 $125,000

B 500,000 2 0.8 400,000 100,000

C 500,000 3 0.7 350,000 87,500

Total $1,500,000 $1,250,000 $312,500

FIGURE 19.3 Assignment of  Sales Personnel to Territories Containing Sales Poten-
tials Proportionate to Salespersons’ Abilities

Territory
Dollar  

Potential
Salesperson 
Assigned

Ability 
Index

Predicted 
Sales

Predicted Pro fit  
Contribution 
(25% of sales)

A $ 600,000 1 1.0 $ 600,000 $150,000

B 480,000 2 0.8 384,000 96,000

C 420,000 3 0.7 294,000 73,500

Total $1,500,000 $1,278,000 $319,500

Now suppose that these territories are redesigned so that their sales 
potentials vary in direct proportion with the ability of the sales personnel 
assigned, with the same total dollar potential as before ($1.5 million). The 
results of this assignment pattern are shown in Figure 19.3. Redesigning 
territories so that sales potentials are directly proportional to abilities of 
assigned sales personnel increases the predicted profit contributipn by 
$7,000 (from $312,500 to $319,500).

But what is the predicted profit contribution if total sales potential is 
divided some other way? After all, the number of possible ways of dividing 
it is very large. Consider Figure 19.4, which shows a different division of 
the $1.5 million sales potential; sales personnel, however, are still assigned 
territories in rank order of their respective abilities.

19-ch19.indd   449 6/19/2017   12:54:55 PM



Sales and Distribution Management; Decisions, Strategies, and Cases450

Again there is an increase in the predicted profit contribution, this 
one even more impressive than in the preceding example. However, it is 
unlikely that this is a feasible territorial division and salespersons assign-
ment plan. The coverage difficulty and associated work load now involved 
in covering territory A would likely exceed salesperson l’s capacity to 
 perform; thus, l’s ability index should be lowered. Similarly, territories 
B and C now have such greatly reduced sales potentials (which means that 
their coverage difficulty is less than before) that probably neither would 
represent sufficient workloads for salesperson 2 or 3.

There are upper and lower limits to the amount of sales potential to 
incorporate in any one territory. These limits are set by coverage difficulty 
and the size of the work load that it is reasonable to expect any salesper-
son, regardless of ability, to assume. Then, too, selling expenditures do not 
fluctuate directly with predicted sales volumes throughout all sales volume 
ranges. They may rise more or less in proportion to sales volume increases, 
but after a certain point is reached, the rate of rise accelerates greatly (that 
is, as the difficulty of making sales becomes increasingly greater), and they 
may decline proportionately to sales volume decreases until a minimum 
level is reached (where potential sales are no longer large enough to support 
needed selling expenditures). Workload restrictions, in other words, confine 
the uniformity of variation of selling expenditures within fairly narrow limits.

The optimum territorial arrangement is reached when the incremen-
tal sales produced per dollar of selling expenditures are equated among 
all territories. After a sales territory reaches a certain size in terms of sales 
potential, adding successive increments of sales potential is feasible only 
up to the point at which the last dollar of selling expenditures just brings 
in sufficient sales to provide a dollar of profit contribution. A company 
seeking the optimum territorial arrangement generally concludes that it is 

FIGURE 19.4 Assignment of  Sales Personnel According to Ability to Territories 
Containing Different Sales Potentials

Territory
Dollar  

Potential
Salesperson 
Assigned

Ability 
Index

Predicted 
Sales

Predicted Pro fit  
Contribution 
(25% of sales)

A $1,000,000 1 1.0 $1,000,000 $250,000

B 300,000 2 0.8 240,000 60,000

C 200,000 3 0.7 140,000 35,000

Total $1,500,000 $1,380,000 $345,000
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wise to cut off additional selling expenditures before reaching this “point 
of feasibility.” This is because the best condition requires the equating 
among all territories of the incremental sales produced by the last dollar of 
selling expenditures in each.

Thus far, an implicit assumption has been that ability indexes do not 
change with assignment of sales personnel. However, sales personnel have 
different degrees of effectiveness in different territories, because environ-
mental forces condition selling performance. It is not realistic, in other 
words, to assume that ability indexes for individual sales personnel are 
fixed regardless of the territorial assignment.

Consider, then, a situation where sales personnel maintain their rank 
order according to ability indexes as they are switched among territories 
but where the indexes change. With the assignment pattern 1A, 2B, 3C, the 
respective ability indexes might be 1.0, 0.8, and 0.7 (as in Figure 19.3, for 
example), but with the assignment IB, 2A, 3C, the respective ability indexes 
could be 1.0, 0.9, and 0.7—salesperson 1 in this situation performs better 
than salesperson 2 regardless of the assignment. Using the basic data in 
 Figure 19.3, the results of the 1B-2A-3C assignment are shown in Figure 19.5. 
This assignment pattern results in a higher total profit contribution than that 
secured by assigning sales personnel to territories strictly in accord with 
their abilities (that is, $328,500 versus $319,500). Thus in some territorial 
designs, the best salesperson should not necessarily be assigned to the terri-
tory with the highest sales potential, and in some, a salesperson should not 
necessarily be assigned to the one territory where his or her profit contribu-
tion is higher than that of any other salesperson who might be assigned to 
the same territory. Each salesperson should be assigned to the territory where 
his or her relative contribution to profit is the highest.

In Figure 19.5 salesperson 1 could make a higher dollar profit contri-
bution than salesperson 2 in territory A, but 1 contributes more, relative to 2, 

FIGURE 19.5 Assignment of  Sales Personnel to Territories where Ability Indexes 
Vary with the Assignment

Territory
Dollar  

Potential
Salesperson 
Assigned

Ability 
Index

Predicted 
Sales

Predicted Pro fit  
Contribution 
(25% of sales)

A $ 600,000 2 0.9 $ 540,000 $135,000

B 480,000 1 1.0 480,000 120,000

C 420,000 3 0.7 294,000 73,500

Total $1,500,000 $1,314,000 $328,500
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when assigned to territory B. Similarly, salesperson 2’s inferiority relative to 
salesperson 1 is less when 2 has territory A, not territory B.1

Ability indexes change with different assignment patterns; conse-
quently, management estimates ability indexes for each possible assign-
ment pattern. The large number of possible assignment patterns makes 
complex the task of achieving an ideal assignment. When twelve sales-
people are to be assigned to twelve territories, for example, there are 12! 
(that is 479,001,600) possible patterns. It would be possible, although not 
practical, to write down all 479,001,600 assignment patterns and select 
the one providing the maximum profit contribution; fortunately, however, 
the assignment linear programming technique and the computer afford a 
rapid and less laborious way to find the solution. But even this technique 
requires estimates for the probable net profit contribution for each sales-
person for each possible assignment pattern, and this requires not only 
knowledge of the nature and peculiarities of each territory, but insight on 
how each salesperson might perform in each territorial environment.

ROUTING AND SCHEDULING SALES PERSONNEL

Routing and scheduling plans aim to maintain the lines of communication, 
to optimize sales coverage and minimize wasted time. When management is 
informed at all times of salespersons’ whereabouts in the field—or at least 
knows where they should be—it is easy to contact them to provide needed 
information or last-minute instructions. Chances are good that sales personnel 
will be where they are supposed to be.

Routing and scheduling plans improve sales coverage. The mechan-
ics of setting up a routing plan are simple While working out the plan, 
detailed information is required on the numbers and locations of cus-
tomers, the means and methods of transportation connecting customer 
concentrations, and desired call frequency rates. Detailed maps are 
needed  showing not only towns and cities and transportation routes but 

1Strictly speaking, of course, the planner might now reapportion the total sales 
potential among the three territories in direct proportion to the revised ability 
indexes of the sales personnel assigned to each, thus obtaining a still further 
increase in the total profit contribution. The perceptive reader will see that this 
reapportionment would involve making territory B a higher-potential area than ter-
ritory A. The resulting personnel assignment pattern, then, would be one in which 
the best salesperson (no. 1) would have the territory with the highest sales potential 
(now territory B), but note carefully that each salesperson still would be assigned to 
the territory where his or her relative contribution to profit is the highest.
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 trading-area  boundaries, mountain ranges, lakes, bridges, and ferry lines. 
If sales personnel are to travel by air, airport locations need spotting. The 
route, or routes, finally laid out should permit the salesperson to return 
home at least on  weekends.

If the route planner considers the desired call frequency rate for 
each customer on the route, the call schedule is a by-product of setting 
up the route. In most cases, however, making up the call schedule is 
more than planning the route. Customers and prospects are segregated 
according to the desired call frequency rate. Using detailed maps, the 
planner identifies the locations of members of each customer and pros-
pect group and reconciles the route with these locations. Hence, often the 
salesperson has a different route each time he or she travels the territory, 
to achieve the desired call frequencies and to incorporate new customers 
and prospects into the itinerary. Furthermore, because changes occur in 
account classifications, prospects, competitive activity, as well as in road 
conditions, it is impractical to set up fixed route and call schedules good 
for long periods.

Routing and scheduling plans reduce wasted time by sales personnel. 
Much backtracking, travel time and other “nonselling” time is eliminated, 
and scheduled call frequency is to fit customers’ needs. Effective routing 
and scheduling automatically builds up the size of the average order.

In scheduling sales personnel, some firms not only designate the 
customers to call upon each day but prescribe the time of day to make 
each call. Detailed scheduling is coupled with a system for making advance 
appointments. Companies not using scheduling plans usually suggest 
advance appointments, but often salespeople ignore this suggestion. For 
effective detailed scheduling the scheduler needs current information on 
time required for each call, probable waiting time at each stop, travel time 
between calls, and the probable time with each customer. This information 
is difficult to collect and update. Detailed scheduling is most feasible when 
customers give their full cooperation. Most firms allow their sales personnel 
“time cushions” to allow for the many variations met on each selling trip.

Companies, almost without exception, benefit from systematic rout-
ing and scheduling, but not all find detailed scheduling feasible. The 
petroleum marketing companies, and other firms with combination driver- 
salespersons, use detailed routing and scheduling plans successfully, as 
do several large pharmaceutical manufacturers. Less-detailed routing and 
scheduling plans are used by wholesalers of groceries, drugs, and  hardware. 
Detailed scheduling plans are appropriate in trades typified by frequent 
calls, great homogeneity among customers, short travel time between calls, 
and highly standardized products not requiring large amounts of creative 
selling time—that is, in situations where trade selling predominates.
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Routing, scheduling, and control. The routing plan, the scheduling 
plan, or both assist sales management in obtaining closer control over sales 
personnel’s movements and time expenditures. The routing and sched-
uling plans are integral parts of the overall process of establishing sales 
territories and assigning sales personnel. Any routing or scheduling plan 
should have frequent checkups to detect needed adjustments. Call reports 
are compared with route and call schedules to determine whether plans 
are followed. Variations or discrepancies are noted and sales personnel 
asked for explanations. Adherence to the plans is also enforced through 
frequent and unannounced visits to the field by supervisors or branch sales 
managers.

CONCLUSION

Setting up sales territories facilitates the planning and control of sales 
operations. Well-designed territories assist in attempts to improve market 
coverage and customer service, reduce selling expense ratios, secure coor-
dination of personal-selling and advertising efforts, and improve the eval-
uation of personnel performance.

Good territorial design is based upon thorough knowledge of sales 
potentials and differences in coverage difficulty. The steps in setting up 
or revising sales territories are (1) selecting a basic geographical control 
unit, (2) determining sales potential, (3) combining control units into ten-
tative territories, and (4) adjusting for coverage difficulty and redistricting 
tentative territories. In assigning sales personnel to territories, manage-
ment seeks the best alignment of selling efforts with sales opportunities, 
and systematic plans for routing and scheduling sales personnel help in 
accomplishing this. As sales personnel vary in individual effectiveness with 
the territories to which they are assigned, management develops ability 
indexes for each possible assignment pattern.
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Sales managers are responsible for many activities. They participate 
in setting selling and profi t objectives, formulating sales-related mar-

keting policies, and designing personal-selling strategies. They build and 
develop a sales organization to put the sales program into effect. They inte-
grate the sales organization with the distributive network and other com-
pany marketing units (such as advertising, sales promotion, and  physical 
 distribution).

In discharging these responsibilities, sales executives sometimes pay 
inadequate attention to selling and profi t objectives. Caught up in the maze 
of everyday activities—many related to individual sales personnel and cus-
tomer problems—sales executives neglect long term affairs. This is exactly 

Sales Control 
and Cost Analysis

20

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the sales audit

 ■ Understand the process of sales analysis

 ■ Understand the marketing cost analysis

 ■ Know the techniques for marketing cost analysis
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the type of setting in which the installation and operation of control tech-
niques pays off handsomely.

Appropriately designed and skillfully implemented control mecha-
nisms increase the chances of sales organization focusing on achieving sell-
ing and profit objectives. The sales budget is the key control mechanism, 
and quotas (sales volume, profit, activity), that are properly set and admin-
istered, stimulate sales personnel to achieve sales and profit objectives. In 
setting up sales territories, management makes the control of sales opera-
tions more effective.

Still other control mechanisms contribute to the effectiveness of the  
personal-selling effort. Among these are the sales audit, sales analysis, and 
cost analysis. These control mechanisms help sales executives to monitor 
profitability of the operation.

THE SALES AUDIT

A sales audit is a systematic and comprehensive appraisal of the total 
selling operation. It appraises integration of the individual inputs to the 
personal selling effort and identifies and evaluates assumptions under-
lying the sales operation. More specifically, a sales audit is a systematic, 
critical, and unbiased review and appraisal of the basic objectives and 
policies of the selling function and of the organization, methods, proce-
dures, and personnel employed to implement those policies and achieve 
those objectives.

Proponents of the sales audit stress the importance of focusing on 
overall selling strategy and the methods for implementing it rather than 
examining individual components piecemeal. Sales executives, for exam-
ple, may become so involved in programs to reduce sales personnel turn-
over or some new technique for motivating sales personnel that they lose 
sight of some key objective, which might be, for instance, to increase the 
profitability of small accounts. Existing sales personnel may do a poor job 
in working with small accounts, yet management focuses more on retain-
ing these sales personnel than on making them more effective with small 
customers. Worse yet, the new motivational technique may be counter-
productive—it may be encouraging sales personnel to concentrate upon 
getting the “cream of the business from the largest customers.” Sales audits 
detect situations of this type.

A sales audit uncovers opportunities for improving the effectiveness 
of the sales organization. An audit identifies strengths and  weaknesses—
strengths have potential for exploitation, weaknesses have potential 
for improvements. While “audit” implies an after-the-fact evaluation 
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(a carry-over from financial usage), a sales audit provides information use-
ful for planning sales strategy.

Sales audits have no standardized formats. Each company designs a 
sales audit to fit its needs. Every sales audit examines six main aspects of 
selling operations:

1.  Objectives. Each selling input should have clearly stated objectives 
that are related to desired outputs. For example, a firm might have 
the objective of raising its market share from 15 to 20 percent 
without reducing per unit profit.

2.  Policies. Both explicit and implicit policies are appraised for their 
consistency in achieving the selling objectives. If, for example, a 
policy of promoting only from within prevents management from 
finding a district manager capable of bringing district A up to a 20 
percent market share, the policy is re-evaluated.

3.  Organization. Does the organization possess the capabilities 
for achieving the objectives? Are planning and control systems 
 appropriate? If an organization is understaffed, or staffed with 
incompetents personnel, there is little likelihood of achieving 
 ambitious objectives or ensuring proper control.

4.  Methods. Individual strategies for carrying out policies must be 
 appropriate. For example, it is futile to attempt upgrading quality 
and price if the company has already established a strong consumer 
image for low quality and price.

5.  Procedures. The steps in implementing individual strategies should 
be logical, well designed, and chosen to fit the situation. The pro-
cedures should allocate responsibility for implementation to par-
ticular individuals and explain how the goals are to be achieved.

6.  Personnel. All executives playing key roles in planning sales op-
erations and strategy, as well as those responsible for implemen-
tation of sales programs, are evaluated as to their effectiveness 
relative to stated objectives, policies, and other aspects of sales 
operations. Too often an executive is evaluated in terms of ability 
to increase sales or profit rather than success in reaching prede-
terminded objectives, such as increased market share.

In making a sales audit, too, a company examines both its markets 
and its products. Fundamentally, in examining markets, the sales audit 
seeks answers to four questions:

1. Who is buying what, and how?

2. Who is selling what, and how?

3. How is the competition doing?

4. How are we doing?
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SALES ANALYSIS

Sales analysis is a detailed study of sales volume performance to detect 
strengths and weaknesses. If sales management depends solely on sum-
mary sales data, it will not be possible to evaluate its own activities and 
those of the sales force. The fact that sales increased by 2 percent over last 
year but profit decreased by 1 percent would be a cause for concern but 
of no help in determining how to reverse the profit decline. Sales analy-
sis provides additional information, for example, that the increased sales 
volume came from products carrying a lower-than-average gross margin.

Through sales analyses, management seeks insights on strong and 
weak territories, high-volume and low-volume products, and the types of 
customers providing satisfactory and unsatisfactory sales volume. Sales anal-
ysis uncovers details that otherwise lie hidden in the sales records. It pro-
vides information that management needs to allocate sales efforts effectively.

Allocation of Sales Effort

In most businesses, a small percentage of the territories, customers, prod-
ucts, or orders brings in a high percentage of the sales; conversely, a large 
percentage of the territories, customers, products, or orders brings in a low 
percentage of the sales. A sales executive for a carpet manufacturing firm, 
for example, found that 80 percent of the customers accounted for only 15 
percent of the sales. Comparable situations exist in most companies. These 
are examples of the “iceberg  principle”—only a small part of the total situ-
ation is above the surface and known while the submerged part is beneath 
the surface and unknown. Sales analysis detects such situations, alerting 
management to opportunities for improving operations.

This type of sales patterns does not always mean unprofitable oper-
ations, but they frequently result in profits lower than necessary. Why? 
Simply because sales efforts, and hence, selling expenses are ordinarily 
divided on the basis of customers, territories, orders, and so forth, rather 
than on the basis of sales potentials or actual sales. It usually costs as much 
to maintain sales personnel in poor territories as in good ones, almost as 
much to promote a slow-selling product as one that sells “like hotcakes.” 
It costs as much to have sales personnel call on customers who give small 
orders as on those who place large orders. Commonly, a large proportion 
of the total spending for personal-selling efforts brings in a small propor-
tion of the total sales and profits. Sales analysis detects these situations.

Data for Sales Analysis

Companies vary in the data they have available for sales analysis. At one 
extreme, some have no data other than the accounting system records as 
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sales are made, and, of course, copies of sales invoices. At the opposite 
extreme, some maintain detailed sales records and have data readily avail-
able for use in making all types of analyses.

The original sources of data for sales analysis are the sales invoices. In 
a company with a good information system, detailed data from sales invoices 
is captured and analyzed with different software applications. The informa-
tion on each transaction identifies the customer (name, geographical loca-
tion, and so on) the salesperson (name, territory, and so forth) and includes 
such sales data as order date, products sold and quantities, price per unit, 
total dollar sales per product, and total order amount. With information 
stored in this detail, sales analyses are performed quickly and at low cost.

Illustrative Sales Analysis

The southeastern sales manager of a carpet manufacturing firm has just 
learned that the region did not reach its quota for the second quarter. The 
region did not miss by far, achieving nearly 97 percent of its quota. However, 
the sales manager would like more details: Where did we fall down? Are we 
universally missing the target? Are there any bright spots?

Consequently, the sales manager asks for a sales analysis of the south-
eastern region by sales areas. Figure 20.1 shows this analysis. The good news 
is that Atlanta and Jacksonville exceeded their quotas. The bad news is that 
Charlotte and New Orleans missed their targets by considerable margins.

The sales manager wants more details about the Charlotte and 
New Orleans situations. It is decided to probe the New Orleans sales 
area first, as it had a sales deficit of $400,000, greater than the deficit for 
the entire region ($370,000). The first sales analysis furnished details on 
the four members of the sales force assigned to the New Orleans area 
(see  Figure 20.2). Edwards and Scott are responsible for the area’s poor 
quota  performance.

Edwards missed the mark by the largest amount (though Edwards’ 
performance against quota was better the Scott’s), so the sales manager 

Figure 20.1  Sales Analysis by Sales Area Dollar Sales,  
Southeastern Region, Second Quarter (in 000s)

Sales Area Target Actual + /- % of Target

Atlanta
Charlotte
Jacksonville
New Orleans

$ 3,400
3,300
2,700
2,500

$11,900

$ 3,640
2,960
2,830
2,100

$11,530

+ 240 
-340 

+ 130 
-400

107.1
89.7

104.8
84.0

 Total SE Region -370 96.9
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next asks for a breakdown (sales analysis) of Edwards’ sales by class of 
account (A = large accounts, B = medium-sized accounts, and C = small 
accounts). Figure 20.3 shows this sales analysis. Edwards’ sales perfor-
mance by class of account indicates the most success in selling smaller 
accounts, but across the board it has been below par.

The sales manager next asks for a sales analysis of Edwards’ sales 
by product line. Figure 20.4 shows this analysis. Edwards has poor per-
formance in the DeLuxe and Standard lines, but goes over quota in the 
Economy line.

Purposes of Sales Analyses

Sales analysis detects sales strengths and weaknesses, and each type of 
sales analysis sheds light on a different aspect. Analysis of sales territo-
ries answers how much is being sold where. Analysis of sales by products 
answers how much of what is being sold. Analysis of sales by customers 
answers who is buying how much. All sales analyses relate to how much 
is being sold, but each answers the question in a different way. Sales anal-
yses identify different aspects of sales strengths and weaknesses, but they 
cannot explain why strengths and weaknesses exist. Answering the “why” 
question is up to sales management.

Figure 20.2  Sales Analysis by Sales Personnel Dollar Sales,  
New Orleans Area, Second Quarter (in 000s)

Salesperson Target Actual +/− % of Target

I. Judy
C. Anderson
H. Edwards
R. Scott

$750
660
650
440

$770
665
410
255

+  20
+    5
−240
−185

103.7
100.8
63.1
58.0

 Total N.O. Area $2,500 $2,100  −400   84.0

Figure 20.3  Sales Analysis by Class of  Account Dollar Sales,  
Salesperson H. Edwards, Second Quarter (in 000s)

Class of Account Target Actual +/− % of Target

A
B
C

$350
150
150

$210
95

105

−140
−  55
−  45

60.0
63.3
70.0

 Total $650 $410 −240 63.1
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Sales analysis answered four of the sales manager’s questions. First, 
it revealed sales areas with good (Atlanta and Jacksonville) and poor 
(Charlotte and New Orleans) performances. Second, it showed that sales-
persons Judy and Anderson were above quota, while Edwards and Scott 
were below. Third, it indicated that Edwards’ performance improved as 
accounts got smaller, but was unsatisfactory with all sizes of accounts. 
Fourth, it showed that Edwards’ performance was unsatisfactory in sell-
ing the DeLuxe and Standard lines and above par in selling the Econ-
omy line. The sales manager, in other words, learned where sales were 
weak and strong, which salespersons were performing above or below 
quota, which classes of accounts were buying, and which products were 
being sold. No “why” questions were answered. It is up to management 
to explain why, and this could lead to reappraisals of the sales efforts, 
quotas relative to potentials, selling against the competition, which 
accounts buy which product lines and why, training salespersons to 
sell balanced sales mixtures, sales compensation, and sales support (for 
example, local advertising, sales promotional pieces, and dealer incen-
tive campaigns).

MARKETING COST ANALYSIS

Marketing cost analysis examines sales volume and selling expenses to 
determine the relative profitability of particular aspects of sales opera-
tions. The first step in marketing cost analysis is sales analysis by territo-
ries, sales personnel, products, class of account, size of order, marketing 
channels, and other categories. Having broken down sales volume, for 
instance, by sales territories, the next step is to break down and assign 
selling expenses by sales territories. The outcome indicates relative prof-
itability of the sales territories. Marketing cost analysis searches for ways 
to improve profit performance through exposing relative strengths and 
weaknesses.

Figure 20.4  Sales Analysis by Product Line Dollar Sales,  
Salesperson H. Edwards, Second Quarter (in 000s)

Product Line Target Actual +/− % of Target

DeLuxe

Standard

Economy

$240

300

110

105

150

155

−135

−150

+  45

43.8

50.0

140.9

 Total $650 410 −240 63.1
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Purposes of Marketing Cost Analysis

Marketing cost analysis determines the relative profitability of particular 
aspects of sales operations. In a given case, the specific objective is to 
suggest answers to questions such as: Which sales territories are piofitable 
and which are unprofitable? What are the profit contributions of individual 
sales personnel? What is the profitability of the different products? What is 
the minimum size of a profitable account? How small can an order be and 
still be profitable? Which marketing channels provide the most profit for a 
given sales volume?

Marketing cost analyses only suggest the answers to these and 
similar questions. They indicate aspects possibly requiring manage-
rial action, but not the nature of the action. Answers to more complex 
questions that require cross-analysis of expense allocations, are also 
 suggested. If the expenses of selling different products, for instance, are 
cross-analyzed with the expenses incurred by individual sales person-
nel, insights are gained on how sales time should be allocated among 
products. But, here again, a complete answer to the question (on how 
to improve sales time allocation among products) requires consideration 
of other factors—among them, sales potentials for each product in, each 
sales territory.

Marketing Cost Analysis Techniques

Classifying selling expenses. Marketing cost analysis requires the 
classification of selling expenses as either separable (direct) or common 
(indirect). A separable expense is one traceable to individual sales per-
sonnel, sales territories, customers, marketing channels, products, or the 
like. A common expense is one that is not traceable to specific sales 
personnel, sales territories, customers, marketing channels, products, or 
the like.

Whether a given expense is a separable or common expense may 
depend on company policies or aspects of the operation under study. If sales 
personnel are paid salaries, for example, the outlay for salaries is a common 
expense as far as selling individual products is concerned. But if sales per-
sonnel are paid commissions, sales commissions are a separable expense of 
selling individual products and of selling particular categories of account or 
individual customers.

Converting accounting expense data to activity expense 
groups. Conventional accounting systems record expenses accord-
ing to their immediate purpose. For instance, typical account titles 
include sales salaries, sales commissions, sales travel expense, branch 
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sales office rent, advertising expense, general selling expense, general 
and administrative expenses, and bad-debt expense. In marketing cost 
analysis, accounting expense data are converted into activity expense 
groups, for instance, all the expenses related to field sales operations 
are grouped together (including sales salaries, sales commissions, sales 
travel expense, and branch sales office rent) to determine total expense 
for this activity.

Bases for allocating common expenses. Selection of bases for allocat-
ing common expenses is troublesome. In contrast to the analysis of pro-
duction costs, where a single allocation basis, such as number of machine 
hours, is used for allocating all manufacturing expenses, some forms of 
marketing cost analysis require the allocation of selling and marketing 
expenses on several bases.

Allocation bases are factors that measure variability in the activities 
for which specific expenses are incurred. Allocation bases permit logical 
assignment of portions of common expense items to particular aspects of 
sales operations. Some expenses, such as credit and collection expenses, 
can be allocated according to a logical basis in any type of marketing cost 
analysis. But other expenses, such as sales salaries, can be allocated to 
sales territories or to customers but not usually to products, unless avail-
able data show the allocation of sales time among different products.

For most marketing cost analysis, no attempt is made to allocate all 
common expenses; only those that can be allocated on logical bases. Mar-
keting cost analysis determine relative profitability, not net profitability, of 
particular aspects of sales operations. There is no need to allocate all com-
mon costs.

Contribution margin. Because marketing cost analysis focus upon sep-
arable expenses and those common expenses can be allocated on logical 
bases. Relative profitability is measured as a contribution margin. By defi-
nition, contribution margin = net sales − cost of goods sold − (separable 
expenses + common expenses allocatable on logical bases). Put differently, 
contribution margin is the dollar amount available to cover unallocated 
common expenses and profit (if any).

Marketing Cost Analysis—An Illustration

Bhanton Cosmetics prepared monthly and annual “Salesperson Perfor-
mance Reports” for each of its twelve salespersons. The annual perfor-
mance reports for two salespersons—Nandini Nim and Shraddha Hanks—
are shown in Figure 20.5. Bhanton Cosmetics classified its twelve sales 
territories into three types (A, B, and C), according to  characteristics 
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such as travel required, customer demographics, and product prices. A 
territory budget was formulated for each of the three types of territories. 
Nandini and Shraddha were assigned to type A territories.

The Salesperson Performance Report had two purposes: (1) to com-
pare the salesperson’s performance with the budgeted performance, 
and (2) to show the salesperson’s contribution margin. All expenses that 
could be associated with the salesperson’s effort to generate and pro-
duce sales were included. Sales management and promotion expenses 
(including salaries) were charged to the salesperson according to the 
number of regular and special-handling orders sales personnel wrote. 
Special-handling orders required approximately twice as much admin-
istrative effort as regular orders; consequently, the charge for special- 
handling orders was double the charge for regular orders ($32 versus 
$16). The 2016 rate was determined by dividing the amount budgeted 
for sales management salaries and sales promotion costs ($320,000) 
by the estimated total orders (regular, 18,000; special-handling, 1,000) 
weighted by the amount of administrative effort. Special-handling orders 
were approximately 5 percent of the total orders handled. The bases for 
allocating allocatable common expenses are shown in Figure 20.6.

Who is the better salesperson—Nandini or Shraddha? The marketing 
cost analysis (Figure 20.5) shows that the contribution margin for  Nandini is 
over $18,000 higher than that for Shraddha, neither reaching the budgeted 
contribution margin (evidently because the realized price for metal units 
was $19/unit rather than the budgeted $20/unit). If the budgeted price for 
metal units is adjusted to $19, Nandini’s contribution margin exceeds that 
budgeted by over $8,000 while Shraddha’s falls short by nearly $10,000.

Figure 20.6  Bases for Allocating Common Expenses—Bhanton Cosmetics 

Expense
Allocation Basis for  

Analysis by Sales Territory

Sales management and promotion
 Regular orders
 Special-handling orders
Credit and collection expense

$16/Order (see text)
$32/order (see text)
$2/order (total est. credit and collection  
 expense divided by total est. # orders)

Packing and Shipping
 Metal = 9 lb
 Plastic = 3 lb

Weight times number of units
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Figure 20.7  Comparative Performance Analysis

Nandini Nim Shraddha Hanks

Gross margin (%)  ...................................
Expense (%)  ...........................................
Contribution margin (%)  ........................
Average order size  .................................
Average cost per sales call  ....................
Travel and entertainment expense 
 per sales call  .......................................
Miles per sales call  .................................
Special handling/regular orders  ............

  34.70%
  14.97%
  19.73%

$470
$100.43

$10.00
  26.67mi.
    4.00%

    32.26%
    15.72%
    16.54%
$388
$102.54

  $15.00
    28mi.
    10.34%

What else can be said about the comparative performances of 
Nandini and Shraddha? Figure 20.7 shows eight calculations of the 
sorts that interest sales managers. The gross margin, expense, and con-
tribution margin percentages, all derived from the territory sales anal-
yses, again demonstrate Nandini’s superiority over Shraddha. Nandini, 
too, sells larger orders per sales call at a lower cost per call and with 
less travel and entertainment expenses. Nandini travels fewer miles 
for each sales call (this  could  imply  room  for improved route plan-
ning by Shraddha). Nandini generates a smaller proportion of special- 
handling orders than Sharddha does—special-handling orders require 
more managerial effort than do regular orders. These calculations and 
comparisons illustrate how to enrich the findings of marketing cost 
analyses.

CONCLUSION

Control techniques that have been appropriately chosen contribute to the 
effectiveness of sales management. Periodic sales audits provide compre-
hensive appraisals of the total personal-selling operation, thus  identi-
fying areas of strength with potential for further exploitation, and areas 
of weakness with potential for improvement. Sales analyses also detect 
strengths and weaknesses and are valuable for identifying situations where 
weaknesses (or strengths) are obscured by surface strengths (or weak-
nesses), that is, for analyzing iceberg situations. Marketing cost analysis 
goes beyond the analysis of sales volume, and examines selling expenses 
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to  determine relative profitability of particular aspects of sales operations. 
Sales audits, sales analyses, and marketing cost analyses are not “final ends” 
in themselves—the results of each are enriched by combining them with 
other techniques, such as ratios and percentage calculations. Effective sales 
managers continually scan the personal-selling operation for opportunities 
to exploit strengths and overcome weaknesses—control techniques con-
tribute to scanning productivity.
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Cases for Part IV
CASE 4-1

DuNova Chemicals
Sales Thrills and Spills1

It was the hot month of July when Janvi Batra joined as a sales manager 
at the Chandigarh headquarters for DuNova Chemicals, a leading chemical 
products company with sales across the globe. Janvi’s predecessor, Aarti, and 
her team had achieved 103 percent of the sales target in the first six months 
of the year ( January–June) and earned a handsome incentive of `300,000. 
Aarti is now the zonal manager for Northern India. All sales representatives 
achieving 100 percent and more got an incentive of `100,000 and `125,000 
respectively. They also won a trip to Singapore with their families as a team 
incentive for achieving more than 100 percent. Only one team member, Jatin, 
was not given any incentive as his performance was less than 100 percent. 
Details of the team performance for the January–June period are as follows:

Name Territory

Annual 
Target  
(`000)

Target 
(Jan-June) 

(`000)

Achievement 
(Jan-June) 

(`000)
% Achievement 

(Jan-June)
Growth % 
( Jan-June)

Mayank Jalandhar 7715 4500 4525 101 12

Jatin Ludhiana 8580 5000 4875 97.5 25

Brij Amritsar 6857 4000 4250 106 16

Jabraj Patiala 8142 4750 4800 101 11

Tanya Ambala 6429 3750 3900 104 20

Vishesh Chandigarh 6860 4000 4200 105 14

Manish Bathinda 5143 3000 3400 113 12

Team  49726 29000 29950 103 15

1Name of the company and employees are disguised
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Critically review the sales performance. 

1. Is there an issue with sales targets for the sales representatives?
2. Who is the star performer here?
3.  Jatin is considering leaving the organization as he feels overburdened and under-

paid. What can the company do to retain him?
4. What could be the territories of  future growth?
5.  Do you want to revise the annual targets? If  yes, do suggest  revised targets.

CASE 4-2

Martin Packaging Company, 
Inc.2
Manufacturer of  Packaging Products  
and Systems—Use of  Standard Costs

George Hannibal, manager of the Sales Department of the Martin Pack-
aging Company, Inc., faced the task of evaluating the marketing and sales 
strategy imputations of the proposed new method of using standard costs 
in budgeting sales costs. Because the averaging method currently in use 
provided very poor estimates for budgeting purposes, Grady Winkler, the 
Marketing Controller, proposed the adoption of standard costs.

MARTIN’S COST-CONTROL PROGRAM

Because of the very strong competition in the packaging and bottling indus-
tries, Martin management had found that careful cost control  provided 

2For background information, see Case 1-10 Martin Packaging Company, Inc., 
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the difference between competitiveness and noncompetitiveness. To keep 
costs in line Martin had operated under fairly rigid budgets for the past 
decade. A continuing problem in the budgetary process had been the dif-
ficulty in estimating the various elements in selling costs. In the past, the 
accounting department had estimated selling costs by adding up the total 
selling costs in past months and dividing the total by the number of units 
of the product being sold. The resulting budgeted selling expenses bore lit-
tle relationship to the actual expenses incurred and provided a continuing 
source of friction between George Hannibal and Grady Winkler. Winkler 
claimed that Hannibal and his sales force made little effort to stay within 
budgetary guidelines; Hannibal claimed that actual costs varied widely 
between salespeople in different regions. He argued that too rigid confor-
mance to budget limits would reduce the ability of some of the salespeople 
to achieve sales goals.

Hannibal pointed out that he really had two sales forces, one sell-
ing in major urban areas to soft drink bottlers only, and another selling 
in all other markets to a broader group of bottlers. The selling expenses 
per dollar of sales for the thirty people in the nonurban sales force 
were higher than for the ten urban salespeople. Costs also varied with 
the  size of the accounts being solicited. For these reasons variation 
from the budgeted averages was so great that the budget was of little 
value.

Winkler admitted that average costs had proven to be unsuitable for 
budgeting selling expenses. As an alternative he suggested using standard 
costs. Hannibal was highly suspicious of standard costs because of their 
apparent inflexibility in times of changing costs. However, he agreed to a 
test. After carefully observing the various tasks of salespeople in different 
markets, Winkler developed a set of standard costs that allowed for varia-
tions according to degree of urbanization and size of customer. The result-
ing budgeted expenses provided figures that were, in some cases, widely 
in variance from past performance of salespeople. As a consequence, 
 Hannibal was doubtful of his ability to secure sales force cooperation and 
acceptance.

1.  Explain why the new budgeted standard costs might be fairly accurate and yet 
vary from previous budget estimates.

2.  What are the limitations of  attempting to use standard costs in budgeting selling 
expenses?

3.  How can George Hannibal explain the standard cost method to his sales force so 
as to obtain their acceptance of  the proposed new method?

4.  Evaluate Hannibal’s claim that selling expenses change so rapidly that standard 
costs would always be out of  date.
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CASE 4-3

Driskill Manufacturing Company
Maintenance Equipment Manufacturer— 
Use of  Quotas

Jack Dixon, sales manager, and Henry Granger, director of marketing 
research, of the Driskill Manufacturing Company, were in complete dis-
agreement about the current method of preparing sales quotas.

The Driskill Manufacturing Company marketed a line of maintenance 
equipment used all over the country, in a variety of businesses, and had 
attained considerable prestige in the field. The company was comfortably 
successful, and its marketing effort showed no great sign of weakness. 
But the management, aware of external trends in motivation and control 
of sales personnel, and also aware of some internal friction among the 
sales staff, decided to scrutinize its motivation and compensation methods. 
Desiring the advantages of up-to-date knowledge and an unbiased point 
of view, Driskill engaged a management consulting firm specializing in 
selection, evaluation, compensation of employees, and management devel-
opment to make a study of its existing practices.

The consulting firm discovered that Driskill’s current compensation 
and motivation practices were the result of adjustments to meet change 
almost on an emergency basis rather than a result of long-term planning. 
The original plan, adopted a number of years ago, had been continually 
amended piecemeal, and adequate consideration had not been given to 
the effect of amendments upon other provisions or upon the plan’s overall 
ability to promote the achievement of objectives. The result was a patch-
work of policies, not an integrated program; it worked to the advantage of 
some sales personnel while inadvertently penalizing others.

Driskill knew that there was some dissatisfaction among the field 
sales force with its current practices and policies, but it did not know how 
strong this feeling was or how much it might affect sales. Recognizing that 
any new program was more likely to succeed if the sales force was given 
an opportunity to participate in its preparation, management emphasized 
that the private study would not be followed by a general announcement 
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of sweeping changes. Instead, the study was to be based upon general 
cooperation and interest, involving carefully worked out changes.

The sales force welcomed the chance to have a say, and indicated 
approval of management’s interest in their opinions. Many of the staff 
brought not only a spirit of interest but lists of subjects to discuss, having 
given considerable previous thought to the matter. Dissatisfactions were 
minor, often even unrecognized. The sales force generally agreed that the 
company’s prices were competitive and that the product was one of quality, 
superior to competitors’ in design and workmanship. Commission rates 
were generally satisfactory. Persons on straight commission felt, however, 
that an increase in commission rates on the new higher-priced equipment 
was due because of the greater selling effort required. But the staff on sal-
ary plus commission, who sold more of the lower-priced equipment, were 
not greatly concerned with the matter. The salary-plus commission person-
nel were mostly people with less than five years service with the company.

Approximately one-third of the sales force was paid on a straight- 
commission basis, receiving 7 percent on all sales and paying all their own 
expenses. These were the older salespeople, who had been with the com-
pany longest. The other salespeople were paid on a salary-plus-commission 
basis. New sales recruits were started at a salary of $18,000 and received 
semiannual increases on a merit basis. The average salary was $25,500. 
Every salaried salesperson was given an annual quota and received a com-
mission of 4 percent on all sales above the quota. In addition, Driskill paid 
all selling expenses incurred by the salaried sales personnel; expenses 
averaged $700 per month per salesperson.

Earnings of the sales staff on a salary-plus-commission basis averaged 
$21,000. For example, R.C. Andersen, who had been selling for Driskill for 
five years, had a quota of $355,000 and received a salary of $18,500. Since 
his actual sales were $415,000, he earned a commission of $2,400, or a total 
income of $20,900. R.A. Scott, who had been selling for Driskill for fifteen 
years, was paid on a straight-commission basis. His gross earnings were 
slightly in excess of the average of $29,500 in gross income earned by the 
commission salespeople.

Since the commission sales personnel were generally more experi-
enced, and since their incomes we;e directly related to their  productivity, 
management had never felt it necessary to give them specific quotas or 
volume goals. Quotas for the salaried staff members were based on a run-
ning three-year average of each person’s past sales. Arbitrary figures were 
selected for sales personnel who had not yet been three years on the job; 
these quotas represented a compromise between the experience of the 
salespeople formerly in the territory and the level of experience of the 
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new person. Jack Dixon, the sales manager, believed that the basis for deter-
mining quotas was a satisfactory one. During the past ten years, 85 percent 
of the salaried sales staff had managed to exceed their quotas and earn 
some commission. In Dixon’s opinion, therefore, the motivation was sat-
isfactory to achieve maximum selling effort on the part of the sales force.

Henry Granger, the newly appointed director of marketing research, 
was less satisfied with the existing quotas. He claimed that any good salesper-
son could have exceeded quotas under conditions prevailing in recent years 
in the industry. He also believed that the existing system, based on past sales, 
merely tended to perpetuate past weaknesses. He suggested that future quo-
tas be based upon a division of the annual forecast of sales among the individ-
ual territories and that the basis for .division should be other than past sales.

Dixon supported the existing system, claiming that past sales had 
been an adequate basis for the establishment of quotas in the past. He 
held, furthermore, that if any new establishment of quota preparation were 
adopted, it should be based primarily on the buildup of sales estimates by 
the individual salespersons for the coming year.

1.  If  you were acting as a consultant for the Driskill Company, what recommenda-
tions would you make with respect to the prepararion of  sales targets for the 
sales force?

2.  How would you evaluate the argumenrs of  the sales manager and the marketing 
research director?

CASE 4-4

Allied Board and Carton 
Company
Manufacturers of  Containers— 
Difficulties with Sales Targets

The Allied Board and Carton Company manufactured and distributed 
cardboard boxes, cartons, and other packaging materials. The sales force 
of twenty-five persons, assigned to territories thoughout the United States, 
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made calls directly on purchasing agents of manufacturers of industrial 
and consumer products. During the previous eighteen months, operating 
losses had been experienced, and a firm of management consultants had 
been retained to investigate the situation. The findings of the consulting 
firm indicated that the losses did not stem from manufacturing ineffi-
ciency, as previously believed, but rather from the fact that selling costs 
per order were significantly higher than for comparable companies in 
the industry. The problem, then, was to find ways to step up selling effi-
ciency; management began its task by reviewing the methods used for 
compensating sales personnel, with a view toward uncovering a possible 
solution.

Salespeople were paid a base salary of $1,200 per month and a com- 
mission of 3 percent on sales over quota. The monthly quota was deter-
mined by adding the individual salesperson’s expenses for the previous 
month to the $ 1,000 base salary and multiplying the result by 20. Since 
management was of the opinion that sales personnel would keep their 
expenses down to gain from the next month’s lower quotas and increased 
expenses, this system of quota determination was designed to minimize 
selling expenses. Sales-persons drove their own automobiles, but their 
expenses of operation were reimbursed at the rate of 25 cents per mile for 
the first 100 miles, 20 cents per mile for the next 100 miles, and 16 cents 
per mile for all miles over 200 travelled in any one month. Salespeople 
were not required to submit bills and receipts for expenditures made for 
rooms, meals, and incidentals. Reimbursements were made at the end of 
each month. Salespeople were allowed to draw monthly on anticipated 
commissions, and overdrawals were automatically wiped off the books at 
the close of the fiscal year.

At the close of each month, sales personnel submitted a report detail-
ing the number of calls made, the number of presentations, and the num-
ber of orders written. At the same time, the monthly report of expenses 
was submitted. The credit department was responsible for approving all 
orders, but commissions were charged back against the salespersons when 
customers failed to pay their accounts.

Upon completing the review of the method of quota determination, 
management concluded that its effect was to increase, rather than decrease, 
selling expenses. As shown in Exhibit 1, a salesperson who managed to 
reduce his expenses by $200 in one month received an increase of only 
$120 in commissions the next month. Thus, sales personnel could make 
more money by increasing their expenses and quotas than they could by 
reducing expenses and working with lower quotas. Consequently, a new 
method of quota determination was adopted. The base for the new monthly 
quota was the previous year’s sales for the corresponding month; this was 

Part 4_Case.indd   475 6/19/2017   1:05:42 PM



Sales and Distribution Management; Decisions, Strategies, and Cases476

adjusted to reflect changes in territorial potential, degree of competition 
relative to the previous year, and the salesperson’s past performance.

At the same time, the expense-reimbursement procedure was changed. 
Now, before salespeople could receive reimbursements, they were required 
to substantiate their expenses by producing all bills and receipts. In addi-
tion, each salesperson was provided with a predetermined amount each 
month, to be used for incidental expenses. Finally, the method of paying 
commissions was changed, with the objective of avoiding large fluctuations 
in the size of monthly paychecks. Salespeople were paid the same amount 
each month, based on the previous average monthly earnings of the indi-
vidual. At the close of the year, total payments to sales staff were compared 
to the amounts actually earned through salary and commission. If actual 
earnings were in excess of the total paid to the salesperson, a check was 
made out for the difference. In the event that actual earnings were less 
than the amount paid, the salesperson was not required to make up the 
difference; his or her monthly check, however, was adjusted to reflect the 
new earning rate.

1.  Evaluate the changes made in the method of  quota determination of  reimbursing 
sales expenses.

Normal  
Expenses Salesperson Receives

Increased 
Expenses

Salary  
Expenses

  $ 1,000*
     400

  $1,000*
    400

    240
  $1,620

  $1,000*
    600

    120
  $1,720

 $ 1,000
    600

 Total    1,400
    ×20

   1,600
    ×20

Quota
Monthly sales  
Quota

Excess over quota  
 Commission rate

   28,000
   36,000*
   28,000

    8,000 
    .03

  32,000
  36,000*
  32,000

   4,000 
    .03

Commissions  
 Total income to salesperson

   $ 240    $ 120

*Constants used for purposes of illustration.

EXHIBIT 1  Effect of  Method of  Quota Determination  
on Sales Expenses
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CASE 4-5

Goodtime Equipment Company
Manufacturer of  Playground Equipment— 
Complaints About a Quota System  
and Proposal for a New Bonus System  
Based upon Quotas

The Goodtime Equipment Company, Minneapolis, was a medium-sized 
manufacturer of playground equipment. The company produced an exten-
sive product line and marketed its products nationwide. The field sales force 
numbered thirty-five persons, who were paid on a salary basis. In addition to 
the salary plan, Goodtime Equipment Co. had a bonus program for its sales 
personnel, whereby they could earn extra pay for achieving and surpass-
ing their quotas. Over the past several months, R.J. McNeil, the sales man-
ager, had received two recurring complaints from salespeople dissatisfied 
with certain elements in the existing bonus program. The staff complained 
about their bonuses being paid on a once-a-year basis, preferring instead 
to have the payments spread out over the year. And, although roughly  
80 percent of the sales force had received bonuses in the past, some com-
plained about the difficulty in achieving quotas. Specifically, the salespeo-
ple felt that their assigned quotas were set too high, keeping them from 
earning larger bonuses.

McNeil believed that the complaint about the quota limit was prob-
ably nothing more than the usual griping from salespersons who thought 
that their quotas were too high. As a matter of company policy, the sales 
manager, in collaboration with the branch managers, set the quotas. Even 
though the sales staff were not consulted about the quota limits, McNeil 
felt strongly that the quotas were not only generous but also extremely fair. 
In defense of the fairness, he pointed out that each person’s quota was set 
individually, based upon conditions unique to the territory. Therefore, he 
contended that the managers were bending over backwards to accomodate 
the sales staff.

Regarding the number of bonus payments to the salespeople, McNeil 
agreed that they had a legitimate complaint. Consequently, he carefully 
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studied the situation, in consultation with his branch managers, and came 
up with what he believed to be an equitable solution. He prepared the 
following communication, designed to announce the new bonus program 
to the sales force.

PROPOSAL FOR NEW QUOTA-BONUS PROGRAM

It has been determined that our present bonus program is unsatisfactory. 
The new bonus program outlined below will take effect in time for the 
next fiscal year and will provide three major changes:

1.  It will enable sales personnel to receive a bonus each quarter in-
stead of yearly.

2. It will provide an extra incentive to exceed 100 percent of quota.

3. It will increase the payoff amount by $10 in each category.

To show the difference in the programs, the old program should be 
explained first.

Under the old program, each salesperson would receive a bonus at the 
end of each year if he or she exceeded 80 percent of yearly quota. The payoff 
was

1. 80-100% of quota = $30 per percentage point.

2. 101-110% of quota = $40 per percentage point.

3. 111-120% of quota = $50 per percentage point.

4. 121% and over of quota = $60 per percentage point.

Example

1. 95% of quota = 15 × $30, or $450.

2. 105% of quota = 20 × $30 = $600 + 5 × $40 = $200, or $800.

3.  115% of quota = 20 × $30 = $600 + 10 × $40 = $400 + 5 × $50 = 
$250, for a total of $1,250.

The new bonus program will have a payoff of

1. 80-100% = $40.00 per percentage point.

2. 101-110% = $50.00 per percentage point.

3. 111-120% = $60.00 per percentage point.

4. 121-over% = $70.00 per percentage point.
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In addition to the higher rate of payoff, the bonus will be paid on a quar-
terly basis. This will be done on a quarterly averaging basis. An example of 
how this works is as follows.

1st quarter

146% of quota = 80-100% = 20 × $40.00 = $   800.00
          101-110% = 10 × $50.00 = $   500.00
          111-120% = 10 × $60.00 = $   600.00
          120-146% = 26 × $70.00 = $1,820.00

                     $3,720.00

$3,720.00 yearly bonus ÷ 4 = $930.00 per quarter. $930.00 bonus paid for 
first quarter.

2nd quarter

114% of quota: to determine average rate, we add 146% +114% = 260% ÷ 2 
= 130% for two-quarter average.

130% of quota = 80-100% = 20 × $40.00 =  $ 800.00
          101-110% = 10 × $50.00 =  $ 500.00
          111-120% = 10 × $60.00 =  $ 600.00
          121-130% = 10 × $70.00 =  $ 700.00

                      $ 2,600.00

$2,600.00 yearly bonus ÷ 4 = $650 per quarter
$650 x two quarters = bonus due for first two quarters = $1,300. Since pay-
ment of $930.00 was made in first quarter, we owe’$1,300.00 - $930.00, or 
$370.00 in second quarter. $370.00 bonus paid in second quarter.

3rd quarter

143% of quota: to determine average rate, we add 146% + 114% + 143% = 
403% ÷ 3 = 134% average for three quarters.

134% of quota =  80-100% = 20 × $40.00 = $ 800.00
         101-110% = 10 × $50.00 = $ 500.00
         111-120% = 10 × $60.00 = $ 600.00
         121-134% = 14 × $70.00 = $ 980.00

                      $ 2,880.00
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$2,880.00 yearly bonus ÷ 4 = $720.00 per quarter. $720.00 × three quarters =  
$2,160.00
$2,160.00 − $1,300.00 paid = $860.00
$860.00 bonus paid in third quarter.

4th quarter

138% of quota: to determine four-quarter average, we add 146% + 114% +  
143% + 138% = 541% ÷ 4 = 135%. The yearly average is the same as it 
would have been under the old system.

135% of quota = 80-100% = 20 × $40.00 = $   800.00
          101-110% = 10 × $50.00 = $   500.00
          111-120% = 10 × $60.00 = $   600.00
          121-135% = 15 × $70.00 = $ 1,050.00

                     $ 2,950.00

$2,950.00 is the yearly bonus. Fourth-quarter payment is $2,950.00 minus 
previous payments of $2,160.00, or $790.00. Fourth-quarter bonus is 
$790.00
As an additional incentive, we are making an extra bonus available to those 
who exceed 100 percent of their quota. The payoff for this extra bonus 
will be

         100-110%  = $10 per percentage point
         111-120%  = $15 per percentage point
        121% or over = $20 per percentage point

An example of this is as follows:

   135% of yearly quota = 100-110% = 10 × $10.00 = $100,00
               111-120% = 10 × $15.00 = $150.00
               121-135% = 15 × $20.00 = $300.00

                             $550.00

This $550.00 will be paid in addition to the $2,950.00, for a grand total of 
$3,500.00 This shows an increase of $1,100.00 over the previous bonus 
program. It is roughly estimated that this new program will cost an addi-
tional $40.00 per $100.00 spent under the old system. Bonus payoffs under 
the new program are as follows:
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Percent of Quota Regular Bonus Extra Bonus Total Bonus

81 $ 40.00 — $ 40.00
82 80.00 — 80.00
83 120.00 — 120.00
84 160.00 — 160.00
85 200.00 — 200.00
86 240.00 — 240.00
87 280.00 — 280.00
88 320.00 — 320.00
89 360.00 — 360.00
90 400.00 — 400.00
91 440.00 — 440.00
92 480.00 — 480.00
93 520.00 — 520.00
94 560.00 — 560.00
95 600.00 — 600.00
96 640.00 — 640.00
97 680.00 — 680.00
98 720.00 — 720.00
99 760.00 — 760.00
100 800.00 — 800.00
101 850.00 + $210.00 = 1,060.00
102 900.00 + 220.00 = 1,120.00
103 950.00 + 230.00 = 1,180.00
104 1,000.00 + 240.00 = 1,240.00
105      1,050,00 + 250.00 = 1,300.00
106 1,100.00 + 260.00 = 1,360.00
107 1,150.00 + 270.00 = 1,420.00
108 1,200.00 + 280.00 = 1,480.00
109 1,250.00 + 290.00 = 1,540.00
110 1,300.00 + 300.00 = 1,600.00
111 1,360.00 + 315.00 = 1,675.00
112 1,420.00 + 330.00 = 1,750.00
113 1,480.00 + 345.00 = 1,825.00
114 1,540.00 + 360.00 = 1,900.00
115 1,600.00 + 375.00 = 1,975.00
116 1,660.00 + 390.00 = 2,050.00
117 1,720.00 + 405.00 = 2,125.00
118 1,780.00 + 420.00 = 2,200.00
119 1,840.00 + 435.00 = 2,275.00
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Percent of Quota Regular Bonus Extra Bonus Total Bonus

120 1,900.00 + 450.00 = 2,350.00
121 1,970.00 + 470.00 = 2,440.00
122 2,040.00 + 490.00 = 2,530.00
123 2,110.00 + 510.00 = 2,620.00
124 2,180.00 + 530.00 = 2,710.00
125 2,250.00 + 550.00 = 2,800.00

1.  What is your position regarding the way the quota limits were established?
2.  Critically evaluate the proposal for a new bonus system. What changes, if  any, 

would you suggest?

CASE 4-6

McBride Electric Corporation
Manufacturer of  Electric Equipment Accessories— 
Need for Revision of  Sales Territories

McBride Electric Corporation, headquartered in Detroit, was a large pro-
ducer of electrical equipment and accessories. Established in 1910, McBride 
grew steadily and became one of the major U.S. suppliers of electrical 
products. McBride sold some of its products direct to a few large accounts, 
but most of the product line was sold through a nationwide network of 
distributors. The thirty-five person field sales force, working out of eight 
district offices, was assigned territories that had been established along 
county lines. In recent years, it had become increasingly clear that a need 
existed for redesigning the sales territories.

Sales personnel had been assigned responsibility for covering a vary-
ing number of counties in a way that gave each as close to one thirty-fifth 
of the total number of distributive outlets as possible. Management had 
adopted this procedure for establishing sales territories because of a desire 

Part 4_Case.indd   482 6/19/2017   1:05:43 PM



  Cases for Part IV 483

to assure equal sales opportunity for each salesperson. Management had 
also been convinced that this procedure would facilitate comparisons 
among salespeople’s performances.

With the expansion of McBride’s business, there was no modification 
in the design of the sales territories. Some salespeople, as a result, found 
themselves with so much sales potential in their territories that it was 
impossible for them to provide adequate sales coverage. Although this 
situation had come to management’s attention several years ago, essen-
tially nothing had been done to improve territorial design. Management, 
however, had submitted a revision plan to the sales force a few years ago. 
This plan, which would have resulted in increasing the size of some ter-
ritories and decreasing the size of others, caused so much friction among 
the sales staff that management backed off in the interest of maintaining 
high sales force morale.

Recent analysis showed that this situation was becoming increasingly 
serious. Investigation into the coverage of representative territories revealed 
that salespeople were concentrating on the easy-to-sell, high- volume 
accounts and were neglecting numerous good prospects.  Consequently, 
many potential orders were going unwritten. Thus, McBride’s competitors 
were gaining accounts that, under normal circumstances, the company 
should have secured. Furthermore, most territories were receiving uneven 
sales coverage.

Several factors had combined to create this situation. The nature of 
competition had changed substantially from area to area. In some territo-
ries, previously competitive environments became a salesperson’s dream 
as competition disappeared for one reason or another. In other territories, 
ones where competitors in the past had been weak, other competitors 
had become firmly rooted, thereby making it necessary for McBride sales 
personnel to cover those areas more intensively and more frequently to 
just maintain a token share of the business. Therefore, some areas in cer-
tain territories received virtually no coverage by the McBride sales staff. 
Besides shifts in the strength of competition, economic conditions had 
changed from territory to territory making certain once-desirable territo-
ries considerably less profitable for the salespeople to cover. These market 
influences indicated that management should expand some territories and 
shrink others.

The vice-president of sales and the sales manager agreed that the situ-
ation had gotten out of hand. They both believed that the present territorial 
setup needed reviewing and possible revision to improve sales efficiency 
and sales control. They also agreed that more appropriate territorial design 
could help to minimize the friction among sales personnel that would, in 
all likelihood, appear when management announced its intention to revise 
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sales territories. Both executives had further agreed that the two criteria for 
an improved territorial design pattern would be (1) lower selling costs and 
(2) increased sales volume.

1.  Should McBride Electric Corporation have revised its sales territories? Why or 
why not? If  you feel that the company should have changed its sales territories, 
outline in detail the procedure that should have been followed.

CASE 4-7

Magnet Covet Barium  
Corporation
Producer of  Oil Drilling Mud—Sales Region Ceases to 
Contribute Adequately to Profit

Magnet Covet Barium Corporation (Magcobar), a producer of oil drilling 
mud, was having trouble with the performance of its Midwest region. The 
products sold by Magcobar were used by oil producers to aid in drilling 
oil wells. The line consisted of over twenty-five mud products. On its role 
of customers were such big corporations as Exxon, Gulf, Texaco, and 
Mobil. It also sold its products to smaller companies, such as Hunt Oil, 
Sunray DX, Adams Petroleum Corporation, and even to smaller operators, 
such as drilling specialty firms located close to a concentration of oil 
fields.

Magcobar had experienced a steady growth in its twenty-five-year 
 history. Its products were sold nationally as well as in many foreign 
 countries. The American market was organized into regions, and the for-
eign market was under a separate import-export division. The basis used 
for dividing the United States into regions was the concentration of oil 
production in various areas. For example, there was a large amount of 
oil-producing activity in southern Louisiana, and this area constituted the 
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company’s largest region from the standpoint of sales, warehouses, and 
inventories. The following table lists the company’s nine regions and indi-
cates the general coverage of each:

Region 00—Independent dealers 4 districts
Region 10—Texas 3 districts
Region 20—Illinois-Ohio area 3 districts
Region 30—Midcontinent (Oklahoma, Arkansas) 3 districts
Region 40—Kansas-Missouri 3 districts
Region 50—California-Alaska 3 districts
Region 60—Rocky Mountain area 3 districts
Region 70—South Louisiana 2 districts
Region 80—Foreign division 4 districts

These regions and districts covered the major areas where mud prod-
ucts were needed because drilling activities were being carried on there. 
Each region was divided into districts, and within each district the company 
maintained its own warehouses or leased space in public warehouses. The 
division into districts was based upon the number of ultimate users of the 
product, expected sales, and the number of warehouses needed to cover 
the area. A regional manager was in charge of each region. The district 
managers, who were responsible to the regional managers, were in charge 
of sales engineers and warehousers. The sales engineers advised customers 
on the right type of Magcobar product needed to drill each oil well suc-
cessfully and without complications. Since these requirements varied from 
well to well, the sales engineers found it necessary to visit the drilling sites 
frequently.

The warehouses were the distribution points that maintained stocks of 
mud for quick delivery to users. Magcobar management believed adequate 
warehouse facilities were a very important element in the success of their 
business. Transporting their product long distances overland resulted in 
very high transportation costs. It was necessary to locate within a short dis-
tance of the concentration of the oilfields. The actual number of warehouses 
within a district or region depended upon the concentration of oil activity. 
Each warehouse kept an adequate inventory on hand to supply the needs 
of customers immediately—usually all twenty-five products were stocked, 
in varying quantities. The company considered an inventory turnover of 
four to be average. The inventory section of the accounting department 
at the home office kept monthly records of stock on hand in each region, 
district, and warehouse. The warehouses sent in monthly stock reports of 
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material on hand and monthly records of sales receipts. Each region, dis-
trict, and warehouse was visited at least once a year by an  auditor, who 
checked inventory on hand against the records at the home office.

At the end of the current fiscal year, the company was faced with a 
regional problem. Region 40, the Kansas-Missouri area, was incurring high 
costs and disproportionately low sales. However, inventory turnover in the 
region was above average. Magcobar was servicing many accounts in the 
area but was not making a very good profit. In previous years the region 
had done well in inventory turnover, sales, and efficiency of operations. 
But in the past two years, sales declined to the point where operating 
costs in the region were not even covered. The marketing manager could 
not understand what was happening, because inventory turnover was still 
quite adequate. The company had important accounts in the region and 
did not want to abandon it; large capital investments were also tied up in 
the area. The personnel in charge of the region had been with the com-
pany for some time and were very upset about the recent trends.

In addition to the Magcobar warehouses, there were a number of inde-
pendent dealers. These dealers were specialty firms, and they were supplied 
with mud products by Magcobar. They, in turn, sold these products to the 
drilling companies. These dealers made up a large part of the regional 
 volume.

Magcobar was faced with a major decision, since management did not 
want to continue serving a region that was showing an inadequate contri-
bution to profit. The sales manager felt that there were three alternative 
solutions: (1) they could shut down the area and write off the loss, (2) they 
could supply the independent dealers but shut down the company ware-
houses, and (3) they could merge Region 40 with another adjoining region 
to reduce overhead expenses. The decision required a balancing, not only 
of monetary factors, but of human factors as well.

1.  In your opinion, what decision should Magcobar have made concerning Region 
40. Can you think of  an alternative?
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CASE 4-8

Arlington Paper Mills
Manufacturer of  Paper Products—  
Decision to Discontinue Sales to Accounts  
with Unacceptable Profit Margins

John W. Ireland, sales manager for the Baby Products Division of  Arlington 
Paper Mills, manufacturer of baby diapers and other baby products, faced 
a decision on what to do with a number of baby-diaper accounts that had 
fallen below the “acceptable” profit margin. Since most of the accounts in 
question returned some profit, he was reluctant to write off these customers 
just because they did not reach the level of return desired by management. 
In the past, he had been willing to discontinue sales to those accounts 
that fell below the acceptable profit margin, but his position had changed 
during the past year because of the decline in demand for Arlington Comfy 
diapers. Ireland had strong opposition in this matter from Maurice Conte, 
vice-president of sales, who had been the prime mover in establishing 
return-on-profit criteria four years previously.

Arlington Paper Mills, founded in late 1910, was located in 
 Tuscaloosa, Alabama. Over the years, Arlington had acquired three paper 
companies and grew to an annual overall sales volume of $75 million. 
Originally, the company had produced only paper bags, but, through 
acquisitions, it had expanded the product line to include a large array of 
paper items. The Baby Products Division, organized in the 1950s, man-
ufactured and sold a line of baby diapers, crib linens, bibs, and related 
items. Baby diapers constituted the single biggest item in the Baby Prod-
ucts Division product line, accounting for $16 million of the division’s 
total sales of $21 million.

Arlington made diapers on machines that had been developed and 
patented by the company. The company had been an industry leader in the 
development of moisture proof and absorbent materials for diapers.

Arlington Paper diapers were distributed nationwide by a sales force 
of twenty-four persons plus one selling agent. The twenty-four company 
salespeople sold directly to retail outlets and hospitals. The company sales 
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personnel were salaried and averaged about $22,000 in earnings, exclud-
ing bonuses. In addition to distributing its products to retailers and hospi-
tals, Arlington also sold its diapers to Army and Air Force exchanges and 
Navy ship stores. These sales were handled by a commission selling agent 
who sold exclusively to the military.

The major competition for Arlington’s Baby Products Division 
came from Procter and Gamble’s Pampers Division and Scott Paper 
Company. Both promoted their lines of baby products heavily. In addi-
tion, there was competition from numerous other manufacturers in the 
baby products line. Arlington’s prices were roughly the same as its 
competition. Selling prices to retailers averaged 16 percent over pro-
duction cost.

During the past year and a half, an investigation had been made of 
the profitability of baby-diaper accounts. This investigation was part of 
an overall revenue cost analysis in the Baby Products Division, and its 
starting point had been the baby-diapers product line, which accounted 
for the largest sales volume in the division. The investigation revealed 
that over 18 percent of the company’s 3,215 baby-diaper accounts (585) 
fell below the profit goal set by management. Of these 585 accounts, 68, 
or about 12 percent, were clearly unprofitable (this represented a frac-
tion over 2 percent of the total 3,215 baby-diaper accounts). The remaining 
517 accounts, although yielding a profit, were nevertheless below manage-
ment’s profit return standards and therefore were considered accounts with 
unacceptable profit margins.

Although company policy dictated the dropping of all accounts with 
unacceptable profit margins, Ireland contended that certain factors made it 
logical either (1) to revise the acceptable-unacceptable profit margin stan-
dards in view of changing market conditions or (2) to make exceptions to 
the policy for a period of time to combat the decline in demand for baby 
diapers. He pointed out that something had to be done soon, because over-
all demand for baby diapers had declined and Arlington had lost nearly 
200 accounts in the past two years.

The two major reasons for the drop in demand were, according to 
Ireland, the declining birth rate and the stiff competitive pressures in the 
disposable paper diapers industry, led by names such as Pampers and 
Kimbies. The birth rate and competitive factors combined to lead the firm’s 
economic experts to project a drop in demand over the next five years. 
Besides these conditions, Ireland argued that, regardless of any idealistic 
standards desired by management, the simple fact that an account was 
profitable should be sufficient reason to keep it, even if it was below the 
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desired level. There was always the opportunity to do something about 
increasing the profitability of accounts. Discontinuation of an account, 
however, meant the loss of this opportunity.

Conte, the vice-president, was adamant in his opposition to Ireland’s 
suggestion for some sort of change in the profit margin policy. He thought 
that a program for discontinuing accounts with unacceptable profit mar-
gins should be initiated without delay. He maintained that the profit mar-
gin policy had resulted from his spending a great deal of time and effort 
in a thorough analysis of the situation. And he argued that under no cir-
cumstances should the policy he changed after being in effect such a short 
period of time. He also said that he was not at all convinced that the 
outlook for market and economic conditions was as gloomy as Ireland 
believed. Consequently, he indicated that he would strongly oppose any 
attempt by Ireland to have the profit margin policy changed.

1.  Thoroughly evaluate the arguments of  Ireland and Conte. Whose position do 
you favor? Why?

2.  Should Arlington Mills have discontinued sales to baby-diaper accounts with unprof-
itable margins even though they yielded some profit? Justify your stand.
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CASE 4-9

Alderson Products, Inc.
Packaging Equipment Manufacturer— 
Control of  the Sales Effort

Alderson Products, Inc., a $15 million company, had recently become 
a wholly owned subsidiary of National Beverage Corp. of Baltimore, 
 Maryland. National had purchased 100 percent of Alderson stock. The 
acquisition brought with it a number of problems common to such ven-
tures, with the most pressing problems centering around the control of the 
sales effort.

Alderson Products, Inc., produced and sold packaging equipment 
exclusively to the soft drink industry. The company, located in Detroit, 
was established in 1951 by the Alderson brothers, Jim and Frank, both of 
whom had worked for General Motors for several years but who wanted to 
be in business for themselves. After a five-year search while they were still 
working at GM, they decided to enter the packaging equipment industry 
when an opportunity came up to buy out a small bottle capping machine 
producer. For the first year of operation, Alderson produced only a lim-
ited line of bottle capping machinery. However, gradually at first and then 
more rapidly, the Alderson product line was expanded to include capping 
machines, decapping machines, bottle lifters, case painters, case rebanding 
equipment, parts, lubricants, blenders, fillers, water-coolers, carbonators, 
saturators, packers, decasers, washers, water treatment systems, convey-
ors, rinser load tables, warmers, water chillers, and refrigeration units. 
Most of the equipment bearing the Alderson name was manufactured by 
the company itself. Some equipment was purchased from other makers: 
the cappers and decappers came from the Zalkin Corp. (France), the bot-
tle washers from Firton Manufacturing (Pennsylvania), rinser and warm-
ers from Southern Tool (Louisiana), water chillers from Dunham Bush 
( Georgia), and the refrigeration units came from Vilter Manufacturing 
Company ( Wisconsin).

The products offered by Alderson came in several different sizes to 
match the various different applications in the soft drink industry. In addi-
tion to the new products manufactured or purchased by Alderson, the 
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company sold used equipment and machinery. The company got into used 
equipment after finding that a large number of its customers were too 
small to afford new equipment and could not perform extensive mainte-
nance and repairs on their present equipment.

The market for used equipment grew to the point where it contributed 
30 percent of Alderson’s net sales. Most of the used sales were from rebuilt 
machinery. Alderson bought the used machinery from bottlers, brought it 
to Detroit, reconditioned it, and sold it. Other used machinery was sold “as 
is.” This was machinery that was bought in acceptable operating condition 
and required minor modifications or repairs. Usually, the “as is” machinery 
was transported to the buyer directly from its original location.

The “rebuilt” phase of the business called for the customer to make a 
25 percent deposit on the order before the particular unit went through the 
shop. Once in the shop, the equipment was dismantled to its basic com-
ponents and parts were added as required. The customer ended up with a 
“like new” machine or piece of equipment. Savings to the customers were 
typically about 30 percent compared with a new unit., Alderson’s rebuilt 
equipment carried a warranty. As an additional service, Alderson tried to 
maintain an adequate stock of spare parts for older units, even if the origi-
nal manufacturer no longer made them available. There was some concern 
among management as to the future of the rebuilt equipment part of the 
business. About two years ago, the company began experiencing difficulty 
in acquiring used equipment that could be rebuilt. The supply of older 
units was dwindling, and competition for the used equipment was forcing 
prices up considerably. Alderson also found that more and more bottlers 
were reconditioning their own units. Although it constituted a profitable 
segment of the overall operation, there was some thought that it might be 
best for Alderson to get out of the used equipment business and concen-
trate on its growing business for new machinery and equipment.

Alderson served only the soft drink industry, despite the suitability 
of the company’s products and services for other industries, such as the 
beer or fruit juice producers. No attempt had been made to branch out 
into the other markets, largely because the Alderson brothers felt they 
knew the soft drink industry best. The company served primarily local and 
regional bottlers; however, plans were underway to increase coverage to 
national and, possibly, international markets. Future expansion plans did 
not include markets outside the soft drink industry.

Distribution of Alderson products was through two company sales-
persons and six manufacturers’ representatives. Both salespersons were 
paid straight salaries. One salesperson spent about one-fourth of his time 
appraising and procuring used equipment. The other salesperson spent 
about one quarter of his time piloting the company airplane. The represen-
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tatives received a commission for their services, according to the following 
schedule: 5 percent for the first $50,000, 2.5 percent for the next $50,000 
(up to $100,000) and 1 percent for anything over $100,000. This was based 
on individual sales. The representatives received a sales commission on 
any sale in their territory, regardless of whether the company (Alderson) 
or the representative closed the sale.

In addition to using personal selling, Alderson promoted its products 
through advertising, trade conventions, and direct mail. Alderson adver-
tised in six trade publications, averaging one insertion every two months in 
each of the journals. The direct mail consisted of a newsletter, “Alderson’s 
News,” mailed to current and potential customers.

With the takeover complete, National sent its auditors to Alderson 
Products for a routine evaluation. Among other things, it soon became 
apparent that Alderson had been very lax in its sales control efforts. In par-
ticular, there was no evidence that a sales budget was used and there had 
been no attempt at a sales analysis. The sales manager, who had been in 
his position for two years after four years as a salesperson with Alderson, 
said there had been no sales budgeting or sales analysis effort for three 
years prior to his becoming sales manager. He did mention that a sales 
budget was used for a time before that, but he was unaware of its details. 
When questioned by the National auditor as to why he had not instituted 
sales control procedures, the sales manager said he had discussed it with 
Frank Alderson and they came to the conclusion that the company was 
moving along very well and there really was no need for tight control. He 
was, though, on the alert that, should sales results taper off, it might be 
necessary to have some controls at a future date. The sales manager also 
pointed out that he was so busy working on a personal basis with the com-
pany sales personnel and the sales representatives that he just didn’t have 
the time for budgets, quotas, sales analysis and “things like that.”

1.  Was there a need for sales control of Alderson Products, Inc.? Why or why not?
2.  What would have been the components of a good sales control program for  Alderson 

Products? Be specific and give your reasons for each element of sales control.
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CASE 4-10

Hair-N-Shine
Forecasting for a new product3

Vishit Jain took over as the national sales manager of S&S India at the 
start of the new year. S&S plans to launch a brand extension of its “Hair-N-
Shine” shampoo in India in a tube form. A successful product in other Asian 
countries, such as Singapore, Korea, Malaysia and Thailand, it contributes 
9 percent of the total sales of “Hair-N-Shine” range in these countries. The 
“Hair-N-Shine” range is growing by 18 percent in most of the develop-
ing countries, whereas its growth in India is by 11 percent.  Company has 
identified an opportunity for growth in India. The company is planning to 
increase its sales and market share in the shampoo range with the launch 
of “Hair-N-Shine” tube shampoo.

The shampoo market in India is growing at 17 percent, whereas the 
S&S’s shampoo range is growing by 14 percent. The total revenue of “Hair-N-
Shine ” range in India was ̀ 230 million in the previous financial year (2016), 
and the company is targeting `275 million in this financial year. Exhibit 1 

3Name of the company and employees are disguised

Exhibit 1: Zone-wise sales and growth details of  Hair-N-Shine range

Zone
Revenue 
(` million)

Growth 
in 2016

Growth 
in 2015

Growth 
in 2014

North 60  9% 11%  8%

East 31 12 14 15

West 65 11 12 9

South 54 10 12 11

Central 20 16 19 19

Total 230 11 12.5 9
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shows the zone-wise sales and growth details, and Exhibit 2 shows the price 
range for different packs.

Exhibit 2: Price range and percentage contribution from different packs of  Hair-N-
Shine range

Size Pack
Price 
(`)

% Contribution 
to total Sales

Contribution to total 
Sales in value (`million) % Growth 

200 gm Tube 179 New Product New Product New Product
675 ml Bottle 399 7 16.1 19
400 ml Bottle 239 14 32.2 14
170 ml Bottle 129 19 43.7 8
90 ml Bottle 69 31 71.3 10
6 ml Sachet 3 29 66.7 9
Total 230 11

1.   Suggest the sales forecast for different zones that will achieve the sales target of  $ 
275 million. Justify your answer with the reasons for the same. 

2.   Suggest the sales targets for tubes of  “Hair-N-Shine” with your reasons for the 
same.
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Successful business is all about creating, communicating, and delivering 
superior value to the customers. Organizations need distinct competi-

tive advantages to strive in this era of hyper-competition. Organizations 
can build competitive advantages around the 8 Ps of marketing –  Product, 
Price, Place, Promotion, Process, People, Packaging, and Physical  Evidence. 
These Ps are inter-related and it is important to have an edge in these dif-
ferent Ps. Chekitan Dev and Don Schultz proposed the customer- centric 
marketing mix (SIVA).1 SIVA stands for Solution, Information, Value, and 
Access. Customers buy “Solution” to their problems or needs. Solution 

1Dev, S and Schultz, D (2005a) A customer-focused approach can bring the current 
marketing mix into the 21st century”, Marketing Management, 14(1) 16–22 

Marketing Channels

21

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the need for marketing channels

 ■ Understand the role of channel members and their functions

 ■ Design the marketing channels

 ■ Comprehend the costs and margins in the marketing channel
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is a customer’s perspective, which means viewing the world from “What 
problems can my product solve?” rather than the outward focus of “Who 
wants these features of my product?” “Information” represents the knowl-
edge the customer has about the product and the marketer, marketing 
offer, and competitors. It goes beyond the controlled marketing messages 
stemming  from the marketing organization, and comprises the informa-
tion derived from the customer’s past experience with the product, the 
information from online and offline sources plus information about the 
competitors. Promotion in today’s world goes beyond the control of an 
organization as customers are buying more on the basis of information 
from different sources. “Value” refers to the total cost and sacrifice the cus-
tomer will make in return for the package of benefits from the solution, 
which incorporates the costs of time, effort, pride, and image, in addition 
to any monetary elements. “Access” means how the customers can access 
the product. It refers to the supply of the promised solution through a 
channel and place preferred by the customers. The accessibility empha-
sizes the points of access that the customer can use to acquire the solution. 
Accessibility of the product is a key element of the marketing strategy. It 
helps you to reach your end customers and grow revenue. Most of the 
companies use intermediaries to deliver their products in the market. They 
forge a marketing channel to distribute their goods in the market.

A marketing channel is a set of processes undertaken to transfer the 
ownership of products, from the point of production to the point of con-
sumption. A marketing channel  is a set of interdependent organizations 
involved in the process of delivering the goods and services to the end-
user. It is also called a distribution channel. Marketing-channel decisions 
have a direct impact on other marketing decisions. The pricing of a product 
is influenced by the marketing channel as to whether the company dis-
tributes it through high-quality specialty stores, national discount chains, 
or sells directly to consumers online. The company’s sales promotion and 
marketing decisions will vary depending upon its channel partners. Even 
the launch of new products in the market will be influenced by the capa-
bilities of the channel members. 

THE CUSTOMER-ORIENTED MARKETING CHANNEL

Companies all over the globe are becoming more and more customer cen-
tric by providing customers with the products they desire when and where 
they desire them. Companies are focusing on customers –  existing and 
potential and adopting strategies to attract and retain them by using an 
appropriate combination of product, pricing, promotion, distribution, and 
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service. According to Rosenbloom, a marketing channel is “the external 
contractual organization that management operates to achieve its distribu-
tion objectives”.2 Marketing channels are critical success factor for an orga-
nization. No matter how good the product appears in the advertisements, 
the tangibility of the product is in the ownership and use. A company 
cannot be considered to be successful in meeting the customer’s needs if 
the marketing channels cannot deliver a product to the customer at the 
right time in the right condition. The marketing channels have evolved 
over time, and this evolution is influenced by different market forces. 
Changing consumer preferences and evolving technology has brought 
about a big change in the marketing channels adopted by different com-
panies. The advent of new internet-based technologies have transformed 
the marketing channels and distribution systems all over the globe. As 
businesses progressed through the different phases of the production era, 
the sales era, the marketing era, and the era of online retailing and mar-
keting channels have also evolved from being production-centric to being 
customer-centric. 

According to Darrell Rigby, Head of Global Retail Practice at Bain 
& Company, retailing is quickly morphing into omnichannel retailing.3 
Omnichannel retailing means that retailers can interact with customers 
through countless channels—websites, physical stores, direct mail, kiosks, 
call centres, social media, mobile devices, gaming consoles, televisions, 
networked appliances, home services, and more. Consumers want every-
thing. They seek the advantages of digital platform, such as wide selec-
tion, rich product information, customer reviews, and tips. They want the 
advantages of physical stores, like personal service, the tangible aspects 
of products and experience shopping as an event. Different customer 
segments4 value different parts of the shopping experience differently, 
but all are likely to seek perfect integration of the digital and the physical 
platforms.

CHANNEL MEMBERS

The number of channel partners required for optimum market cover-
age depends on factors like market potential, market share, frequency of 

2B. Rosenbloom, Marketing Channels: A Management View, 7th ed. (South-Western: 
Cengage Learning)
3Darell Rigby, “The future of shopping,” Harvard Business Review, 89, no.11, 
(December 2011), pp. 64–75.
4Ibid
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 product purchase, technical knowledge required to sell the product and 
competition. The key members of a marketing channel are marketers, 
intermediaries, and end users. The term ‘marketer’ refers to the producer 
of the product or service. Marketers own the product till it reaches the next 
member in the distribution chain. Marketers use different intermediaries 
to reach their end users. These intermediaries execute different marketing 
and selling functions to increase the sales of the company in a designated 
area. Depending on their role in the distribution chain, intermediaries can 
be classified as distributors, wholesalers, retailers and agents. Distributors, 
wholesalers, and retailers differ from the agents as they own the title to the 
merchandise, while agents do not own the title and act as facilitating inter-
mediaries. Examples of agents are carrying and forwarding agents (CFAs), 
advertising agencies, export agencies, insurance agents, etc.

The distributors and wholesalers plays a critical role in the distribu-
tion system. Most of the companies use wholesalers and distributors to 
reach their end customers through retailers. These wholesalers and distrib-
utors perform different functions like storage, delivery, credit and distribu-
tion to retailers. Retailing comprises of store as well as non-store retailing. 
Store retailers are brick-and-mortar retailers like neighborhood grocery 
stores, retail chains like Big Bazaar, Reliance Retail, Spencer’s, Tanishq, and 
so on. Non-store retailers include online retailers like Amazon, Flipkart, 
Snapdeal, and other retailers selling products through door-to-door sales, 
mailers, etc. A typical transaction in a marketing channel involves the flow 
of product from the company to the distributor to the retailer and finally 
to the customer i.e. Company—Distributor—Retailer—Customer. Money 
might flow in the reverse direction i.e. Customer—Retailer—Distributor— 
Company.

CHANNEL FUNCTIONS

Channel members execute different marketing and selling functions to 
increase the sales of the company in a designated area. Channel mem-
bers perform many functions, including creating utility and facilitating 
exchange efficiencies. Channel functions play an important role in decid-
ing the channel structure. As the product moves through various stages in 
the marketing channel, different members in the channel perform different 
functions and add value for the end users.

The channel functions can be broadly classified into exchange, 
logistics, and facilitation. Buying and selling of products are part of the 
exchange function. The logistics function includes storage and transporta-
tion of products, while facilitation function includes financing, risk bear-
ing, providing market information and sales promotion.
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The functions performed by channel members are:

Inventory management. Good inventory management by different mar-
keting channels affects product availability in the market. It is a critical 
factor as out-of-stock conditions can impact customer satisfaction, reten-
tion, and company’s profitability. The distribution channels need to main-
tain optimum stocks of different products to meet customer demands. The 
channels need to order appropriate assortment of different merchandise. 
Companies are using information technology to efficiently manage inven-
tories. Marketing channels also provide storage of merchandise in appro-
priate facilities.

Physical distribution. Another important function of marketing chan-
nels is to provide good market coverage to ensure the availability of the 
products. Marketing channels coordinate the delivery schedules to meet 
customer expectations. The marketing channels approach existing and 
potential customers to increase the sales of the company. Marketing chan-
nels are also responsible for providing customer service in the form of 
credit, delivery and technical assistance. It also arranges for the return of 
defective merchandise from the customers.

Bulk-breaking. Bulk-breaking refers to the process of breaking up the 
large pack lots into smaller lots. Channel partners do bulk-breaking to 
facilitate the sale at the retailer level. Companies usuallyhave large pack 
sizes of different stock keeping units (SKUs). For example, Trident group 
is having “Home Essential” brand of towels with 8 colors. The company 
packs 24 towels of a single color in a pack. Distributors and wholesalers 
are required to send their orders for minimum 24 towels of a single color 
of Home Essential range, whereas retailers buy towels of different compa-
nies according to the sales in their area. Retailers may order for 4 SKUs of 
a particular color and distributor will supply the required quantity to the 
retailers. The retailer further breaks up the lots into smaller quantities to 
sell to customers.

Marketing Communications. Channel partners play a significant role 
in the promotion of the company’s products. Many channel partners design 
their sales promotions to increase the sales in their territories. Distributors 
and wholesalers help in advertising the product at the retail level. They 
also help in increasing point-of-purchase (PoP) displays at the retailers. 
Different channel partners also providing salesforce that offers information 
and service to retailers and customers.

Market Feedback. Channel partners play a critical role in passing the 
market feedback from the customers and retailer to the company.  Channel 
partners are an important source of information about the changes in 
customer preferences, competitive strategies, and changes in the market. 
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Retailers directly interact with customers and are a good source of infor-
mation about the changing market dynamics.

Financial Risk. Channel partners help in financing the company’s oper-
ation in the form of advance payments for various products. They offer 
credit to the retailers to increase the sales and availability of the products. 
Many companies supply their products to distributors and wholesalers 
against advance payments and few companies give a credit period of 7 to 
21 days depending upon the location of the distributors and wholesalers. 
Local distributors and wholesalers get 7 days and out-station distributors 
get 14–21 days of credit, whereas retailers usually give payments to distrib-
utors and wholesalers in 30–60 days, depending upon the sector. Retailers 
in FMCG sector take credit period of 30–45 days, whereas retailers in phar-
maceutical industry take credit period of 30–60 days. Channel partners, 
by taking the responsibility of distribution, reduce manufacturers’ risks to 
a great extent. Channel partners also manage the risks related to product 
loss or deterioration. They also manage the risks related to product safety 
and liability. 

Guidance and technical support. Many customers need guidance on 
how to use complex products like electronic equipment and medicines. 
Although, companies are having field force to provide technical support to 
its customers. Marketing channels also provide product information at the 
time of sale and they also help to ensure post-purchase technical support 
to the customers. Retail pharmacies provide information to the customers on 
the right dosage of the medicines. 

Although, most of these functions are performed through the joint 
efforts of channel partners, some of these functions may be performed by 
a single-channel partner. A well-managed distribution relationship among 
the different channel members can establish an effective and efficient sup-
ply chain that benefits all members of the channel, including the company 
and the end consumer. A well-managed channel management relationship 
can establish an effective and efficient supply chain that benefits all mem-
bers of the channel, including the company and the end consumer.

DESIGNING MARKETING CHANNELS

Design of the marketing channel is critical for the success of a business. 
The important factors affecting the designing of a marketing channel 
are strategic objectives, product portfolio, target market, technological 
advancements, competition, channel structure, channel intensity, the type 
of intermediaries required at different levels and the costs involved in 
selecting a particular channel. Channel structure states the number of 
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 levels of channel intermediaries like distributors, wholesalers, and retail-
ers used by an organization to reach its target customer, whereas channel 
intensity denotes about the number of channel intermediaries required at 
each level.

It is observed that the use of only one channel is not sufficient in the 
current technologically advanced period. There is a need to develop differ-
ent channels to serve different-sized clients. Many companies are adopting 
multichannel structure that optimises channel coverage, adjustability and 
control. This also minimises the cost and conflict.

Channel length and channel breadth are also very critical in the 
designing of a marketing channel. The channel length is the number of 
channel partners between the company and the customers and channel 
breadth is the number of outlets with product availability for the custom-
ers. Marketing channels can be either short or long. A short channel will 
have few intermediaries and a long channel will have many intermediaries 
working to move the products from the company to the customers. The 
commonly used channel levels are zero level, one level, two levels, and 
three levels.

Marketing Channels in the Consumer Markets

In a zero-level channel, the company sells the products directly to the 
customers. This can be done through online retailing, direct selling, and 
so on. Many companies like Kent, Oriflame, Eureka Forbes, Avon, Amway, 
Tupperware, and Herbalife in India follow zero-level channel structure to 
reach their customers. Online sale of Dell products is also an example of 
zero-level channel structure. In a one-level channel, the company sell the 
products to customers through one channel intermediary. This channel 
intermediary can be a distributor or a retailer. One-level structure is mostly 
used by companies selling electronic goods, petroleum products, automo-
biles. For example, Lenovo directly supplies its products to the authorized 
dealers, who sell them to the customers. There are two-channel intermedi-
aries between the company and the customer in the two-level channel struc-
ture. Usually, these two intermediaries are the distributor and the retailer. 
The company sells the products to the retailer through its  distributor. The 
retailer then sells the products to the customers. Two- level marketing 
channel is mostly used by companies selling fast moving consumer goods. 
Pharmaceutical companies also follow the two-level  channel  structure. 
There are three-channel intermediaries between the company and the cus-
tomer in the three-level  marketing channel.  Usually, these three intermedi-
aries are the distributor, the agent, and the retailer. In the three-level chan-
nel structure, an agent mediates between the  distributor and the retailer. 
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For example, many agents procure orders of  medicines from the hospitals 
and also help in the delivery of these products by mediating between 
the distributor and the retailer. Figure 21.1 shows the different marketing 
channel levels in consumer markets.

AdApted from: Still, R. R., Cundiff, E. W., & Govoni, N. A. (1988). Sales 
 Management. Prentice-Hall International. pp.65.
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Figure 21.1: Marketing Channel in the Consumer Markets

Marketing Channels for Services

Service organizations go for short channels because of intangibility and 
perishability of products. In most cases, the service organizations follow a 
zero-level channel as these companies sell the products directly to the cus-
tomers whereas few service organizations like insurance, travel, real estate 
do need an intermediary, often an agent, who mediates between the com-
pany and the customer and helps to complete the transaction. Figure 21.2 
shows the different marketing channel levels for service organizations.

Marketing Channels in the Industrial Markets

Companies marketing industrial products usually prefer shorter marketing 
channels than consumer products companies due to geographical concen-
trations and relatively few customers. In a zero-level channel, the company 
sells the products directly to the industrial customers. Most of the com-
panies in industrial selling follow the zero-level channel. In a one-level 
channel, the company sell the products to customers through the industrial 
distributors. Most of the companies in the industrial markets follow the 
one-level channel structure. There are two channel intermediaries between 
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the company and the customer in the two-level channel structure. These 
two intermediaries are the company’s representative and the industrial dis-
tributor. In the three-level channel structure, an agent mediates between 
the industrial distributor and the company’s representative. For example, 
many agents procure export orders by mediating between the distributor 
and the company representative. Figure 21.3 shows the different marketing 
channel levels in industrial markets.

AdApted from: Still, R. R., Cundiff, E. W., & Govoni, N. A. (1988). Sales 
 Management. Prentice-Hall International. pp.65.

Figure 21.2: Marketing Channel Levels for Service Organizations
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SELECTING CHANNEL PARTNERS

After designing the marketing channel, company can select the channel 
partners that meet its requirements. Some factors for selecting channel 
partners are sales potential, product portfolio, industry experience, finan-
cial strength, market reputation, location, and the size of the channel 
 member.

Sales Potential. Sales potential of the channel member is a major factor 
in selecting channel partner. It’s important to gauge the channel  member’s 
ability to sell the company’s products in the designated sales territory. 
Companies consider the factors like the number of channel partner’s sales 
people, number outlets covered, number of delivery vehicles, delivery 
schedules, and the current sales turnover. 

Product Portfolio. Product portfolio constitutes the type of products 
sold by the channel member. For example, a company selling products in 
a shaving range may prefer to appoint a channel partner on the basis of 
the complementary product portfolio. Sales managers of many electronics 
companies also consider the channel member’s ability and expertise to 
handle products effectively. Sales managers of automobile companies also 
look into the delivery of after-sales services before selecting a channel 
partner. 

Industry Experience. The channel member’s industry experience is also 
a critical factor in selection. Many sales managers look into the channel 
member’s past experience in selling a particular product range. The com-
pany can look into factors like the type of products and the customers han-
dled in the past. Channel members with good experience can be of great 
help for the new companies as they can help the company in designing the 
distribution strategies and sales promotion activities.

Financial strength. The financial strength of the channel member is 
directly related to availability of the requisite inventory in the market and 
the number of outlets covered by the channel member. Usually, retailers 
are slow in giving the payments so it is important for the channel mem-
bers like distributors / wholesalers to have sufficient financial capabilities 
to not only maintain the adequate level of inventory but also to make the 
payment to the company in the stipulated time. Channel member with 
good financial strength will also help to increase the expansion plans of 
the organization.

Location. Location of the channel member can play a vital role in the 
easy availability of the products for the retailers. In many industries like 
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 pharmaceuticals, wholesaling channel members are concentrated in geo-
graphic pockets dedicated to pharmaceutical products. This makes it easy 
for the pharmacy retailers to come to that particular area to buy the prod-
ucts of different companies. 

Size of the channel member. Many companies consider size of the 
channel member and the presence of the competitive range of products 
while selecting the channel partner. A well-established channel member 
can offer good market coverage and financial support but may not give 
the desired focus. On the other hand, a small distributor with less num-
ber of companies may not have large market coverage but can provide 
the required focus. Many companies do not prefer to appoint channel 
members having competitive range of products because of conflicting 
interests.

Apart from the above factors, companies also consider the factors like 
market reputation, trade policies, pricing strategies, and future potential in 
evaluating the channel members.

CHANNEL INTENSITY

Channel intensity denotes the number of intermediaries existing in a distri-
bution or marketing channel. The degree of market coverage, product port-
folio, and marketing strategy are important factors in deciding the channel 
policy and determining the number of intermediaries to be used. Compa-
nies usually go for intensive, exclusive, or selective distribution depending 
on its marketing strategy, the number of intermediaries, and the degree of 
market coverage.

Exclusive distribution

Companies going for exclusive distribution networks offer exclusive rights 
to a dealer to distribute its products in a particular geographical area. These 
dealers cannot sell the products of other companies. Companies going for 
exclusive distribution cultivate and sustain an image of quality and pres-
tige for the product. Exclusive distribution allows the company to have a 
greater control over intermediaries in terms of price, credit, and promo-
tion. Exclusive distribution is usually used with high-priced products that 
have significant service requirements, with a limited number of customers 
in a particular geographic area. Companies having specialty products are 
usually good candidates for this kind of distribution intensity. Automobile 
industry follows exclusive distribution strategy.
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Selective distribution

The companies going for selective distribution sell their products through 
selective number of dealers and retailers. Brand image is an important fac-
tor for companies going for selective distribution. As the selected retailer 
will help to create a favorable impression about the products and company 
in the mind of customers. Companies prefer to offer selective distribution 
to outlets with good facilities, resources, and image. Selective distribution 
strategy help companies to reduce costs while establishing strong work-
ing relationships with the channel partners. Companies having premium 
products like perfumes, apparels, jewelry, furniture, household appliances, 
computers, and electronic equipment prefer to distribute their products 
through select retailers, whose outlets will assist to enhance the luxuri-
ous image of the brand. Channel members like selective distribution as it 
provides more revenue and profits than the intensive distribution strategy 
where they have to compete on price.

Intensive distribution

Companies opting for intensive distribution stock their goods in as many 
outlets as possible. Time and place utility are important considerations 
for companies adopting intensive distribution. An intensive distribution 
strategy links a product’s sales potential to the number of outlets selling 
the product. Companies selling products like cold drinks, confectionery, 
stationary, soaps, detergents, and other convenience goods try to sell their 
products through every possible retail outlet to generate maximum market 
coverage and sales. Telecom companies use intensive distribution strat-
egy to increase the sales of their pre-paid vouchers, whereas they use the 
exclusive distribution strategy for their post-paid connections.

CHANNEL MANAGEMENT FOR RURAL MARKETS

C.K. Prahalad in his book “The Fortune at the Bottom of the Pyramid,” 
described the profits that can be generated by selling products to “Bottom 
of the Pyramid” customers.5 Rural markets constitute an important part 
of the emerging economies like India with majority of the population liv-
ing in villages. Rural markets have attained lot of importance in the past 
decade as the growth of the Indian economy has resulted into  considerable 

5C.K. Prahalad, Fortune at the Bottom of the Pyramid (New Jersey: Pearson Pub-
lishing, 2005).
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increase in the purchasing power of the rural customers. There are many 
reasons for companies to explore the rural markets. Increasing rural 
incomes driven by agricultural growth have augmented the propensity to 
buy branded and value-added products in rural markets. Many fast moving 
consumer goods companies (FMCG) are introducing customized products, 
especially for rural customers. This is further helping FMCG companies 
to record higher growth rates, sometimes even faster than that in urban 
 markets. Selling products in the rural markets present unique challenges 
and huge opportunities for companies. For example, the rural consumers 
are dispersed over a wide geographic area, transportation infrastructure is 
not well developed, low per capita disposable incomes, seasonal consump-
tion related to harvests and festivals, and lack of access to conventional 
advertising media.

The four challenges (also referred as 4As) in the rural marketing are: 
affordability, acceptability, awareness, and availability. With low disposable 
incomes, the rural customers need affordable products. Many companies 
have addressed the affordability issue by introducing small unit packs. 
Godrej introduced Cinthol soap and Fair Glow soap in 50 grams packs, 
priced at `4–5. HUL has launched a variant of Lifebuoy at `2 for 50 grams. 
Other examples are small packs of Parle-G biscuits priced at `2, sachets of 
Clinic Plus shampoo, Sunsilk shampoos sold at ̀ 1.6 The second challenge is 
to gain acceptability of the products among the rural customers. LG devel-
oped a customised TV “Sampoorna” for the rural market in India. Rural 
areas lack uninterrupted power supplyy so Coca Cola provided low-cost 
ice boxes for retailers. Also, insurance companies have made  tailor-made 
products for the rural market and have done well in comparison to their 
competitors.7

With large parts of rural market unapproachable to conventional 
advertising media, building brand awareness is difficult in the rural  markets. 
HUL majorly uses company-organized media, and there are promotional 
events organized by the channel partners. Godrej consumer products use 
radio to reach the local people in their language. Coca Cola uses a combi-
nation of television and radio to reach rural consumers. On the other hand, 
LG uses local-level advertising and road shows to reach rural customers.8

Availability of products is most challenging because of the infra-
structural issues and the low density of the population. Companies like 

6P. Balakrishna and B Sidharth, “Selling in Rural India”, Business Line, (February 
16, 2004)
7Ibid
8Ibid
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 Hindustan Unilever (HUL) have built a robust distribution system which 
helps its brands to reach the interiors of the rural market.9 Coca Cola, 
which considers rural markets as a future growth driver, has evolved a hub-
and-spoke distribution structure to reach the villages.10 The three factors to 
be considered in designing the rural distribution are: 

Appropriate. Appropriateness of the distribution model with the prod-
uct or services of the company is crucial for rural marketing. Distribution 
models with local inventories are suitable for products with high demand, 
especially if transportation is a large segment of the total cost. These mod-
els suffer higher inventory cost, but lower transportation cost and provide 
a faster delivery and response time.11 FMCG companies like HUL, Godrej 
are going for intensive distribution and will have a different model than the 
electronic companies like LG and Philips India.

Aggregate. Low population density and presence of rural customers 
in wide geographical areas can increase the cost of distribution. Com-
panies can aggregate consumer demand into central locations to reduce 
inventory and transportation costs. LG Electronics has set 45 area offices 
and 59 rural area offices to increase the sales in the rural markets.12

Appoint. Companies are appointing local rural entrepreneurs to increase 
the last-mile product delivery and sales. Colgate India appointed local 
entrepreneurial youth in the rural markets to distribute its products in 
villages. These local entrepreneurs purchase Colgate products from a local 
distributor, and then sold the products to villagers. Colgate paid a stipend 
to these rural entrepreneurs and saved on its inventory costs.13

COSTS AND MARGINS IN THE MARKETING CHANNEL

Marketing channels ensure smooth movement of products from the com-
pany to the customers. This movement of products can be forward, back-
ward or two-directional. Different activities performed by the channel 

9Ibid
10Ibid
11Sunil Chopra and Peter Meindl, Supply Chain Management, 4th ed. (New Jersey: 
Prentice Hal, 2010), 101
12Ibid
13Benjamin Mathew and Amit Mookerjee, Evolution of a Sustainable PPP Model in 
the BOP Market, (Internal MART document, August 2008)
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members are possession of goods, ownership (transfer of title), inventory 
management, promotion, negotiation, financing, risk bearing, ordering, 
payment and physical distribution. Different channel members perform 
different channel activities. For example, the CFAs only facilitate the trans-
fer of title from the company to the wholesaler without taking the owner-
ship of products. 

Different costs are incurred by different channel partners. The pos-
session and ownership of products gets transferred from the company to 
the customers. During the transfer of products, the costs involved are for 
storage and transportation of goods from one channel member to another. 
Here, the costs involved are inventory costs, opportunity costs, and trans-
portation. Few channel members like distributors and retailers also pro-
mote the products. For example, many distributors have their their own 
sales team to promote the products of the different companies at the retail 
levels. The costs involved in promotion of products will include the costs 
for personal selling, advertising and sales promotional, etc.

Financing is also an important cost factor. Few companies give some 
credit period to their distributors or wholesalers for making payment, 
even after these channel members have received the goods. For example, 
many pharmaceutical companies give credit period of 7 days to their local 
wholesalers, and credit period of 14 days to their outstation wholesalers. 
Whereas these wholesalers have to give credit period of up to 60–90 days 
to the retail pharmacies. Here, the costs incurred by the channel member 
involve the loss of income that could have been earned by investing the 
same money elsewhere. This cost can also be the loss of interest.

Also, there are lot of risks involved in the channel management. The 
channel members bear the risk in the transfer of goods. These risks can be 
because of the perishable nature of the products, spoilage, price changes 
and theft. The usual costs associated with these risks are insurance, main-
tenance costs for perishable goods, warranties, repairs, loss of sales tax 
in expiry and breakage, bad debts, etc. It is critical for an organization to 
minimize the different costs in the marketing channels. Many companies 
make use of information technology to minimize the chances of expiry of 
products. Automation is also used to make the marketing channels more 
effective.

Different industries offer different margins to their channel partners. 
Typically, carrying and forwarding agents gets a margin of 2–5 percent, 
a distributor or a wholesaler receives a margin of 5–10 percent and the 
retailer receives a margin in the range of 8–15 percent in the FMCG sector. 
Whereas, in the pharmaceutical industry, carrying and forwarding agents 
gets a margin of 2–5 percent, a wholesaler or a stockist receives a margin 
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of 8–10 percent, and the retailer receives a margin in the range of 16–20 
percent. In consumer durables, companies offer margins of 5–20 percent 
across different formats. Channel members get additional margins through 
the trade schemes that run throughout the year. These trade schemes offer 
benefits like discounts, gifts, extra credit period, and free goods, etc.

CONCLUSION

Successful business is all about creating, communicating, and  delivering 
superior value to the customers. Channel partners play a vital role in 
delivering superior value to the customers. A marketing channel is a set 
of processes undertaken to transfer the ownership of products, from the 
point of production to the point of consumption. A marketing channel is 
a set of interdependent organizations involved in the process of delivering 
the goods and services to the end-user. Companies all over the globe are 
becoming more and more customer centric by providing customers with 
the products they desire when and where they desire them.

The number of channel partners required for optimum market cover-
age depends on factors like market potential, market share, frequency of 
product purchase, technical knowledge required to sell the product and 
competition. Channel members execute different marketing and selling 
functions to increase the sales of the company in a designated area. Chan-
nel functions play an important role in deciding the channel structure. As 
the product moves through various stages in the marketing channel, dif-
ferent members in the channel perform different functions and add value 
for the end users. Different activities performed by the channel members 
are possession of goods, ownership, inventory management, promotion, 
negotiation, financing, risk bearing, ordering, payment, and physical dis-
tribution. Different channel members perform different channel activities. 
Channel intensity denotes the number of intermediaries existing in a dis-
tribution or marketing channel. The degree of market coverage, product 
portfolio, and marketing strategy are important factors in deciding the 
channel policy and determining the number of intermediaries to be used.
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Securing and maintaining harmonious working relationships with the 
channel partners is as important as building and maintaining favorable 

reputations with fi nal buyers. Channel partners are customers for the prod-
ucts, and collectively they bear responsibility for making the “payoff sales 
to fi nal buyers. Unless the supply of product fl ows through to fi nal buyers, 
marketing channels clog, and all previous personal selling and other mar-
keting efforts are wasted.

The channel partners handling the product, or assisting in its sales, 
are extensions of the manufacturer’s sales organization. Often, they are 
only points of contact with the manufacturer of the fi nal buyer. Confi dence 
in individual outlets is frequently a crucial factor infl uencing decisions to 

Managing the Channel 
Partners

22

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of managing the channel partners

 ■ Know the objectives and methods of cooperation between manufacturer—
channel partners

 ■ Know the process of stimulating channel partners to greater selling effort

 ■ Develop managerial effi ciency in distributive organizations
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buy or not to buy the manufacturer’s product. Channel partners are the 
on-the-spot representative of the manufacturers; within their spheres of 
operation, their reputations are influenced by that of the manufacturer, 
its products, and its promotion. From the sales executive’s standpoint, the 
importance of establishing and maintaining favorable relations with the 
distributive network can hardly be overstated, since they directly influence 
selling efficiency, costs, and profits.

SETTING UP COOPERATIVE PROGRAMS

To implement its overall marketing strategy, the manufacturer needs the 
cooperation of its distributive outlets. In consumer-goods markets, for 
instance, retailers must have adequate stocks of a product on hand prior 
to the launching of national consumer advertising campaigns.  Retailers 
must provide support through tie-in displays and local advertising. 
 Manufacturers of industrial goods look to their distributive outlets for 
similar support.

The initiative for establishing and maintaining cooperative programs 
almost always comes from the manufacturer rather than from the distribu-
tive outlets. Within the manufacturer’s organization, the sales department 
is often the initiator of such programs and generally the implementer. The 
product is, after all, the manufacturer’s product, and the manufacturer’s 
sales department has the most direct interest in selling it.

Most manufacturers recognize their dependence upon their associated 
channel partners. However, many channel partners, perhaps the majority, 
do not recognize their parallel dependence upon any one manufacturer. 
They have contact with, and in most cases represent, other manufacturers, 
many times even those with competitive lines. Then, too, in most market-
ing situations, the manufacturer’s organization is larger, more experienced, 
and better equipped to plan and administer cooperative programs. There-
fore, the channel partners usually look to the manufacturer to set up and 
manage any cooperative efforts.

Some manufacturers achieve marketing success without the cooper-
ation of the outlets handling their products. A few succeed even in spite 
of their channel partners’ hostility and open resentment.  Manufacturers 
of high-volume convenience goods, for example, sometimes achieve 
strong consumer preference through heavy expenditures for advertising, 
thus forcing the cooperation of dealers who recognize that they will miss 
opportunities for profit if they do not service the consumer demand. In 
such cases, although dealers may dislike the manufacturer and its  products, 
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they serve the manufacturer’s interests, mainly because that is the profit-
able thing to do.

ROLE OF MANUFACTURER’S SALES FORCE

Channel partners regard the manufacturer’s salespeople not only as sales 
representatives for the product line, but also as instruments through which 
the manufacturer’s business philosophy is implemented. Their opinions of 
the company and its products are influenced by the conduct of its sales 
personnel. Salespeople need not be public relations experts, but they need 
skill in interpersonal relations. Training, retraining, and experience make 
salespeople competent in applying the manufacturer’s sales policies and 
practices, but only skill in interpersonal relations equips them to get along 
with people. Unless customers receive favorable impressions of the manu-
facturer from their contact with its sales force, cooperative programs with 
the channel partnersare not likely to succeed. Selecting basically good peo-
ple for the sales force and developing their interpersonal relations skills 
are important. 

Attitudes of distributive outlets are particularly influenced when man-
ufacturers’ sales personnel apply undiplomatic tactics. In one study, deal-
ers stated that they resented salespersons who begged for business with 
personal hard-luck stories, became unpleasant when they did not receive 
orders, bragged about big orders they had written for other dealers, acted 
as though they were doing a favor for the dealer, carried gossip from 
dealer to dealer, hinted at great favors in the future, and acted as though 
they were entitled to business just for making calls. Such tactics are more 
common than many sales executives admit.

First-line communications with channel partners are initiated and 
maintained by the manufacturer’s sales force, so the utmost care is 
needed in their selection, training, and supervision. Nothing damages 
the reputations of a company and its products more than a salesperson 
who fails to win and hold the respect and confidence of the customers. 
Sales management relies upon the salespeople to treat customers fairly. 
Good salespeople do not make promises that cannot be kept or that are 
later ignored. Good salespeople do not sell orders larger than the cus-
tomer can handle—overselling causes poor relationships with channel 
partners.

Making lasting friendships for the company is as much a part of 
the selling job as securing orders. Effective sales management keeps 
salespeople supplied with up-to-date information of the products, their 
applications, and changes in sales and other policies (or their manner of 
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 implementation). With this information and skill in interpersonal relations, 
salespeople handle customer relations effectively.

OBJECTIVES AND METHODS OF MANUFACTURER-CHANNEL 
 PARTNERS’ C OOPERATION

The manufacturer and its channel partners share a common objective—to 
sell the manufacturer’s products at a profit. To achieve this objective, man-
ufacturers set more specific objectives. These objectives, of course, differ 
with the marketing circumstances, even though many variations of specific 
objectives fit into definite categories. Manufacturers undertake cooperative 
programs (1) to build distributive network loyalty, (2) to stimulate distrib-
utive outlets to greater selling effort, (3) to develop managerial efficiency 
in distributive organizations, or (4) to identify the source of supply for the 
product line at the final buyer level.

Methods used to achieve these objectives differ from manufacturer 
to manufacturer and from time to time, and some aim to accomplish more 
than one objective. The selection of methods of cooperation depends upon 
the manufacturer’s particular problem(s). The following discussion identi-
fies circumstances leading to the choice of specific objectives and methods 
of manufacturer-distributive network cooperation.

Building Channel Partners Loyalty to the Manufacturer

Whether channel partners actively promote, simply recommend, or just 
handle the product line depends upon their relationships with the manu-
facturer and its sales force. If they value these associations, the manufactur-
er’s chances of securing active promotion are good. If they stock the prod-
uct line merely for the convenience of their customers, it is more difficult 
for the manufacturer to capitalize on market opportunities. Occasionally, 
through heavy advertising and promotion to final buyers, the manufacturer 
pulls a product through the marketing channel despite adverse attitudes 
of channel partners. But if the outlets are forced to handle the product, 
marketing costs are often high. In the long run, it is less costly and more 
effective to have the cooperation of channel partners.

The most serious situations occur when channel partners are hostile 
to the manufacturer and its product. Many manufacturers who experience 
this difficulty have little personal contact, such as through salespeople, 
with the outlets handling their product. Some pull their products through 
marketing channels by liberal expenditures for advertising to final buy-
ers. They believe that a product is certain to sell if a strong final buyer 
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 preference or recognition develops, but they underestimate the importance 
of having the goodwill of channel partners. Outlets stocking products only 
because the number of calls generated through advertising forces them to 
do so may give the product the least desirable shelf or counter positions, 
or even put it under the counter. They give competing products better shelf 
positions and more space, and they sell substitutions when final buyers 
ask for the manufacturer’s brand. This circumstance is even more serious 
when the brand possesses few features that differentiate it from competi-
tors’ offerings.

In short, in many situations a manufacturer meets sales resistance 
from the channel partners. When this resistance evolves into obstructive 
tactics, the net result is a progressive deterioration in final buyer respect 
for, and confidence in, the manufacturer and its product. The manufactur-
er’s problem is to inspire in its channel partners a feeling of mutual interest 
and trust and to convince them that it appreciates their contribution to the 
marketing success of the product. The sales department and the sales force 
play significant roles in solving such problems.

Any program designed to build or strengthen distributive outlet loy-
alty includes two important components. First, there must be appraisals 
of the manufacturer’s policies and their manner of implementation, with 
a view to identifying the impacts on channel partners’ attitudes. Second, 
there must be analysis of the communications system with the distributive 
network. In other words, most cases of disloyalty have their roots in the 
manufacturer’s policies, which may be inappropriate or misapplied, or in 
shortcomings of the communications system.

Appraisal of the manufacturer’s policies and their implementation. 
The manufacturer needs critical appraisals of the product, the services 
rendered in connection with it, and the policies and practices followed 
in its distribution and promotion. The manufacturer must determine the 
degree to which the product matches the distributive outlets’ merchan-
dising requirements and how the product conforms to “their” evaluations 
of final buyers’ wants. Manufacturer-performed services, such as installa-
tion and repair, should be offered in response to the recognized needs of 
channel partners and final buyers. All the manufacturer’s distribution and 
promotion policies and practices must be intelligently conceived, fairly 
applied, and fully understood by the outlets.

The interest of channel partners in improving relations with man-
ufacturers varies from product to product. When the product is a mass- 
distributed convenience good, many manufacturers try to reach the 
 ultimate consumer with similar products. Each competes for the attention 
of the same dealers, the majority of whom see little reason to favor one 
supplier at the expense of others—unless a particular supplier proves the 
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benefits that it claims will accrue to the dealer. Since such products are 
generally distributed through multiple layers of distributive outlets, condi-
tions do not favor the development of close relations with those selling to 
final buyers. Thus, the manufacturer, who sells through wholesalers, finds 
it difficult to develop close relations with retailers.

For shopping or specialty goods, some form of exclusive agency or 
selective distribution is generally used, and the manufacturer sells direct to 
the retail dealer. Dealers handling these products have as much, or almost 
as much, interest as the manufacturer in the success of cooperative efforts. 
Thus, in the consumer-goods field, programs for improving distributive 
network relations are most appropriate, and stand the greatest chance of 
success, when the manufacturer markets a specialty or shopping goods 
through a limited number of outlets. 

In the industrial-goods field, most manufacturers distribute their 
products directly to industrial users. Those who utilize non-direct market-
ing channels usually have opportunity to improve, and to benefit from, 
improving relations with their distributive networks. 

Dealers often pursue obstructive tactics because of a manufacturer’s 
unwise pricing practices. For example, when a manufacturer grants exces-
sive discounts for large orders, the product may become a “price football” 
for large dealers competing on a price basis. This happens after a heavily 
advertised product becomes well known and is in strong demand. Smaller 
dealers may not even try to meet their larger competitors’ resale prices. 
Instead, they promote substitutes for the manufacturer’s brand. The under-
lying difficulty here, as in most cases of unwise pricing, is that some deal-
ers believe that they are receiving inadequate compensation for handling 
the product. The price and discount structure should allow dealers, large 
and small, a reasonable gross margin. The solution to problems arising 
from unwise pricing practices is often to overhaul policies on marketing 
channels and distribution intensity. For this reason, an appraisal of pricing 
should accompany a close examination of distribution policy. 

The manufacturer should appraise the impact of its promotional pol-
icies on the distributive network. These policies need evaluating to deter-
mine how well the manufacturer’s advertising program is coordinated with 
the sales force’s efforts, for instance, and to assess the effectiveness of 
coordination of the total promotional program with the network’s efforts. 
In appraising the manufacturer’s policies, the manner in which each is 
administered deserves attention. The manufacturer should have sound and 
appropriate policies, and these should be applied fairly in all relations with 
dealers. The manufacturer, in other words, should abide by the rules that 
it itself has set up—it should refrain, for example, from allowing secret 
price concessions and furnishing special assistance to some dealers and 
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not to others. But even though the manufacturer holds to its policies and 
refuses to make exceptions, dealer complaints arise. Some are without 
merit, but each should be acknowledged, investigated, and adjusted before 
it evolves into permanent resentment.

Favoritism among customers should be avoided, not just disapproved 
of officially. Sales personnel, and sometimes sales executives, play favorites 
when the product is in short supply. When final user demand expands 
more rapidly than the available supply of product, or when total demand 
is underestimated, salespeople and sales executives are bombarded with 
entreaties of important customers for increased orders. Those who submit 
to these pleas, and who thereby neglect smaller accounts, should real-
ize that when normal conditions return, customers whose business was 
ignored are susceptible to competitors’ selling arguments.

In attempting to avoid favoritism, some manufacturers go too far in 
the opposite direction. During periods of scarcity, they spread available 
supplies over as many accounts as possible. Unless adequate controls are 
provided, large customers receive allocations too small to be useful, and 
small customers more than they have ordered in the past. If this happens, 
relations with the best accounts, the larger ones, are affected adversely. 
Again, the likely consequence is a general weakening of the company’s 
competitive position. Allocation policies should be based on the relative 
needs of all classes of accounts. Complaints of unfair treatment should be 
investigated, and inequities should be adjusted. Under conditions of short 
supply, it is impossible to keep every customer satisfied, but all should be 
convinced of the fairness of the policies in effect.

Analysis of communications system. Insufficient personal contact 
between distributive outlets and the manufacturer often contributes to dis-
loyalty. When the marketing channel includes several layers of channel part-
ners, when personal selling plays an insignificant part in the promotional 
program, or both, defects in the manufacturer’s communications system 
with its distributive network are likely. Although its product, distribution, 
promotion, and pricing policies are sound, a manufacturer’s remoteness, 
institutionally if not geographically, from outlets and their problems may 
mean certain policies are inappropriate for them. When competitors have 
closer relationships through their own salespeople with these outlets, the 
outlets may regard the manufacturer as too distant to deserve their cooper-
ation. They may continue to handle its product, but mainly because of its 
already established demand. Before the situation can be improved, steps 
must be taken to improve communications.

Improvements in communications with the distributive network take 
many forms. Sometimes it is a drastic change in distribution policy, for 
example, a manufacturer changes the use of wholesalers to direct- to- 
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retailer  selling and obtains closer contact with retailers. Or it is backing up 
wholesalers’ efforts with a force of missionary salespeople. A program of 
occasional visits to distributive outlets by sales executives improves commu-
nications and cements relationships. Similar benefits accrue from company 
sponsorship of national or regional conventions for distributive outlets. 
Such inexpensive methods as personal letters, emails, or telephone calls 
from sales executives, the circulation of specially edited dealer magazines, 
or advertising to the trade are effective not only in improving communica-
tions but in building and retaining dealer loyalty.

Strained relations with distributive outlets result from ineffective han-
dling of correspondence. When dealers request information, or when sales 
personnel relay their queries, responses should be prompt. To procrasti-
nate is to irritate the customer and to risk losing goodwill. All messages 
from customers should be acknowledged, and if answers are not read-
ily available, that fact should be communicated. Questions that cannot be 
answered usually relate to subjects that should command the attention of 
top-ranking sales executives.

Effective sales executives have many ways to keep track of custom-
ers’ attitudes. In well-managed companies, salespeople report important 
changes that they observe taking place. Internal analysis of sales records 
detects shifts in the source and size of orders received; often these are 
symptomatic of changes in customers’ attitudes. Studies by marketing 
research personnel reveal criticisms of company policies and practices and 
suggestions for their improvement. Ownership of a few outlets allows the 
firm to experiment with new merchandising and selling techniques that, if 
successful, are passed on to customers.

Stimulating Channel Partners to Greater Selling Effort

Dealer apathy is common. Some manufacturers invest millions of dollars 
in promotion, but dealers, outwardly at least, are not only unimpressed 
but unmoved. Many dealers fail to see why they should tie in with the 
manufacturer’s promotion or provide extra push for the product. They feel, 
sometimes rightly, that the manufacturer wants more assistance from them 
than it is willing to extend—and frequently these feelings trace to inade-
quacies in salespeople’s presentations. Under these circumstances, coor-
dination of promotional efforts is difficult. The first step in overcoming 
dealer apathy is to identify the reasons lying behind it. The second step is 
to take positive action to increase dealer-selling effort.

Changing policies. Inappropriate or outdated sales policies may be the 
cause of dealer apathy. Alert competitors may have adjusted their policies 
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to the changing situation, while the company, whose dealers are apathetic, 
may have lagged behind. Management may have clung to policies for senti-
mental reasons. Bringing policies into line with marketing conditions stim-
ulates dealer effort.

Companies utilizing multiple marketing channels frequently encounter 
problems in obtaining support from distributive outlets in some  channels. 
One consumer-products company, for instance, sells directly to large retail-
ers such as corporate chains and through wholesalers to smaller retailers. 
Company salespeople are in personal contact with large retailers, and they 
gain the support of these dealers. But to gain the support of smaller retail-
ers, the sales personnel must work through the intervening wholesalers, 
earning their support as well.

Particular attention should be given to pricing policy. Wholesalers, as 
well as retailers, expect that margins will be in line with the marketing tasks 
the manufacturer expects them to perform. But margins need setting, too, with 
an eye on the margins competing manufacturers offer. If channel partners 
believe that the manufacturer is asking for too much support and offering too 
little margins or if competing manufacturers expect less support and/or offer 
higher margins, the manufacturer’s pricing policy must be brought into line.

Reformulation of other policies stimulates distributive outlets to 
greater selling effort. Policies on credit extension, service, advertising and 
selling allowances, and quantity and cash discounts should be scrutinized 
to determine if they provoke dealer apathy. Policies on marketing channels 
and distribution intensity sometimes need revising to stimulate the channel 
partners to greater effort.

A frequent reason for the indifference of channel partners lies in their 
previous experiences with promotional programs. Wholesalers and retail-
ers are offered far more promotions than they can accept. Channel partners 
accept and push the promotions of those manufacturers with whose pro-
motions they have had good experience in the past. If a manufacturer has 
had successful promotions in the past, then the distributive outlet has more 
confidence in the manufacturer’s current promotion.

Sharing promotional risks with dealers. On analyzing the attitudes of 
dealers, the manufacturer sometimes finds that these channel partners are 
not enthusiastic, because they are risking so little on the promotional pro-
gram. Benefiting from the manufacturer’s promotion over a long period, 
dealers come to depend upon the manufacturer to perform almost the 
entire selling task. They feel that it is the manufacturer’s job to bring cus-
tomers into the store and theirs to ring the cash register and pocket the 
profits. Other dealers consider it unfair to show enthusiasm for any one 
promotional program, since so many manufacturers’ products are repre-
sented on their shelves. 
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To combat problems of this sort, manufacturers demonstrate consid-
erable ingenuity in devising strategies to stimulate dealers to greater sales 
effort. In one widely used strategy, the manufacturer attempts to persuade 
dealers to invest time, effort, and money in promotional programs. Thus, 
manufacturers who would provide free point-of-purchase display materials 
to retailers charge for these materials, theorizing that retailers who risk 
their own funds will make good use of the displays and hence justify their 
costs. Similarly, manufacturers who inaugurate dealer-cooperative advertis-
ing programs in which expenses are shared with dealers commonly expe-
rience renewed dealer interest. Whenever dealers have a stake, even a lim-
ited one, in the final results of a promotional program, they work towards 
making it successful.

Using promotional methods. To stimulate channel partners, manufac-
turers may use techniques that compel them to provide extra push for the 
product. These techniques, overcome distributors’ indifference by provid-
ing additional incentives. These incentives appeal to the channel partners, 
their salespeople, or final buyers.

Incentives to the channel partners. Dealers are offered special prices 
on larger-than-average orders, or bonus offers like 10+1 product. These 
offers persuade dealers to increase the size of their inventory investments, 
thus putting them under more pressure to promote the product. Other 
ways of accomplishing this result include offering premiums to dealers 
who make purchases above a specified minimum size, or packing premium 
coupons, redeemable for merchandise of the dealer’s choice, in each ship-
ping case. Sometimes the manufacturer awards the premium only after the 
secondary sales of the product, thus shifting the emphasis from building 
up the dealer’s inventory to making sales to the final buyer.

Manufacturers sometimes combine dealer incentives with sales vol-
ume targets set for individual dealers. If dealers meet or exceed their sales 
targets within the sales campaign period, they receive prize awards—
often in the form of trips for dealers and their spouses to exotic places 
like  Singapore, Bangkok, or Hong Kong. In some instances, dealers are 
assigned sales volume targets on a month-to-month basis and are awarded 
prizes monthly. Combining the dealer incentive with a sales volume target 
often motivates dealer management to strive very hard to achieve manufac-
turer set sales volume targets.

Incentives to channel partners’ sales personnel. To stimulate the sales 
personnel of channel partners, manufacturers use a wide variety of incen-
tives. Special incentives and rewards are used extensively. In some fields, 
as in cosmetics and women’s accessories, the manufacturer pays retailers’ 
salespersons a small sum (known as a “spiff or “P.M.”) for each unit of the 
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product they sell. One hosiery manufacturer, for instance, paid retailers’ 
salesperson 50 cents for each pair of its brand sold. Salespersons, wait-
ing upon customers not specifying brand, naturally push the brand on 
which they receive the P.M. Many retailers dislike P.M.s, however, because 
they weaken retail management’s control over selling techniques used by 
 salespersons.

One widely used strategy is for the manufacturer to conduct a sales 
contest for dealers’ or distributors’ sales personnel. The automobile manu-
facturers, for instance, conduct incentive programs for their dealers’ sales 
personnel. Prize awards are incentive trips and “prize-point checks” redeem-
able in merchandise. Typically, points are awarded for selling units of par-
ticular models and extra points for conversion sales (where a competitive 
model has been owned by the customer). There are thousands of dealer-
ships for each make and tens of thousands of dealer salespersons, so these 
are large-scale contests. Because of the specialized planning and adminis-
tration required, most manufacturers turn the planning and sometimes the 
administration also, over to firms specializing in sales incentive programs. 
The planning and administrative services of sales incentive agencies are 
made available to manufacturers at little or no cost-they make their profits 
from the markups on merchandise and travel used as contest awards. 

Incentives to ultimate consumers. Manufacturers of convenience goods 
stimulate dealers indirectly by using forcing methods to promote purchases 
by ultimate consumers. These methods include couponing, sampling, con-
sumer contests, premium plans, “cents-off promotions, and special intro-
ductory offers. If a promotional method works out as the manufacturer 
intends, rapid movement of the product helps to overcome dealer lethargy. 
Numerous administrative details, however, must be handled effectively in 
successful implementation of these forcing methods. The manufacturer 
must see that its own sales force exerts the needed effort and obtains the 
required support from wholesalers and their sales personnel. Companies 
using numerous programs of this sort generally have a sales promotion 
manager, who is responsible for both planning and administration.

The manufacturer using a sales promotion must not antagonize or 
burden its dealers. One survey of supermarket managers revealed that 
the majority favored discontinuance of cents-off deals by coffee  roasters. 
Too frequent use of these deals caused problems in supermarkets of 
mixed inventory of coffee containers—some with and some without cents-
off offers. Supermarket managers, too, are not generally entranced with 
coupons giving cents-off allowances to buyers of particular products— 
redemption of coupons slows down movement at checkout counters and 
creates extra bookkeeping problems. Continual use of such promotional 
methods promotes foot-dragging by dealers.
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Developing Managerial Efficiency in Distributive Organizations

To make its dealers more enthusiastic about its product, the manufac-
turer should consider increasing dealer efficiency. The dealer’s primary 
concern is to make, or better yet, to increase, profits. The manufacturer, 
who frequently has access to superior managerial know-how, can search 
out improved methods for its dealers. It is not enough for the manufac-
turer to find better operating methods for the dealers to use; the manu-
facturer must see that they learn how to incorporate these methods into 
their operations. The manufacturer recognizes that an important key to 
success lies in how dealers operate their businesses. More efficient dealers 
move the manufacturer’s products more rapidly through the marketing 
channel and produce larger sales and profits both for themselves and for 
the  manufacturer.

Dealer-training programs. Not all manufacturers benefit from provid-
ing dealer managerial training programs; payoff from these programs var-
ies with the product. Management training programs for dealers are most 
beneficial when the products require considerable personal-selling effort. 
Such programs are less beneficial where final buyers buy as a matter of 
habit or on impulse. Dealer training programs are necessary when the 
product’s unit price is high, trade-ins are common, the final buyer’s pur-
chase decision is postponable, the product requires demonstrations and 
dealers’ recommendations play a significant role in making sales.

Assistance in sales force management. To develop managerial effi-
ciency in distributive organizations, the sales executive’s role often is to 
improve dealer sales force management. Dealers are advised on sources 
and methods of recruiting new sales personnel, sales compensation plans, 
and supervision, and control of sales personnel. Sometimes, dealers are 
provided with exhaustive “audits” of their entire personal-selling pro-
grams, together with recommendations for improvements. Many manu-
facturers, particularly those marketing industrial items and big-ticket con-
sumer durables, provide sales training assistance to dealers. Sometimes 
this may be nothing more than manufacturer-prepared sales training 
material, including films and slide presentations. More often, the manu-
facturer’s sales force, specialized training personnel, or sales executives 
conduct or participate in dealers’ sales training programs. The manufac-
turer’s main aim in assisting dealers with sales training is to make certain 
that dealers’ sales personnel know the product’s “unique selling points” 
and how best to present them. Other objectives include improvement of 
sales techniques used by dealer sales personnel, more effective prospect-
ing, spreading the word-on-product uses and applications, and explaining 
cooperative advertising programs in terms of the roles of dealer sales 
personnel. 
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Dealer sales training programs should not be standardized through-
out the entire market. Subjects included should vary and receive differ-
ent degrees of emphasis depending upon problems confronting dealers in 
each area. With each clinic focusing on local problems, participants show 
greater receptiveness, and there is strong and immediate impact on sales 
of the manufacturer’s product. Consequently, prior to planning a dealer 
sales clinic, the manufacturer’s sales force should report fully on dealers’ 
problems territory by territory. 

Training of dealers’ sales personnel generally is decentralized. Unless 
the manufacturer uses selective or exclusive agency distribution, dealers 
are reluctant to have their salespeople attend training sessions at the fac-
tory. However, if the product is an industrial good of high unit value, about 
which dealers’ salespersons need considerable technical information, fac-
tory training schools are appropriate. When training is at the factory, the 
cost to the manufacturer is high, because usually the only costs borne by 
dealers are trainees’ travel charges. Dealers object to having their sales 
forces away from their territories, and, if the trainees are paid partially or 
wholly on a commission basis, they dislike the financial sacrifice. For these 
reasons, as well as the fact that orientation to local problems is desirable, 
most training of dealer’s sales personnel is decentralized; it may be con-
ducted on the dealer’s premises or, especially when each dealer has only a 
few salespeople, at hotel meeting rooms, convention halls, nearby resorts, 
or the manufacturer’s branch sales offices. 

Advice and assistance on general management problems. Another 
approach to improving efficiency of distributive outlets is to provide advice 
and assistance on general management problems. Dealers are counseled 
on store location, store layout, arrangement of fixtures and stock, account-
ing methods and systems, control of inventories and costs, advertising, 
credit and col- lection policies, and other matters. The manufacturer fur-
nishing management advice usually expects the dealer to pay only for the 
actual cost of the service given, if at all. In some instances, the manufac-
turer regards the dealer advisory service as part of its own sales promo-
tional program and absorbs the entire cost. One construction products 
manufacturer, for example, has its marketing research department predict 
its dealers’ sales from the construction permits issued in each area and 
passes this information along to dealers for use in their business planning.

Many dealers do not manage their businesses soundly. They fail to 
reach sales volume and profit goals, even when the manufacturer provides 
them with well-planned promotion and selling support. Failures adversely 
affect the morale of both the manufacturer’s sales force and the dealers. 
To avoid dealer failures, some manufacturers have programs for the evalu-
ation and analysis of dealers and dealer selection processes. This pays off 
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in reduced dealer turnover, dealer growth in profitability, and increases in 
sales of the company’s products.

Shelf-allocation programs. Manufacturers of items sold through 
self-service retail outlets have a special interest in securing shelf space 
for their brands. One cereal company has a “shelf-allocation program,” 
which purports to outline for retailers an ideal shelf-space arrangement 
for its entire breakfast cereal sections. Several large grocery manufacturers 
provide retailers with pamphlets describing inventory control and shelf-
space allocation procedures for each grocery department. Nabisco per-
forms shelf-allocation analysis for retailers on cracker and cookie displays, 
and its competitors offer comparable services.

A manufacturer’s interest in receiving a reasonable share of available 
shelf space stems from a desire to minimize stock-outs and to attract more 
impulse buyers. Some retailers over allocate shelf space to private labels 
and slow-selling items, putting the space squeeze on faster-selling, nation-
ally advertised brands. Other shelf-space inequities develop because retail-
ers stock excessive numbers of duplicate brands. Other inequities develop 
because of the effect of store manager-competitor sales force relations. A 
logical and “fair and unbiased” shelf-allocation program, intelligently mer-
chandised to the dealers, can help assure reasonable space for the manu-
facturer’s product on retail shelves. ‘The manufacturer’s sales force plays a 
key role in implementing shelf-allocation programs, especially in lining up 
the cooperation of store managers.

Missionary sales personnel. Another approach aimed toward making 
channel partners more efficient is to use missionary salespeople. In market-
ing consumer products, for instance, missionary salespeople work closely 
with wholesalers’ personnel and make calls upon wholesalers’ custom-
ers and prospects—the retailers. The missionaries check each wholesaler’s 
inventory, make suggestions for increasing the effectiveness of wholesaler 
sales personnel, and assist in their training; they acquaint wholesalers with 
the manufacturer’s advertising program and generally maintain close and 
friendly relations. In addition, they call on retailers in an effort to improve 
movement of the product at the retail level. Orders they obtain from retail-
ers are turned over to the wholesalers for filling. In the drug and certain 
other fields, missionary salespersons are known as “detailers,” and they 
also make calls on persons who influence, but do not make, purchase 
decisions, such as doctors, dentists, hospital administrators, and school 
board members.

In marketing industrial goods, missionaries perform similar functions, 
but generally they give more emphasis to training distributors’ and dealers’ 
sales personnel on product characteristics, new applications, and sales fun-
damentals. In selling highly technical products with numerous specialized 
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applications, they assist in analyzing customers’ problems and consummat-
ing sales. In industries served by outside professionals, such as in building 
and construction, missionary salespeople acquaint engineers, architects, 
and other professionals with the technical characteristics and applications 
of the manufacturer’s product.

Missionary salespeople provide services designed to improve rela-
tions with the distributive network. They perform an educational function 
as they acquaint distributive outlets and their personnel with new products 
and applications, while they keep alive the trade’s interest in established 
products. Their effort supplements those of the distributive outlets’ selling 
forces in translating this knowledge into greater sales volume. The role of 
missionary salespersons is particularly critical when they call on persons 
influencing but not making buying decisions, or when the consummation 
of sales demands greater product knowledge than the middlemen’s sales 
force possesses.

Generally, missionary salespeople should not permanently assume 
functions that belong to the dealer. A manufacturer sets up a missionary 
sales force because its middlemen are not performing as it desires. The 
manufacturer attempts to obtain quick improvement by substituting direct 
action for the much slower, indirect effort to upgrade the overall manage-
ment efficiency of distributive outlets. The outlets should understand that 
the missionary sales force is only a temporary way to fill the gap between 
the outlet’s present capabilities and the manufacturer’s  expectations. 
 However, some channel partners are constrained from attaining desired 
performance levels. An outlet stocking competing brands may be unwilling 
to promote one at the expense of the others, and a permanent mission-
ary sales force is necessary to achieve satisfactory promotion. The manu-
facturer providing permanent missionary sales help should guard against 
continually increasing its range and allowing channel partners to pass on 
the blame for their own inefficiency. The manufacturer should, with rare 
exceptions, expect its dealers eventually to resume functions performed 
by the missionary sales force. The more effective missionary salespeople 
are as developers of managerial and selling skills, the sooner they can be 
reassigned to other duties.

Identifying Source of Supply of Final Buyer Level

Many manufacturers make special efforts to ensure that final buyers can 
find the local outlets that handle their product and that, once in the right 
outlet, these buyers can locate the product with minimum difficulty. The 
significance of this problem differs with the product, the manufacturer’s 
policy on distribution intensity, and the distributive outlets’  operating 
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 characteristics. Consumer-goods manufacturers, owing to the greater 
length and complexity of their marketing channels, generally have greater 
problems in this area than do industrial-goods producers.

For the manufacturer, distributing its product through a limited num-
ber of dealers and/or distributors, publicizing the identity of outlets stock-
ing the product is essential. Thus, for consumer products manufacturers 
using selective or exclusive agency distribution, the identification of local 
retail outlets is an important objective. These manufacturers generally also 
invest heavily in consumer advertising. But it does little good to presell 
through advertising unless consumers can find the product. The consumer 
is not often predisposed to spend a great amount of searching time in find-
ing a store that stocks a particular item. If the manufacturer is to capitalize 
on the preconditioning of consumers through advertising, steps must be 
taken to assure that consumers can identify the proper retailers.

Local advertising. Manufacturers of consumer specialty and shopping 
goods achieve identification of their local outlets in different ways. Some 
buy space and time in local media and advertise over the names of local 
stores, occasionally with the stores paying part of the cost. Others list their 
dealers in national advertisements. Many list their dealers on their web-
sites, and some provide their retailers with appropriate store signs. Others 
persuade their retailers to feature the manufacturer’s product in their own 
local advertising and make available ready-made advertising layouts or 
matrices.

Local advertising of the manufacturer’s product, whether paid for by 
the manufacturer or retailer or jointly, not only adds local flavor to a pro-
motional program but may increase its effectiveness. In individual market 
areas, dealers frequently know better than the manufacturer which types 
of advertising are the most effective. Because of regional variances, many 
manufacturers use prices only in local advertisements. The manufacturer 
desiring to advertise its produces price locally may use the same advertis-
ing to identify its local dealers.

Point-of-purchase identification. Although the manufacturer of a 
consumer convenience good rarely attempts to identify all its dealers, it 
often takes steps to emphasize the in-store presence of its product. When 
the item is one that customers buy on impulse, the manufacturer’s sales 
force secures point-of-purchase promotion. The only place in the entire 
marketing channel where the product and the ultimate consumer actu-
ally come into contact is in the retail outlet—at the point of purchase. 
The manufacturer has the best opportunity to make the “payoff” sale if 
the product is where consumers can find it. Counter and floor merchan-
disers, shelf makers, pre- prints and reprints of national advertisements, 
mass interior displays (often erected by the manufacturer’s salespeople), 
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 special display cases, and display cards, to mention only a few of the many 
sales promotion pieces, are all used to identify the product inside the 
retail store. Where the manufacturer’s sales personnel call upon the deal-
ers frequently, it is common for them to receive preferred shelf or counter 
positions for the product display. Self-service point-of-purchase pieces and 
preferred display positions (tied in with good packaging) are the only ways 
in which the manufacturer can influence consumer buying behavior in 
the store. Point-of-purchase materials take the place of clerks in providing 
 information to prospective buyers and even in persuading them to buy. As 
self- service spreads to stores retailing specialty and shopping goods, point-
of-purchase materials become even more important.

Careful attention should be given to the distribution of point-of- 
purchase display materials, and special precautions can assure their use by 
retailers. The most effective distribution method is to have the sales force 
(or a specialized display service company) both deliver and set up the dis-
plays in retail stores. When display pieces are distributed in shipping con-
tainers with the product, many, if not most, retailers discard them. To avoid 
the waste of display pieces, some manufacturers obtain distribution by 
publicizing their availability through direct-mail or trade-paper advertising; 
however, unless the display piece is most unusual, few dealers write in, or 
even ask salespersons for it. This seeming lack of interest by retailers does 
not necessarily reflect disapproval of these promotional devices—more 
often it reflects lack of understanding or inspiration in their use, inability 
to cope with the volume of materials received, or inertia.

To maximize use of display pieces by the retailer, they are designed 
with retailers’ problems in mind. A display piece should not be too com-
plicated for the average retail employee to assemble, neither should it be 
too large nor too small for the space in which it will be erected in retail 
stores. The design should make it clear that the display piece will help 
retailers to make more sales. In gathering information for design purposes, 
the knowledge of retailers’ problems and operating circumstances of the 
manufacturers’ salespeople should be fully utilized.

DISTRIBUTIVE NETWORK CHANGES  
AND MAINTAINING RELATIONS

The evolution of new types of distributive outlets has been a recurring 
 phenomenon. Over the years, many new marketing institutions have 
appeared and grown in importance—online retailers, department stores, 
corporate chains, cooperative and voluntary chains, producers’ and con-
sumers’ cooperatives, supermarkets, and discount department stores, to 
name but a few. Older, better established types of distributive outlets 
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 proclaim loudly that each new institution is “illegitimate.” They plead with 
manufacturers for protection against such unfair and unorthodox compet-
itors. Consequently, the newborn institutions fight all the harder to make 
sales and even to secure sources of supply—perhaps that is why new 
institutional forms seem more virile than older ones. Whenever new types 
of distributive institutions have been successful, they have filled a market 
niche that went unfilled up to the time of their appearance.  Manufacturers 
who do not allow their marketing channels to “freeze,” those with truly 
dynamic marketing and sales policies, have less difficulty in maintaining 
adequate overall distribution. It may be appropriate occasionally for a 
manufacturer to assist its conventional outlets in coping with their new 
competitors, but the manufacturer must also ensure that its products are 
represented in the new outlets. Marketing history is full of instances of 
manufacturers who have clung too long to losing causes. The best policy 
is neither to assist nor to throw roadblocks in the way of the newer institu-
tions. If research of broad underlying economic, political, and social trends 
indicates that newer types of outlets are capable of becoming important 
outlets for the product, changes in marketing channels and sales policies 
should be considered.

MANAGING THE CHANNEL CONFLICT

With the advent of e-commerce, winning and preserving the relationship 
with the channel partners has become a more challenging task for the mar-
keters. Most of the companies are using multi-channel strategies to market 
their products. According to Darrell Rigby, retailing is quickly morphing 
into omnichannel retailing.1 Omnichannel retailing means that retailers 
can interact with customers through countless channels—websites, phys-
ical stores, kiosks, direct mail and catalogues, call centres, social media, 
mobile devices, gaming consoles, televisions, networked appliances, home 
services, and more. The design specifications of omnichannel retailing are 
growing clearer by the day. Ideally, different distribution channels should 
work in harmony with other channels, with a minimum channel conflict. 
But it necessitates careful management and planning to avoid channel 
conflict.

Channel members are profit-seeking entities, and whenever a com-
pany uses a new marketing channel, it has the potential to generate 

1Rigby, Darrell, “The future of shopping”, Harvard Business Review, vol. 89, no. 11, 
December 2011, pp. 64–75.
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channel conflict with their channel partners. While it is not possible to 
have total goal congruence among all channel members because each 
member has its own business strategy, it is important to have a certain 
degree of convergence among the channel members. Therefore, it is crit-
ical for the sales managers to understand, identify, and classify the vari-
ous goals that may be pursued by the different channel members.2 Most 
of the companies have established policies for their channel  partners. 
These policies specify the geographic areas of operation, pricing pol-
icies, discount structures, and it is expected that all channel members 
follow these policies to ensure smooth flow of distribution of the prod-
ucts to the end consumers. Also, sales managers need to build strong 
relationships with the channel partners to minimize the possibility of 
channel conflicts. Many companies are using information technology sys-
tems to track the movement of products from one territory to another 
territory. Some policies that can be adopted by the companies to reduce 
the channel conflict are similar selling price for different channel mem-
bers whether online or offline, sell only economical/commodity products 
online, redirect fulfilment to a partner/reseller, and actively drive cus-
tomers to retail channel partners.

Managing channel conflict is vital as channel conflict is not always 
dysfunctional. Sometimes, channel conflict may benefit the overall perfor-
mance of the distribution channel if 

1.  reasonable levels of conflict are not considered a cost by channel 
members

2. conflicting views produce ideas of better quality

3. any aggression in the situation is not irrational or destructive.3 

Sales managers need to understand and appreciate the relationship 
between internal and external multi-channel conflicts. When making 
channel- management decisions that are likely to affect the channel mem-
bers, they must strive to proactively anticipate potential implications on 
the other.4

2J. Eliashberg and D. A. Michie, “Multiple business goals sets as determinants of 
marketing channel conflict: An empirical study,” Journal of Marketing Research, 
(1984), pp. 75–88
3K. W. Thomas, “Conflict and Conflict Management,” in Handbook of
Industrial and Organizational Psychology, Marvin D. Dunnette, ed. Chicago: Rand 
McNally, ((1976), pp. 889–935
4K. L. Webb and C. J. Lambe, “Internal multi-channel conflict: An exploratory inves-
tigation and conceptual framework,” Industrial Marketing Management, 36, no.1, 
(2007), pp. 29–43.
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CONCLUSION

Both the manufacturer and the channel partners have much to gain from 
cooperation, and much to lose if it is lacking. Although cooperation is a 
two-way street, generally the manufacturer must initiate it. Those charged 
with planning, administration, and implementation of programs of coop-
eration with channel partners must consider the implications for person-
al-selling strategy and sales department operations.

No manufacturer’s marketing program is complete if it lacks plans 
for securing and maintaining the cooperation of the channel partners. 
The fortunes of manufacturers rise and fall with those of their distributors 
and dealers. If distributors and dealers succeed in selling the product, the 
manufacturer also succeeds. If they fail, the manufacturer fails. With the 
advent of e-commerce, winning and preserving the relationship with the 
channel partners has become a more challenging task for the marketers. 
Most of the companies are using multi-channel strategies to market their 
products and sales managers need to understand and appreciate the rela-
tionship between internal and external multi-channel conflicts.
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Companies are facing the challenge of distributing a product at the right 
time to the right place at the lowest cost; companies sell their products 

through a set of channel partners. Channel partners are the intermediar-
ies that take a product from the company to the consumer. These channel 
partners have greater market knowledge and fl exibility and also provides 
the advantage of cost and investment reductions to the selling organization. 
A company’s capability to process massive amounts of information related 
to customers and channel partners is a core competence required for com-
petitive success in current business environments. The unique feature of 
distribution channels is that the retailer is nearer to the consumer than the 
company. There are huge amounts of information available in the different 
transactions in the distribution channels at the retailer and wholesaler’s level. 

Channel Information 
Systems

23

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the Channel Information Systems

 ■ Advantages of Channel Information System

 ■ Design a Channel Information System

 ■ Evaluate channel performance
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It’s important for the firms to convert this information into actionable knowl-
edge effectively. Wholesalers and retailers are usually better informed about 
the demand conditions than the company. This is more relevant today as the 
automated electronic scanner check-out systems provide daily information 
about market conditions in the distribution channels.1 Companies are cap-
turing data from different customer transactions to make effective sales and 
marketing decisions. It is critical to have accurate information about sales, 
inventory, and distribution costs. Companies are adopting various analytical 
tools to extract information from the distribution channels and to provide 
value-added information to support strategic marketing decisions.

The extent to which channel partners proactively exchange information 
with the organization has been found to be critical for the effective func-
tioning of marketing channels.2 Channel Information Systems (CIS) could 
strengthen these inter-firm relationships facilitating an efficient and effective 
informational flow.3 CIS helps to handle organizational data which was pre-
sented earlier in the forms of different reports. Information from the CIS can 
affect the organizations’ performance and productivity. The data from the CIS 
can be used for the planning of different sales activities, tap market opportu-
nities, analyze the changing consumer needs, spot market trends, and keep 
a record of the competition’s activities. The CIS can help the first-line man-
agers in planning day-to-day activities, including acquiring and consuming 
resources. Middle management can use the information from the CIS for 
short-term planning, target setting, and control of different sales activities. 

ADVANTAGES OF CHANNEL INFORMATION SYSTEM

A channel information system is a valuable decision support system in the 
channel management. Channel information system has many advantages:

Effective Decision Making. A good CIS will have accurate data about 
different activities in the channel management. This data can be related 
to total sales, product sales, selling expenses in the different sales ter-
ritories during different time periods. This information can be used by 
management in the effective decision making related to the marketing and 
sales activities like launch of new products, pricing strategies, sales promo-
tions, selection of new channel partners, etc. The information from CIS can 

1P. Messinger and C. Narasimhan, “Has Power Shifted in the Grocery Channel?” 
Marketing Science, 14, Spring (1995), pp. 189–223.
2Z.G. Li and R.P. Dant, “An exploratory study of exclusive dealing in channel rela-
tionships”, Academy of Marketing Science,25, no. 3, (1997), pp. 201–213
3T. Ritter and H.G. Gemunden, “Interorganizational relationships and networks: an 
overview,” Journal of Business Research, 56, (2003), pp. 691–697
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be used by the company to spot the changing trends in the market. The CIS 
will also help to keep a record of competitive actions so that the company 
can take the corrective actions in the timely manner. 

Increased Sales Revenue. A company can increase its sales revenue 
with an effective use of channel information system. The CIS will help in 
the planning and forecasting of different selling opportunities in the dif-
ferent geographies. CIS also provides information about the different stock 
keeping unit (SKU)-wise product sales in the different sales territories and 
channel partners. Information from the CIS can be used in the segmenta-
tion and targeting of the channel partners. A company can also track the 
movement of different products and their availability with the channel 
partners. This will reduce the possibility of stock-outs also. 

Inventory Management. CIS is an effective tool to manage the inven-
tory at different levels in the supply chain. It will help in the right forecast-
ing of sales. This will help to streamline the production plan, which will 
further lead to the reduction of distribution and production costs.

Customer Relationship Management. Customer relationship manage-
ment (CRM) is a customer-centric business strategy to build and sustain a 
long-term business with customers. Also, CRM acts as a yardstick to reduce 
costs, enhance productivity, and eventually, improve business profitability. 
An integration of CIS and CRM solution will provide a dedicated platform 
for different business units to work together with their clients and realize 
all their needs and demands. It involves the holistic integration of all data 
points, thereby revealing real-time touch points of customer information. 
Companies can use the CIS data like purchasing cycle, payment history, 
financial strength, and product-wise sales in developing sales promotion 
plans for their channel partners. The information can also be used to track 
the primary sales, secondary sales, inventory, and pending payments of the 
channel member. It can also be used as a platform to collect feedback from 
the channel partners to develop the sales promotion plans. 

STAGES OF CHANNEL INFORMATION SYSTEM

A Channel Information System provides information about the day-to-day 
sales of products, SKU-wise sales, information about the transactions by 
different channel partners, and about inventory levels. The main purpose 
of CIS is to improve decision making by providing appropriate information 
and reducing uncertainty. Figure 23.1 show the stages of CIS.

Collection. Collection of cross-channel customer information is one of 
the most crucial parts of successful CIS. Collection of right information at 
the right time is the backbone of the CIS. Massive data is available in the 
transactions of the company with the distributors and retailers. This data 
can be monthly sales, product sales, payment history, and response to 

23-ch23.indd   533 6/19/2017   12:57:43 PM



Sales and Distribution Management; Decisions, Strategies, and Cases534

the different marketing campaigns. Many companies collect data on pri-
mary sales and secondary sales to analyze the sales pattern in the different 
 territories. It is important to build trust with the channel partners to collect 
the desired data. The way of collecting data as as important as the data 
itself. Few companies are incentivising the process (frequency, method, 
amount of data, etc.) of collecting data from channel partners. Companies 
are using advanced softwares to capture customer data, but the collection 
of customer data is useless if that data is redundant or incorrect. Many 
companies employ regular data hygiene techniques to ensure accuracy of 
the collected data. Companies are using sophisticated information technol-
ogy systems like barcode, RFID to capture customer data.

Processing. Processing of the data in the right manner helps in the right 
analysis of the data. Processing of data is related to arrangement, modifi-
cation, and interpretation of the data by the users. It is vital to process the 
channel sales data accurately, efficiently and satisfactorily. Data process-
ing errors can result in flawed decision making, increased costs, customer 
dissatisfaction, and can affect the bottom line. Processing of data in CIS 
helps in decision making of different activities related to channel members. 
Examples can be a comparison of product sales during different periods or 
comparison of channel responses to different sales promotional techniques 
like bonus offers, sales contests.

Storage. We are living in an information-centric world where it is vital 
that data is stored to back-up information and it can be distributed quickly, 
if and when required. The information related to channel management and 
channel partners can be stored via information technology platforms, soft-
ware resources, and storage hardware. Companies are using new-age tools 
like clouds, virtualization, and storage networks for data storage while 
reducing costs. Old sales data is critical for forecasting.

Use. The main purpose of CIS is to help decision making on the basis of the 
data generated from various transactions in the channel management. Com-

Collection

Processing

Storage

Use

Figure 23.1: Stages of  Channel Information System
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pany can use the data for many purposes like customer segmentation, loyalty 
programs, forecasting, credit policies, sales contests, SKU-wise sales planning, 
territory planning, expense controls, merchandising planning among others.

ELEMENTS OF CHANNEL INFORMATION SYSTEM

Data of Channel Partners. Channel information system contains com-
plete information about the profiles of channel members such as address, 
bank account, sales turnover, number of salespersons, infrastructure, facil-
ities offered, financial strength, legal approvals, and taxation numbers, etc. 
CIS also comprises information about the channel member’s history of 
orders, payment schedules,and product sales. It also has information about 
the distribution of competitive companies’ products by the channel partner. 

Primary Sales. Primary sales is the sales of products from the company 
to the intermediaries. It is easy to get the information about primary sales 
as it is available with the company. Primary sales data contains information 
about total sales, distributor-wise sales, and product-wise sales. Primary 
sales is not the right indicator of the actual sales in the market as salesper-
sons usually overbook their channel partners to achieve their sales targets 
and this may result in high inventory level at the distributor level. 

Secondary Sales. Secondary sales is the sale of products from the chan-
nel partners to the consumers. It is the right indicator of the actual sales 
happening in the market. Secondary sales data contains information about 
total sales, distributor-wise sales, and product-wise sales. Usually, salespeo-
ple collect this information about secondary sales for the previous month 
from the channel partners in the first week of the next month. For exam-
ple, information about secondary sales of January will be collected from 
the channel partners in the first week of February.

Pricing Trends. Companies follow different promotional strategies like 
bonus offers and price discounts to increase the sales of their products. It 
is vital to keep an eye on the pricing trends as pricing is directly linked to 
the profits. Some salespersons may sell more by compromising the pricing 
of different products in their territories. This may also result in channel 
conflict at few places. CIS will have complete data about the selling price 
of different products in different territories. 

Promotions Evaluation. A good CIS contains information about the 
 history and impact of different advertising and sales promotions. A com-
pany can evaluate the effect of different product promotions at the level of 
distributors and retailers. This information can be used in future planning 
and scheduling of promotional campaigns. 

Logistic Costs. Logistic costs include freight, inventory-carrying costs, 
shrinkage, insurance, local taxes, and storage costs. Logistic costs consti-
tute an important component of total selling expenses so it is important to 
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keep these costs at an optimum level without compromising with the deliv-
ery schedules. It is important to ensure the availability of right product in 
the right quantity at a right transportation costs with the channel members. 
Information about the logistic costs can also help the company to look into 
the possible efficiency issues.

Market Information. Market information is essential to make effective 
decisions related to the different sales territories, salespersons, and chan-
nel members. Market information contains the data about the potential 
customers, market potential, competition activities, and activities of the 
other channel members. This information is collected by the sales force 
team from the channel partners.

Competition Mapping. Competition mapping is all about collecting the 
information about the different competition activities like new product 
launches, sales promotions, sales contests, pricing strategies, change in 
packaging, number of salespersons, customer coverage, etc. 

Statutory Data. Companies need to maintain record of statutory data like 
sales tax,  value-added tax, income tax, and information related to other legal 
approvals like sales tax registration at their warehouses/depots. This data is 
important for the day-to-day function of the distribution system and can be 
checked by the government officials from time to time.

DESIGNING CHANNEL INFORMATION SYSTEM

CIS is an integrated information system to handle data in the channel 
management. It should be user centric and user friendly. The designing of 
a channel information system begin with an identification of the  strategic, 
managerial, and overall channel objectives. It is critical to define the rela-
tionships among decisions and to decide the flow of information and 
 decisions. The second step is to analyse the information required by the 
different stake holders. The next step is the identification of information 
sources. The sources of information can be the data gathered from monthly 
sales, product sales, and distributor data. Some of the data can be gener-
ated from different sales reports and some data can collected by the sales 
team from the channel partners. Once the data is collected, it is critical to 
process the data accurately and efficiently. Hardwares and softwares are 
used for the storage and processing of data so it is critical to select the right 
hardware and software. The next step is to do the cost analysis of the chan-
nel information system. This cost analysis will be based on the identifica-
tion of information sources and the hardware and software requirements.
The last step is to finalize the most optimum channel information system. 
Figure 23.2 depicts the designing of channel information system.
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Identification of objectives

Analysis of the information requirement

Identification of Information sources 

Hardware and software requirement 

Cost Analysis

Finalization of Channel Design

Figure 23.2: Designing Channel Information System

EVALUATION OF CHANNEL PERFORMANCE 

Evaluating channel information system effectiveness is one of the signifi-
cant outcome for the success of CIS. More and more companies are adopt-
ing multiple channels of distribution. Hence, sales managers need metrics 
that can help them to assess the performance of each sales channel, as 
well as the inter-relationships among the various sales channels adopted 
by them.4 These metrics should be should be objective, constructed on 
accurate data, easy to quantify, and should have diagnostic value for the 
organization.5 The commonly used performance criterias for evaluating 
channel performance are:

Sales Performance. Sales performance is an important criteria for 
measuring channel performance. Company can look into the factors like 
 primary sales, secondary sales, achievement of sales target, customer cov-
erage, sales growth by period, sales to expense ratio, and market share to 
measure the channel performance.

4S. Gensler, M.G. Dekimpe and B. Skiera, “Evaluating channel performance in 
multi-channel environments,” Journal of Retailing and Consumer Services, 14, no. 
1, (2007), pp. 17–23.
5K. Ailawadi, D. Lehmann, D and S. Neslin. Revenue premium as an outcome mea-
sure of brand equity. Journal of Marketing, 67, no. 4, (2003), pp. 1–17
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Customer Management. New customer acquisition, customer retention, 
and increased share of wallet are important indicators of effective channel 
management. Many companies use third parties to measure the customer 
satisfaction index. Another performance indicator is increased share of 
business by the customers and channel partners. 

Inventory Management. Inventory management is related to the distri-
bution and production costs. Increased inventory levels can increase the 
cost of storage for the company and decreased inventory levels can result 
in stock-outs of the products, and hence, it is vital to effectively manage the 
inventory levels. Company can look into factors like average level of inven-
tory maintained with the channel partners, inventory turnover, inventory 
cost, and sales of slow-moving and fast-moving products in the market.

Selling Resources. Effective utilization of selling resources is another 
important criteria to evaluate the channel performance. Here, the company 
can look into factors like number of salespersons in the field, sales-target 
achievement by each salesperson, sales revenue per month per salesper-
son, selling expenses ratio, business from different customer segments, use 
of selling resources, and sales of high-margin products.

Customer Coverage. It is important to calculate the customer coverage. 
We can consider the factors like number of customer calls, number of field 
days, adherence to planned frequency of customer visits, and geographic 
coverage. Sales managers must analyze the qualitative and quantitative 
aspects of the customer coverage to improve sales force effectiveness. 

CONCLUSION

It is critical to have accurate information about sales, inventory, and distri-
bution costs. A Channel information system provides information about the 
day-to-day sales of products, information about the transactions by differ-
ent channel partners, and information about inventory levels. Information 
from the CIS can affect the organizations’ performance and productivity. 
Companies are adopting various analytical tools to extract information 
from the distribution channels and to provide value-added information to 
support strategic marketing decisions. The data from the CIS can be used 
for the planning of different sales activities, tap market opportunities, ana-
lyze the changing consumer needs, spot market trends and keep a record 
of the competition’s activities. The designing of a channel information sys-
tem begins with an identification of the strategic, managerial, and over-
all channel objectives. Channel information system should be purposeful, 
effective, efficient, and cost effective. It must echo the style of the market-
ing organization.
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Successful logistics and supply chain management requires cross- functional 
integration and marketing needs to play a facilitating role.  Effective 

integration of suppliers and channel partners into the product value/sup-
ply chain has become a tool for competitive advantage for manufacturers. 
Logistics is a broader term and encompasses everything from receiving 
goods from suppliers, packaging them, warehousing them, and shipping 
them to customers. In this era of growing economy and hyper-competition, 
it is important for organizations to save cost in logistics activities. Under-
standing and implementing an effective logistics strategy can also give a 
competitive edge to an organization. According to Oxford English Dictio-
nary, logistics can be defi ned as, “The branch of military  science having 
to do with procuring, maintaining and transporting  material, personnel, 

Logistics and Supply Chain 
Management

24

LEARNING OBJECTIVES

After reading this chapter, you should be able to:

 ■ Understand the importance of logistics

 ■ Understand the elements of logistics management

 ■ Understand the relation of marketing and logistics

 ■ Understand the supply chain management
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and facilities.” Another dictionary definition of logistics is “The time-related 
positioning of resources.” Logistics is also viewed as a part of engineering 
which creates “people systems” rather than “machine systems,” but the con-
temporary logistics is all about offering cost and time effective services for 
commercial activities. These services comprise the transport of goods from 
one point to another, warehousing them in anappropriate place, inventory 
management, packaging, and other activities such as order processing.1

According to Mangan, Lalwani, and Butcher (2008), “Logistics involves 
getting, in the right way, the right product, in the right quantity and right 
quality, in the right place at the right time, for the right customer at the 
right cost”.2 Rushton, Oxley, and Croucher (2009) describe that “Logistics 
concerns the efficient transfer of goods from the source of supply through 
the place of manufacture to the point of consumption in a cost- effectiveway 
while providing an acceptable service to the customers.”3

UNDERSTANDING LOGISTICS

Logistics is adding “place utility” to a product. For example, a product 
needs to be transferred from a Mumbai to another location say Delhi. 
This product could be raw material for the manufacturing facility, or the 
finished product from the manufacturing facility for distribution in the 
market. The management of raw materials usually comes under material 
management in a factory. According to Islam et al. (2013), “Place utility in 
logistics is because a buyer and a seller of the product have agreed to sell 
and buy the product at certain conditions that include delivery price and 
time. As per the agreed conditions, transport and/or logistics service pro-
vider will be hired (by the buyer or seller depending on the sales terms) 
to move cargo from the seller’s premises to the buyer’s premises. When 
it is in transit or under logistics service, the “product” will be termed as 
“cargo” or “goods.” As per the agreement, the cargo may need to be stored 
in somewhere along the transit; this service is termed as ‘warehousing’ and 
depending on the necessity and type of cargo, the warehouse location, 
size, type, etc. will be determined.”4

1Islam, D. M. Z., Meier, J. F., Aditjandra, P. T., Zunder, T. H., & Pace, G. (2013). Logis-
tics and supply chain management. Research in Transportation Economics, 41(1), 
3–16.
2Mangan, J., Lalwani, C., & Butcher, C. T. (April 2008). Global logistics and supply 
chain management. Weley Higher Education, ISBN 978-0-470-06634-8, p 9
3Rushton, A., Oxley, J., & Croucher, P. (September 2009). The handbook of logistics 
and distribution management (creating success). Kogan Page, ISBN0749433655, p 6
4Ibid
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The buyers may purchase the product in a big lot or a smaller lot 
depending upon the market demand and the level of inventory the buyer 
has to maintain. To find the optimum level of the inventory, there are strat-
egies like Just-in-time (JIT), which is a  “pull” approach wherein  the buyer 
will receive the product only when it is required or ordered. The goal of 
this strategy is having an effective inventory level of “zero.” This is quite 
different to the traditional “push” approach, where the buyer is required to 
purchase the product in a lot and is also required to maintain some degree 
of inventory. The product is expected to be suitably packed for transport 
and warehousing services. Product packaging will depend on the type of 
product. Usually, a bill of lading (B/L) is supplied by the transport service 
provider. The B/L includes details of the shipment (product + price + taxes) 
and gives the title of the shipment to a buyer. B/L is an important docu-
ment in international trade as it provides guarantees to the exporter (to 
receive payment) and the importer (to receive the product).5

Logistics6 = Supply of raw materials + materials management in a 
 factory + distribution to customers

ELEMENTS OF LOGISTICS MANAGEMENT

The objective of logistics management is to facilitate an efficient trans-
portation or timely movement of products from one place to another 
with optimum inventory level consistent with customer service goals at 
lowest possible total logistics cost. The Council of Logistics Management 
(1998) defines logistics as, “the process of planning, implementing, and 
controlling the efficient, effective flow and storage of goods, services, and 
related information from the point of origin to the point of consumption 
for the purpose of conforming to customer requirements. Note that this 
definition includes inbound, outbound, internal and external movements, 
and the return of materials for environmental purposes.”7 The elements of 
logistics management are transportation management, warehousing man-
agement, inventory management, packaging, and information processing 
(Figure 24. 1). 

Transportation Management. Transportation is the primary element of 
logistics. Transportation costs take one-third of the amount in the logistics 

5Ibid
6Ibid
7Council of Logistics Management (CLM) (1998), What It’s All About, Vol. 4 No. 6., 
Oak Brook, IL.
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costs and transportation management influences the performance of the 
complete logistics system. Transportation is required in the whole logistics 
chain, from manufacturing to delivery to the final consumers and returns.8 
The key features of transportation management consist of transport infra-
structure, modes of transport (such as road, rail, air, pipeline, and water), 
type of delivery (express, normal), load planning, routing, and scheduling. 
A transportation cost is incurred when product is transported from one 
place to another place. For example, when a product is moved from the 
manufacturing plant to the warehouses and then from the warehouses to 
customers. 

8Tseng, Y. Y., Yue, W. L., & Taylor, M. A. (2005). The role of transportation in logis-
tics chain. Eastern Asia Society for Transportation Studies.

Figure 24.1: Key Elements of  Logistics Management
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source: Islam, D. M. Z., Meier, J. F., Aditjandra, P. T., Zunder, T. H., 
& Pace, G. (2013). Logistics and supply chain management. Research 
in Transportation Economics, 41(1), 3–16.
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Transportation cost is calculated as a function of unit rate, distance, 
and quantity of product. While one of the objective of transportation man-
agement is to reduce the inventory storage time, it is also important for 
transportation efficiency to supply the products to the customers in a short 
period of time. Here, routing and scheduling of vehicles play a critical role.

The transportation management is facing intense changes because 
of digital transformation, changing customer expectations, new market 
entrants, and new online business models. A company can improve its 
financial performance with efficient management of transportation and 
shipping costs. Many companies are collaborating with third-party logis-
tics (3PL) and fourth-party logistics (4PL) providers to effectively manage 
their logistics and transportation costs. The 3PL company works with trans-
porters to maintain another company’s logistics 4PL is an integrator that 
accrues resources, capabilities, and technologies to offer complete supply 
chain solutions to companies. 4PL operation costs are more than the 3PL 
costs as it requires the building of an entire supply chain. 

Warehousing Management. Warehousing Management is an efficient 
way to balance the demand and supply of goods. It plays a vital role to 
have the right products available at the right place at the right time. A 
warehouse is used for receiving, storing, and distributing products. The 
important considerations of warehouse management include the loca-
tion, number, size, type of storage, and material handling equipment.9 
The location and number of warehouses is a major factor as it directly 
affects the inventory costs, transportation costs, and warehousing costs. 
The location of the warehouse is also related to the time of delivery. 
Improper warehousing or delayed shipment of products can result in 
stock-outs in the market. This is when the channel partners do not fulfill 
the customers’ orders because ofa shortage of goods. Stock-outs not only 
result in the loss of sales but can also affect customer satisfaction. The 
increase in the number of warehouses can help to reduce the possibilities 
of stock-outs and will also contribute to reducing the time and costs of 
transportation. On the other hand, the increase in the number of ware-
houses can increase the warehousing costs. A company has to decide an 
optimal number of warehouses at the optimal number of locations by 
identifying the optimal trade-offs between the number of warehouses and 
customer service levels. 

Warehousing processes like order consolidation, product mixing, and 
cross-docking help to add value to the logistics management. It is import-
ant to assign warehouse resources efficiently and effectively to enhance 

9Ibid
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the productivity and reduce the operation costs of the warehouse.10 Many 
companies are adopting warehouse management systems to keep a record 
of inventory levels and different SKUs by using the barcodes and Radio- 
frequency Identification (RFID) technology. 

Inventory Management. Inventory management is the process of reg-
ulating the constant flow of products into and out of the existing inven-
tory. Inventory management is probably one of the most crucial activities 
in the logistics management as it is directly related to the profitability of 
an organization. The strategic decisions in inventory management include 
what to stock, how much to stock, and where to stock. Inventories are like 
opportunity costs, and high levels of inventory can lower the profits. Effi-
cient inventory management will maintain a sufficient level of stocks that 
is neither too high to increase the inventory carrying costs nor too low to 
cause shortages in the market. 

An important objective of inventory management is to maintain a 
perfect balance between customer service and inventory costs. It is essen-
tial to understand the time it takes for a company to process an order and 
execute a delivery. Another importan factor is to determine the planning 
and timing of an order and how many units must be ordered to keep the 
inventory at an optimum level. Demand and supply uncertainty is one of 
the key challenges in the inventory management, and many companies 
keep buffer inventory in addition to the minimum inventory to avoid the 
possibility of shortages. 

Packaging. The essential functions of packaging are protection, contain-
ment, preservation, unitisation, convenience, and communication of the 
product.11 According to Paine12 and Robertson13, “packaging is a coordi-
nated system of preparing goods for transport, distribution, storage, retail-
ing, and end use. Packaging is the means of ensuring safe delivery to 
the ultimate consumer in sound condition at minimum cost. Packaging is 
a techno-economic function aimed at minimizing costs of delivery while 
maximizing sales.”

10Poon, T. C., Choy, K. L., Chow, H. K., Lau, H. C., Chan, F. T., & Ho, K. C. (2009). A 
RFID case-based logistics resource management system for managing order- picking 
operations in warehouses. Expert Systems with Applications, 36(4), 8277–8301.
11Livingstone, S. & Sparks, L. 1994, “The New German Packaging Laws: Effects 
on Firms Exporting to Germany”, International Journal of Physical Distribution & 
Logistics Management, vol. 24, no. 7, pp. 15–25.
12Paine, F. A. 1981, Fundamentals of Packaging, First Revised Edition, Brookside 
Press, Leicester.
13Robertson, G.L. (1993) Food Packaging Principles and Practice, Marcel Dekker Inc.
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Packaging can be classified as primary, secondary, or tertiary.14 
 Primary packaging is the packaging which is in direct contact with the 
product, while the secondary packaging is designed to hold many primary 
packages. A collection of primary or secondary packages on a pallet or a 
roll container is referred as tertiary packaging.15 Many managers consider 
packaging as an unavoidable non-value-added cost with little or no strate-
gic value. On the other hand, the packaging may have a major impact on 
logistics costs and performance. The key features of packaging include the 
type, cost, etc., which is linked to the value and the type of product.16 For 
example, for high-value products, the packaging cost can be high whereas 
for the low-value products the packaging cost is relatively less and more 
affordable.

Information Processing. Converting data to information and processing 
it to make it viable for decision making is an essential element of the infor-
mation system. Information processing is vital for the success of logistics 
management. The key features of information processing are information 
systems, controls, and forecasting. Processing of the data in the right man-
ner helps in the right analysis of the data. It is vital to process the logis-
tics data accurately, efficiently, and satisfactorily. Data processing errors in 
logistics can result in flawed decision making, wrong forecasting, increased 
inventory costs, stock-outs, and ultimately, customer dissatisfaction. 

SUPPLY CHAIN MANAGEMENT

The supply chain management aims to intensify the processes that take 
place from the level of the suppliers of raw materials to that of the end 
customers. The aim is to add value and to increase the use of resources and 
improve cost efficiency by transporting the required product at the desig-
nated time. The supply chain management emphasizes the mechanism of 
planning and control of the various economic flows from the raw mate-
rial suppliers to the end customers.17 Cooper, Lambert, and Pagh explain 
supply chain management as, “the integration of business processes from 

14Jönson G. Packaging Technology for the Logistician. Lund University: Lund, 
 Sweden, 2000.
15Hellstrom, D., & Saghir, M. (2007). Packaging and logistics interactions in retail 
supply chains. Packaging Technology and Science, 20(3), 197–216.
16Ibid
17Minculete, G., & Olar, P. (2014). New approaches to supply chain management 
concept. Logistics integration of “hub and spoke” model. Valahian Journal of Eco-
nomic Studies, 5(2), 21–32
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end user through original suppliers that provides products, services, and 
information that add value for customers.”18

Implementation of effective marketing strategy requires supply chain 
management as it includes the distribution component of a marketing 
strategy.19 Also, companies following customer-centric marketing approach 
need to become responsible for supply chain management. With evolving 
business models and changing customer needs, companies will have to 
practice a demand-driven supply management.20 Moreover, market-driven 
firms will achieve a more competitive advantage by not only offering 
superior customer value propositions but by following a distinctive busi-
ness system to support it.21  According to Srivastava, Shervani, and Fahey, 
customer relationship management, supply chain management, and new 
product development are the three core business processes which clearly 
contribute to generating and sustaining customer value and the role of 
marketing is to integrate these processes.22

According to Marshall Fisher of the Wharton School, supply chain 
plays a “market mediation role” as the supply chain needs to ensure that 
the “variety of products reaching the marketplace matches what consumers 
want to buy.”23Fisher suggests to follow supply chain strategies according to 
the product type and products usually fall into two categories - innovative 
and functional with each requiring different approaches to supply chain 
management. It is better to follow the time-tested supply chain model for 
functional products whereas for innovative products, a company should 
create a responsive supply chain structure to regulate the unpredictable 
nature of demand. In other words, functional products require efficient 

18 Martha C. Cooper, Douglas M. Lambert, Janus D. Pagh, (1997) “Supply Chain 
Management: More Than a New Name for Logistics”, The International Journal of 
Logistics Management, Vol. 8 Issue: 1, pp.1–14
19Flint, D. J. (2004). Strategic marketing in global supply chains: Four chal-
lenges. Industrial marketing management, 33(1), 45–50.
20Sheth, J. N., Sisodia, R. S., & Sharma, A. (2000). The antecedents and consequences 
of customer-centric marketing. Journal of the Academy of Marketing Science, 28(1), 
55–66.
21Kumar, N., Scheer, L., & Kotler, P. (2000). From market driven to market driv-
ing. European management journal, 18(2), 129–142.
22Srivastava, R. K., Shervani, T. A., & Fahey, L. (1999). Marketing, business pro-
cesses, and shareholder value: An organizationally embedded view of marketing 
activities and the discipline of marketing. The Journal of Marketing, 168–179.
23M. Fisher, What is the right supply chain for your product? Harvard Business 
Review (1997, March/April), pp. 105–116
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supply chain processes whereas innovative products require responsive 
supply chain processes.24

Logistics Management and Supply Chain Management

There are many differences between logistics management and supply 
chain management. The organizational objective of logistics management 
is to reduce transportation costs and offer satisfactory  logistics service to 
the customers. The objective of the supply chain is to reduce transaction 
costs and provide products to the customer in good quality. The notion of 
supply chain management is wider than logistics management. The supply 
chain provides the product-in-demand to the customer after the process of 
raw material purchasing, manufacturing, transportation and sales has been 
completed. On the other hand, the logistics management completes the 
fulfillment through the process of transportation, warehousing, loading, 
distribution, and processing.25

Although logistics management and supply chain management have 
different characteristics, still supply chain and logistics are interdependent 
and cannot be separated. Logistics network is the core composition of the 
supply chain management, and supply chain cannot achieve its objective 
without an efficient logistics network. Suppliers, manufacturers, channel 
partners, and the end customer are not only the key node of the supply 
chain but also the start or end node of the logistics system. This comprises 
the logistics demand network and target customer network.26

Advances in Supply Chain Management

A manager of a pharmaceutical company can check the real-time sales data 
with each of its channel partners, track and communicate with customers, 
monitor orders with the production department, and assess the location of 
shipments in their distribution network. The advances in the technology 
of supply chain management offer real-time demand response systems for 
decision-makers. New generation technologies are helping to propel “fast 
fashion” and “lean manufacturing”, so as to facilitate the delivery of prod-
ucts wanted most by the customers in an efficient manner.27

24Ibid
25Shan, L., Wang, X., Zhang, Z., & Chen, Z. (2016). Systematic Analysis and Research 
on Logistics Network. Management & Engineering, (24), 140.
26Ibid
27O’Rourke, D. (2014). The science of sustainable supply chains. Science, 344(6188), 
1124–1127.
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Better data, decision-support tools, and incentives are required to 
move from simply managing supply chains for costs, compliance, and risk 
reduction to proactively predict and prevent unsustainable supply chain 
practices.28 Companies are using new technologies like “Adaptive Recogni-
tion & Information Assurance” (ARIA) to improve the efficiency of supply 
chain execution. ARIA offers a suite of mobile computing technologies, 
software applications, and other new business processes that work in har-
mony with operators in the implementation of warehouse transactions. 
Also, this platform minimizes the possibility of human error by integrating 
traditional barcode scanning, RFID and voice recognition applications.

Companies need to reinvent their supply chain as a digital supply 
network that combines not just a physical movement of goods but also tal-
ent, information, and finance. It is critical to integrate real-time secure data 
exchange, visibility, and traceability between different processes across 
multiple supply chains and business verticals. The significant barrier to the 
adoption of advanced technologies in supply chain management is a lack 
of understanding of the potential benefits combined with an expectation 
of high execution costs.

MARKETING AND LOGISTICS

The “mantra” of marketing to have the right product in the right place at 
the right time has increased the importance of logistics and supply chain 
in the domain of marketing and distribution management. Logistics and 
marketing are referred to as key management orientations in a company 
and interpreted as the functional and integrated processes in company. It 
is essential to recognize the relationship between logistics and marketing 
before implementing any marketing strategy, be it related to product, price, 
packaging, promotion, and place. Marketing and logistics share a symbi-
otic relationship to offer good customer service and what happens in one 
department affects the other. Better coordination between marketing and 
logistics also offer competitive superiority in the market. 

Product  design  and  packaging  is directly linked to efficient  stack-
ing,  storage, and transport of products. The marketing strategy of hav-
ing different SKUs and differentiating these SKUs by size, color, and style 
have put an additional  demand  on logistics management activities like 
warehousing and transportation. Various promotional  campaigns  like 
 advertising and sales promotions need to be coordinated with logistics 
department  so  that the promoted products are available in sufficient 

28 Ibid
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 quantities with the channel partners and warehouses to handle the addi-
tional sales generated through these promotional efforts. Customer sat-
isfaction is linked with a  company’s  ability  to  provide  reliable delivery, 
prompt service from the channel partners, and fast and on-time delivery 
of shipments of replacement parts in case of emergencies. Shortages of 
products with the channel partners will result in stock-out problems which 
will further affect customer satisfaction. Promotional strategies, such as 
quantity discounts to reduce inventory levels, are again a linkage between 
marketing and logistics. 

Interfunctional coordination among the different processes in an 
organization is a key to create superior customer value. Logistics activi-
ties offer customer service by providing a place, time, and form utility by 
ensuring the product availability at the right time, at the right place, and in 
the right condition. On the other hand, Marketing enables possession util-
ity by creating awareness of the product, pricing of the product, and the 
associated after-sales service and warranty on the product. An efficient and 
effective logistics management can help to strengthen customer relation-
ships, customer loyalty, and customer equity. 

CONCLUSION

Logistics is a broader term and encompasses everything from receiving 
goods from suppliers, packaging them, warehousing them as well as 
shipping them to customers. In this era of growing economy and hyper- 
competition, it is important for organizations to save cost in logistics 
 activities. Understanding and implementing an effective logistics strategy 
can also give a competitive edge to an organization. Logistics add “place 
utility” to a product. This product could be a raw material for the manufac-
turing facility, or the finished product from the manufacturing facility for 
distribution in the market. The objective of logistics management is to facil-
itate an efficient transportation or timely movement of products from one 
place to another place with minimum inventory deployment that is consis-
tent with customer service goals at the lowest possible total logistics cost.

The supply chain management aims to intensify the processes that 
take place from the level of the suppliers of raw materials to that of the end 
customers. The aim is to add value and to increase the use of resources and 
the cost efficiency by transporting the required product at the designated 
time. Although logistics management and supply chain management have 
different characteristics, still supply chain and logistics are interdependent 
and cannot be separated. Logistics network is the core composition of the 
supply chain management, and supply chain cannot achieve its objective 
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without an efficient logistics network. Functional products require efficient 
supply chain processes whereas innovative products require responsive 
supply chain processes. Companies need to reinvent their supply chain as 
a digital supply network that integrates not only the physical movement 
of goods but also talent, information, and finance. The significant barrier 
to the adoption of advanced technologies in supply chain management is 
a lack of understanding of the potential benefits combined with an expec-
tation of high execution costs. It is essential to recognize the relationship 
between logistics and marketing before implementing any marketing strat-
egy, be it related to product, price, packaging, promotion, and place. Inter-
functional coordination among the different processes in an organization 
is a key to create superior customer value.
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Companies expanding into the international market face a diffi cult deci-
sion about the channels of distribution. The company has a choice 

either to sell products through company distribution division or do so 
through independent channel partners. The international channels of dis-
tribution are among the extremely differentiated aspects of international 
 marketing. Managing international distribution channels is challenging 
because of different factors. The international marketing channel includes 
supply chain strategy at the policy level and channel management at the 
operations level.1 The complexity of the international marketing decisions 

1Ensign, P. C. (2006). International channels of distribution: A classifi cation system 
for analyzing research studies. Multinational Business Review, 14(3), 95-120. 
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is augmented by different social, cultural, economic, and political factors in 
the different countries. Although the concepts of channel management may 
be applicable in an international setting, generalizations about international 
channels of distribution can be deceptive because of the country-to-country 
differences.2 The decisions related to international channels of distribution 
not only affect branding, pricing, and availability but also influence the 
competitiveness of an organization in the international market. 

A company can venture into the international market because of dif-
ferent reasons. Some of these reasons can be: 

•  The international markets offer large and attractive opportunities

•  The company may wish to expand its growth but its domestic 
market has limited options

•  The company can gain a significant cost advantage over its com-
petitors in the international market

•  The company wants to mitigate the risk of increased competition 
in the domestic market.

INTERNATIONAL MARKETING

An international market is a market outside the territorial boundaries of 
a company’s domestic market. International marketing denotes marketing 
activities that are co-ordinated and integrated across multiple domestic 
markets.3 International markets are being homogenized by advances in 
communication and transportation technology, and customers in the dis-
tant parts of the world tend to display similar preferences and demand the 
same products.4 According to Levitt, the ability to produce high-quality, 
low-price products is a primary source of competitive advantage in the 
international market. Levitt proposed to sell standardized products using 
standardized marketing programs to achieve a low-cost position and the 
optimum global marketing strategy.5 

2Stem, L.W. and El-Ansary, A.I. (1992) Marketing Channels, 4th edition, Prentice 
Hall, Englewood Cliffs, NJ.
3Johansson, J.K. (2000), Global Marketing: Foreign Entry, Local Marketing & Global 
Management, Irwin McGrawHill Companies, Boston, MA
4Jain, Subhash C. (1989), “Standardization of International Strategy: Some Research 
Hypotheses,” Journal of Marketing, 53 (1), 70–79.
5Levitt, Theodore (1983), “The Globalization of Markets,” Harvard Business Review, 
61 (May/June), 92–102.
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Another critical perspective of international marketing strategy 
focuses on design and coordination of a company’s value-chain activities. 
Here, a company going for an international marketing strategy must exploit 
the synergies that exist across various country markets in addition to the 
comparative advantages associated with various host countries. A company 
must design its value-chain activities optimally as proper configuration 
enables a company to exploit location-specific comparative advantages 
through specialization, whereas cross-national integration offer synergy 
with economies of scale. As different countries have distinctive compar-
ative advantages, hence the concentration of value-chain activities in the 
countries where they can be executed most efficiently enables a company 
to maximize efficiency. For example, companies prefer to do product devel-
opment and engineering activities in the countries with the availability of 
world-class engineering skills. On the other hand, these companies go for 
labor-intensive manufacturing in countries like India or China with low-
cost labor.6

Integration and execution of a company’s competitive campaigns 
across different international markets are another important perspectives 
in the international marketing strategy. The operations of a global company 
in the various countries are interdependent, and the essence of interna-
tional marketing strategy is to integrate the company’s competitive moves 
across the various markets in the world. Usually, a company’s international 
marketing strategy is driven by external globalizing conditions as well as 
by a company’s global orientation and international experience.7 

A company following an international marketing strategy must estab-
lish common needs among the customer segments and channel partners 
across various international markets, so that core product features are kept 
intact with minor changes to meet regulatory restrictions and channel 
 preferences. This will help to simplify the international marketing planning 
worldwide with a consistent brand image among the global customers.

SELECTING AN INTERNATIONAL MARKET

Selecting a global market for expansion is a crucial strategic decision as 
successful international marketing rests on factors like product fit, leverage, 
and opportunity. There is a famous marketing adage about Bata’s entry in 

6Zou, S., & Cavusgil, S. T. (2002). The GMS: a broad conceptualization of global 
marketing strategy and its effect on firm performance. Journal of marketing, 66(4), 
40-56.
7Ibid
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the African markets. It is said that when Africa was opening up as a market, 
many shoe manufacturing companies sent their representatives to Africa 
to analyze if there was an opportunity for shoes in the African market. All 
representatives came back with the answer “Nobody wears shoes in Africa 
so, there is no market for shoes in Africa” whereas the Bata representatives 
came back saying, ‘Nobody wears shoes in Africa so, there’s a big market 
opportunity for Bata products in Africa!’ Bata got the first mover advantage 
and is referred as the “shoes of Africa”. 

The first step in selecting an international market is to determine the 
company’s strategy for international expansion. The company needs to lay 
down the clear selection criteria for evaluation of different international 
markets. Some of these selection criteria are company’s resources, the 
size of the market, language and culture of the market, availability of raw 
material, availability of human resources, nature of competition, currency 
exchange rates, government policies, and political risks.

Market Size. Market size indicates the attractiveness of the market and 
the companies need to know that large and attractive markets are usually 
very competitive. The factors to be considered while calculating the mar-
ket size are the size of the population, per capita income, the average age 
of the population, literacy rate, technological advancements, disposable 
income, and economic condition. 

Market Structure. It is important to understand the market structure 
and also identify the major competitors and their marketing strategies 
like product features, pricing strategies, promotional expenses, distribu-
tion structure, financial position, and future expansion strategy. The com-
pany must also analyze the market maturity and product life cycle of its 
 products.

Pricing. Pricing is a major factor in international marketing. It is import-
ant to price the products according to the host country’s demographics 
and economic condition. For example, Unilever has a low-cost detergent, 
Wheel, in India. Many pharmaceutical companies sell low-priced prod-
ucts in developing countries by changing their brand names, For example, 
Novartis has low-priced painkiller Voveran in India, but the same medicine 
is sold at a different price in the United States and the United Kingdom 
under the brand names Voltaren and Voltarol, respectively. 

Host country language. Language is an important aspect of interna-
tional marketing, and cross-cultural communication can be challenging. It 
is important to connect the brand name, positioning statements, and adver-
tisements in the host language. 
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Cultural perspective. Good understanding of the specialties and sim-
ilarities of foreign cultures is an essential component of international 
 marketing. It is important to take care of the host country culture before 
selecting any country for international expansion. Successful marketing 
strategies must connect with host country culture and consumer behavior. 
For example, McDonald’s responded to cultural differences in France by 
adding beer and wine to its menus. Similarly, when the company entered 
India, they launched products according to the Indian culture and taste 
preferences like the Maharaja burger. Culture is also necessary for the com-
munication and negotiation with the different stakeholders. 

Availability of raw materials. Availability of raw materials in the for-
eign country at an economical price is critical for the success of a company 
going for international marketing. The scarcity of raw materials can affect 
the pricing strategy and the bottom line of the company. 

Human Resources. Human resources is a critical success factor for the suc-
cess of any company. The availability of human resources in the foreign coun-
try is an important criterion while selecting an international market and short-
age of skilled workforce can affect operational efficiency of an organization. 

Foreign laws and regulations. Companies in international marketing 
need to follow the rules and regulations of the country where they want to 
do the business. It is vital to follow the tax laws, import restrictions, cus-
toms regulations, labor laws, and other laws. Airbnb was fined of €30,000 
for  breaching local tourism laws in Barcelona in 2014. This fine was over-
turned by a Spanish court in 2016.

Currency Exchange Rates. Currency exchange rates have an important 
role in the exports from a country. Also, currency exchange rate affects 
the cost of production and marketing. The devaluation of Indian currency 
against the dollar has helped to increase the export opportunities and earn-
ings of many companies in the IT, textile, and pharmaceutical sectors. It is 
important to keep an eye on exchange rates for any adverse impact. Many 
companies in international marketing prefer to hedge as it can reduce the 
adverse impact of currency fluctuations.

Political Risks. Political uncertainty and instability is a significant risk 
in international marketing. It is important to perform a risk assessment of 
the economic and political scenario of the country before entering into 
it. Changes in local governments can impact the business policies and 
 regulations. Also, the increasing proclivity among nations to look inwards 
for economic growth could mean hostility towards international  businesses. 

25-ch25.indd   555 6/19/2017   12:59:09 PM



Sales and Distribution Management; Decisions, Strategies, and Cases556

It is best to monitor political developments and plan accordingly to miti-
gate political risks of doing business abroad.

In addition to the above points, many Indian companies going abroad 
also look at the Indian diaspora in the different countries before selecting 
the countries for the international expansion. 

INTERNATIONAL ORIENTATIONS 

Different companies follow different management approaches in interna-
tional marketing. Usually companies follow ethnocentric, polycentric, or 
geocentric approaches of management for doing business in international 
markets. An ethnocentric approach consolidates control at company head-
quarters. Most of the strategic decisions are made in the home country, and 
expatriates from the countries of origin hold key posts abroad. For exam-
ple, many Korean companies are said to follow ethnocentric approach. The 
ethnocentric approach may not be the most appropriate strategy for enter-
ing an international market as the presence of with home-country man-
agers in a foreign country may lead to cross-cultural misunderstandings. 
Here, home-country managers may not understand and respond effectively 
to the host country’s market dynamics and/or build effective networks and 
relations with their institutions to conduct business. 

In polycentric approach, a company appoints host country nation-
als. These host country managers have some degree of decision auton-
omy to manage business in that country but limited numbers of these 
managers are promoted to jobs at the headquarters of the company. For 
example, many multinational pharmaceutical companies such as Novartis, 
Pfizer, and Abbot have mostly Indian nationals working in their Indian 
subsidiary. Companies following the geocentric approach to staffing, iden-
tify and recruit the best person for the job regardless of nationality. The 
decision-making is usually decentralized in the geocentric approach. For 
example, Unilever, Citi, and P&G are said to follow geocentric approach. 

THE MODE OF ENTRY

The mode of entry in the international market is an important decision 
with large and long-term implications for an organization. Different com-
panies use different modes of entries while going for international expan-
sion. The different modes of entry are indirect exporting, direct exporting, 
licensing/ franchising, joint ventures, and direct investment. An organiza-
tion’s commitment, risk, control, and profit potential increases as it moves 
from indirect exporting to direct investment. 
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Indirect exporting. Many companies enter into a foreign market by indi-
rect exporting of its products. In indirect exporting, the company acts as a 
third-party supplier. It selects an importer in the foreign country and sup-
plies the products as per the requirement of the importer. Indirect export-
ing is a price sensitive strategy as importers like to buy the products from 
the most economical suppliers. This mode of entry limits the growth pos-
sibilities as the company will always be dependent on other parties for the 
international business. Also, as the company is not in touch with the final 
consumers and other channel partners, the possibility of brand building to 
explore future possibility is minimum with this strategy.

Direct exporting. Direct exporting is a good strategy to explore a for-
eign market with low cost and minimum risk. In direct exporting, a com-
pany supplies its products to its customers in the foreign markets. Many 
textile companies in India, China, Bangladesh, and Vietnam usually adopt 
this method to supply their products to the retailers in the United States, 
Canada, Europe, and other parts of the world. Retailers such as Walmart, 
Ikea, Target, Zara, and Old Navy order manufacturing of their private labels 
from the suppliers in these low-cost countries. Many Indian pharmaceu-
tical companies also follow direct-exporting strategy in doing business in 
the international markets. Direct exporting is also a price-sensitive busi-
ness because retailers prefer to buy products from the low-cost suppliers. 
Here, the brand (usually a private label) is owned by the retailers and the 
supplier companies are not in touch with the final consumers so the pos-
sibility of brand building remains low in this case. 

Licensing/Franchising. Many multinational companies with strong 
brand names and brand equity in the international markets prefer to enter 
the foreign markets through licensing/franchising arrangements. This mod-
erates the company’s initial investment for expansion in the international 
markets. This also gives time to the company managers to understand con-
sumer behavior and other marketing dynamics in the international market. 
Here, the selection of the local licensing/franchising partner is critical as 
it can have a significant impact on the brand image of the company in the 
international markets. Many companies like Disney, Mattel, Major League 
Baseball, and Hasbro conduct much of their business through licensing 
all over the globe. US-based pen maker Reynolds’ is doing its business in 
India through a licensee GM Pens International. This strategy can be used 
only by the companies having a strong brand equity in the international 
markets.

Joint ventures. Many companies prefer to enter the international markets 
through joint ventures with local partners, because of the local  partner’s 
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knowledge of the market. A local partner can also guide about the other 
marketing mix requirements such as product portfolio, pricing, distribu-
tion channel, and targeting of customers. Here also, selection of the local 
partner is critical, and companies usually select a partner with compatible 
business interests. Some examples of companies doing business abroad 
with this strategy are Walmart, which entered the Indian market through 
a joint venture with Bharti Enterprises. Renault entered Indian market by 
partnering with Mahindra and Honda entered the Indian market with a 
joint venture with Hero Group.

Direct investment. Direct investment is the most costly way of doing 
business abroad. A company needs to make massive investments in build-
ing the necessary infrastructure in terms marketing office, manufacturing 
facility, and human resources. Here, a company has complete control over 
its strategic decisions and operations. Direct investment by a company 
gives it control over its international distribution channel and relation-
ships with the customers. However, ownership also carries responsibility, 
commitment, and associated risks of doing business in an international 
market. Channel decisions, once put in place, are often difficult to change. 
Hence, the selection and integration of foreign distribution channels can 
have an enormous impact on the success of a company’s international 
operations.8

SELECTION OF INTERNATIONAL DISTRIBUTION PARTNERS

It is important to understand that channel partners are executors of mar-
keting strategy. Companies starting their businesses in a foreign country 
need to start their business from scratch. As most of the markets are regu-
lated and controlled by networks of domestic channel intermediaries, so it 
is essential for a company to collaborate with domestic channel members. 
This collaboration with domestic channel members helps the company to 
gain from the expertise and knowledge of the channel members. These 
channel partners also contribute to the necessary regulatory requirements. 
Channel partners also minimize the risk for the company. Selecting a right 
distributor in the international market is a challenging task. Companies can 

8Erin Anderson and Anne T. Coughlan (1987), “International Market Entry and 
Expansion via Independent or Integrated Channels of Distribution,” Journal of Mar-
keting, 51(1), 71-82
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use the following guidelines proposed by David Arnold 9 in designing the 
rules for the selection of international distributors:

Market-led rather than distributor-led selection. The strategic deci-
sion to enter a new international market should be based on a careful 
market assessment. The company needs to select its local channel partners 
in the foreign market with the same due diligence that is followed in select-
ing a domestic distributors. The strategy to select a distributor should be 
market-led rather than distributor-led. Many multinational companies ask 
the potential customers to name their preferred suppliers before finalizing 
their distributors. Many companies appoint the distributors who also serve 
their key competitors. Although these distributors have the market exper-
tise and contacts, they may not give the required focus to a new entrant. 

Appoint “company-fit’ rather than “market-fit” distributors. A com-
pany should appoint distributors who could serve the company’s long-
term goals in the foreign market. Many companies select distributors by 
“market fit”—distributors serving potential customers with similar product 
lines rather than ‘company fit’—a distributor with a goal congruence with 
the  organization. It is beneficial to appoint a distributor with a stronger 
inclination to invest in a relationship that draws on the company’s practice 
in marketing its products.

Develop distributors with a long-term vision. The international dis-
tributors should be selected and developed as long-term partners rather 
than as temporary vehicles for entry in to the foreign market. This will help 
the company and the distributor to invest in a long-term market develop-
ment for mutual benefit. 

Provide adequate corporate resources. Companies in international 
expansion should support the foreign market entry by providing adequate 
human resources, finances, and marketing capabilities. Many multination-
als are adopting cooperative marketing strategies with their distributors by 
co-ownership. This also helps to increase the effectiveness and efficiency 
of both the multinational company and the local distribution partner.

Control and own the marketing strategy. The marketing strategy 
should be managed and owned by the multinational company. The com-
pany should decide the different marketing strategies like which products 

9Arnold, D. (2000). Seven rules of international distribution. Harvard Business 
Review, 78(6), 131-137.
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to sell, how to position them, promote them, and pricing. Some multina-
tionals send their managers to work with the local distributor’s offices, and 
others establish regional offices to support the distributors and customers.

Maintain robust information system with channel partners. It is 
important for a company to get accurate and detailed products and market 
and financial performance data for the new country of expansion. Channel 
partners are always an important source of market intelligence, and many 
companies make it essential for their channel members to share product, 
market, and financial data.

PROFILE OF AN INTERNATIONAL SALESPERSON

Many companies send their salespersons to explore the international 
opportunities. Although sending salespersons to different foreign markets 
is a costly process, but it is still economical than establishing a full oper-
ation in a foreign country. The salespersons in the international markets 
must have all the requisites of a successful salesperson in the domestic 
market. 

Successful salespersons are result oriented and build a business with 
a long-term perspective, not just a sale which is a short-term  perspective. 
They have high personal sales production and are excited about the com-
pany and sales targets, and share an excellent relationship with their 
 customers. But not all salespersons are successful even when they have 
same sales tools, the training, and propensity to work. The personalities of 
salespersons play a critical role in determining their success. 

In addition to the traits of a good salesperson, international sales per-
sons must have the additional attributes like the knowledge of one or more 
international languages, good product knowledge, adaptability to work in 
different countries, knowledge of different cultural perspectives, knowl-
edge of host country business norms, good negotiation skills, business 
acumen to work effectively in the foreign markets, knowledge of foreign 
laws and regulations, and the ability to work effectively with people from 
different countries and work cultures.

DOCUMENTS IN INTERNATIONAL TRADE

The sale of products in the international markets poses different chal-
lenges to the marketers. Here, the customers and the selling companies 
are usually located in the various countries, and the supply of products is 
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usually facilitated through third-party logistics partners. Hence, both the 
buyer and the seller need to perform their respective obligations as per the 
sales contract, the seller needs to deliver the products by the contract, and 
the buyer needs to arrange for the payment of the agreed price. Some of 
the documents used in the international trade are:

Commercial Invoice. Commercial invoices are the invoices by the 
exporter to demand payment from the imported. It includes names and 
addresses of the exporter and the importer, date, details of the products, 
unit price, quantity, types of packaging, information of pertinent import 
and export licenses, the total invoice value and the exporter’s stamp and 
signature

Bill of lading. Bill of lading (B/L) is issued by the shipment company. It 
is made out to the order of exporter and needs to be authorized to enable 
the importer to get the goods at the port. It works as a receipt for the 
original goods and contains the terms and conditions of the contract of 
carriage. It includes name of the exporter and the importer or their agents, 
the description of the goods, and freight charges. It also has the name of 
the vessel along with the details about the port of loading and discharge. 
The different bills of loading are marine bill of lading, short form bill of 
lading, combined transport bill of lading, liner bill of lading, transshipment 
bill of lading, and the container bill of lading. 

Consular invoice. Consular invoice is issued by the consular office of 
the importing country, with the office being located in the exporter’s coun-
try. It helps to calculate the correct amount of import duty to be calculated 
and also prevent goods imported to be sold at below market price.

Certificate of Origin. This is a certificate that certifies that the goods 
shipped are wholly manufactured or processed by the exporter, and the 
goods are the products of specified country.

Certificate of Quality. This is a certificate that certifies that the dis-
patched products are of the quality specified in the contract.

Letter of Credit. Letter of Credit (L/C) is an instrument from a bank guar-
anteeing that a buyer’s payment to a seller will be procured on time and for 
the accurate amount. If the buyer is inept to make the required payment, 
the bank will be obligated to cover the full or remaining amount of the 
purchase. It is an important document in the international trade due to the 
nature of international dealings, including factors like distance, different 
rules, and laws in the various countries. 
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Bills of Exchange. Bills of Exchange (BE) is an unconditional order 
addressed by the exporter to the buyer requiring the buyer to pay a certain 
sum of money to the exporter on demand, or after a fixed period. The BE 
is prepared by the exporter and submitted to the negotiating bank in the 
exporter’s country. It specifies that the exporter requests the reimbursing 
bank (usually the L/C issuing bank) in the importer’s country to reimburse 
the cost to the negotiating bank in the exporter’s country and charge the 
same amount to the importer’s bank account within a specified time limit. 
The exporter collects payment from the negotiating bank in exchange 
for B/L together with BE and other documents after the shipment to the 
importer.

Insurance Documents. It is important to have an insurance policy to 
cover the risk of loss or damage to goods during the shipment. This is 
usually taken by the exporter and the importer after negotiations regard-
ing the insurance of the products for the different stages of the shipment. 
This contains the name of insurer, insured, types of risk covered, insurance 
amount, description of the insured products, and the place where claims 
are payable.

CONCLUSION

An international market is a market outside the territorial boundaries of a 
company’s domestic market. International markets are being homogenized 
by advances in communication and transportation technology, and many 
times the customers in the distant parts of the world tend to display similar 
preferences and demand the same products. A company following an inter-
national marketing strategy must establish common needs among the cus-
tomer segments and channel partners across various international markets, 
so that core product features are kept intact with minor changes to meet 
regulatory restrictions and channel preferences. Companies expanding 
into the international market face a difficult decision about the channels 
of distribution. The company has a choice either to sell products through 
company distribution division or independent channel partners. 

Selecting an international market for expansion is a crucial strategic 
decision as successful international marketing rests on factors like product 
fit, leverage, and opportunity. The first step in selecting an international 
market is to determine the company’s strategy for international expan-
sion. Companies need to lay down the selection criteria for evaluation of 
different international markets. Some of these selection criteria are com-
pany’s resources, size of the market, language and culture of the market, 
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 availability of raw material, availability of human resources, nature of com-
petition, currency exchange rates, government policies, and political risks. 
Mode of entry in the international market is an important decision with 
large and long-term implications for an organization. Different companies 
use different modes of entries while going for international expansion. The 
different modes of entry are: indirect exporting, direct exporting, licens-
ing/ franchising, joint ventures, and direct investment.

In addition to the traits of a good salesperson, international sales 
persons must have the additional attributes like the knowledge of one or 
more international languages, good product knowledge, adaptability to 
work in different countries, knowledge of different cultural perspectives, 
knowledge of host-country business norms, good negotiation skills, busi-
ness acumen to work effectively in the foreign markets, knowledge of for-
eign laws and regulations, and the ability to work effectively with people 
from different countries and work cultures.
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Cases for Part V
CASE 5-1

The Banner Company
Integrated Food Products Company—Solicitation of  
New Accounts

The Banner Company—which had annual sales in excess of $800 million—
processes and distributes lines of dairy products, foodstuffs, and specialties 
such as glues and animal food supplements. These lines were marketed 
throughout the United States and Canada by five separate sales organi-
zations departmentalized by products. Each of these sales organizations 
was further divided geographically by districts and branches. The Spokane 
branch of the Northwest District of the Ice Cream and Fluid Milk Division 
manufactured and distributed bulk and packaged ice cream, ice cream nov-
elties, and fruit sherbets. Because sales depended to a large extent upon 
the number of outlets selling Banner ice cream, Mr. Shaw, sales manager 
of the Spokane branch, was considering ways to aid sales representatives 
in the solicitation of new accounts. 

Banner ice cream was sold to three types of accounts. More than 60 
percent of all ice cream sales were made to retail dealers, including soda 
fountains, drugstores, variety stores, independent grocers, chain supermar-
kets, and ice cream drive-ins. In the Spokane branch’s territory, approxi-
mately 500 dealers handled all or part of the Banner line. Depending on 
the size of the account, deliveries to retailers were made once or twice a 
week. Approximately 20 percent of the sales of ice cream were made to 
restaurants, which were serviced two or three times per week. The remain-
ing 20 percent were sold to industrial and institutional accounts, including 
manufacturing plants and schools, which used the ice cream in connection 
with the operation of cafeterias. Deliveries to industrial and institutional 
accounts were usually at the rate of four times per week. 

In the Spokane branch there were two sales representatives and four 
route salespeople, all of whom worked under Shaw’s direction. The job 
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of the sales representatives consisted of the solicitation of all types of 
new accounts, the performance of “missionary” duties, and the changing 
of point-of-sale displays in retail stores. Each week, sales representatives 
devoted the first three days to calling on prospective accounts. Normally, 
a sales representative could make six to twelve calls during the three days 
allotted for this purpose. On Thursdays and Fridays, the sales representa-
tives visited established accounts and changed displays. Each established 
account was visited at least once every four to six weeks, but some that 
demanded special attention were contacted weekly. All point-of-sale dis-
plays were changed six times a year. Sales representatives were required 
to submit daily written reports on their activities and to discuss their plans 
with Shaw each morning prior to making their first call. 

The four route salespersons were primarily deliverymen. As dealers 
ordered ice cream directly from the trucks, the route salespeople had to be 
skilled in the anticipation of dealer wants when they filled out their truck-
load orders. Although route salespeople did not solicit new accounts, fre-
quently they turned over the names of prospects to sales representatives. 
With the objective of obtaining an even pattern of retail distribution, each 
sales representative regularly made an informal survey of the assigned dis-
trict. These surveys were conducted monthly during the summer and fall 
seasons, and bimonthly during the winter and spring. For these surveys, in 
areas with little or no distribution, the sales representative listed all stores 
selling ice cream. Each store was then rated as to location, cleanliness, 
and the like, with the purpose of detecting desirable new distributors for 
Banner ice cream.

The next step was for the sales representative to attempt the conver-
sion of the best store in the area to a Banner dealership; sometimes, how-
ever, the company was satisfied to secure the second- or third-best store as 
its area outlet. After a sales representative had made the initial call, the new 
prospect was entered on a rating chart. After subsequent calls, sales repre-
sentatives entered percentages on the chart, indicating the extent to which 
it was estimated that the prospects were now sold on the Banner line. All 
percentage estimates of this type were arrived at solely on the basis of 
each sales representative’s experience in the solicitation of new accounts. 
For example, when a prospect expressed a real interest in such matters as 
pricing and terms of sales, the prospect was rated about 75 percent. But 
when a prospect allowed the sales representative only a few minutes of his 
time, the prospect was rated approximately 25 percent.

Although chart percentages were used mainly to answer the ques-
tions of route salespersons who had turned in the names of prospects, they 
also served as a general guide for the determination of the frequency of 
calls by sales representatives. Sales representatives made their second calls 
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on prospects approximately thirty clays after the first contacts. Thereafter, 
the following schedule was used:

Prospect Rating (%) Indicated Call Frequency (or Action)

 0–4 Drop the prospect

 5–24 One call every two months

25–59 One call each month

60–79 One call every two weeks

80–100 Weekly calls

The conversion of a prospect into a Banner account took from one 
month to a year. The experience had been the same whether the outlet was 
selling a competitive brand or was not selling ice cream at all.

The Spokane branch distributed ice cream north to the Canadian bor-
der, east to the Montana-Idaho border, west to Wenatchee, and south to 
Carkson, Washington, and Lewiston, Idaho. One sales representative was 
responsible for the northern and eastern segments of the branch’s territory; 
the other worked the southern and western parts. Sales representatives 
were paid on a salary-plus-commission plan. Sales quotas were established 
on the basis of the previous year’s sales, plus 10 percent. The arbitrary 10 
percent annual increase in quotas was justified by the company on the 
basis that population in the Spokane branch territory was growing rapidly. 
Shaw was of the opinion that the size of the Spokane market area and its 
expanding population would soon mean that the addition of a third sales 
representative would be desirable and feasible. 

Because sales representatives were burdened with a large amount of 
missionary and sales work, and because their operating territories were 
very large, they were unable to spend sufficient time in the effective solic-
itation of new accounts. Some means of making additional time available 
for this purpose needed to be found. However, Shaw was undecided about 
a specific approach to this problem.

1.  In what ways could the distribution of  Banner ice cream have been improved in 
the Spokane sales territory?
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CASE 5-2

Diamond Pump
A Manufacturer of  Industrial Pumps—Sales  
Manager Performance

Homer Castleberry had held the job of vice-president of sales at Diamond 
Pump for five years. Lately he had had the feeling he was running on an 
endless treadmill, never getting anywhere. Returning from an extended 
trip visiting seven sales agents in the western states, a postponement of an 
eighth visit found him with two uncommitted days in Kansas City. For the 
first time in many months, he had the time to sit back and evaluate his job, 
his performance and his future. Diamond Pump Company, a subsidiary of 
Greyson Industries, Inc., manufactured positive displacement pumps for 
use in the chemical, petroleum, and other industries.

Diamond gear pumps, screw pumps, and progressive cavity pumps 
were sold through several hundred distributors. Distribution covered 
the entire United States, Canada, and most of the free world. In addi-
tion,  Diamond sold specially designed pumps direct to original equip-
ment  manufacturers. Throughout its 118-year history, Diamond had been a 
strong competitor in the industrial market and enjoyed a fine reputation as 
a maker of quality pumps. The company had achieved a sales increase each 
year for twenty consecutive years. In spite of this success, management 
felt that the company could find better ways of handling certain nagging 
distribution problems.

INDUSTRY STRUCTURE AND PRICING

The industrial pump industry was dominated by several large companies, 
with Diamond among the largest. Because pumps were used in such a 
variety of applications, no one of these companies could provide the best 
pump for each application. Most companies, including Blackmer Company 
and Viking Corporation, two major competitors, produced only screw-type 
and gear-type pumps, respectively. Diamond, in contrast, offered a diverse 
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standardized line that included both types. These standard pumps were 
purchased by a wide variety of users, primarily for process applications.

Original equipment manufacturers (OEMs) comprised the other major 
customer group, a group that had become an increasingly important mar-
ket segment. OEMs included petroleum tank truck manufacturers, for 
example, who required specially designed pumps not offered in Diamond’s 
standard product line.

Prices tended to be uniform among competing pump manufacturers. 
The customer’s decision to buy was based mainly on the quality of service. 
The pump’s performance characteristics were also important, and price 
played a limited role in the buying decision. While Castleberry tried to limit 
price increases to one a year, this objective recently had fallen victim to the 
escalating prices of raw materials, which comprised the major portion of 
costs, as well as to rising overhead costs.

Promotion

National advertising in trade journals comprised the bulk of the promo-
tional effort. Castleberry and the advertising agency aimed at two important 
targets: the first consisted of petroleum tank truck manufacturers, petro-
leum storage operations, and the like. Diamond appealed to these poten-
tial buyers through Fuel Oil News, Chemical Engineering, and National 
Petroleum News. Inquiries resulting from these advertisements were turned 
over to the sales agent and distributor in the area from which the inquiry 
originated.

The second equally important target was comprised of engineers and 
product designers who determined what brands of equipment would be 
included in product specification sheets for new products. The jobs of sales 
personnel at the company and distributor level were made more difficult 
if the Diamond pump was not specified initially. Therefore, advertisements 
in trade journals such as Design News were placed to influence the design 
specifications.

Diamond also advertised in the Yellow Pages section of telephone 
directories in major metropolitan areas. These ads listed all Diamond sales 
agents and distributors in the metropolitan area. 

Sales Agents—Distribution

Homer Castleberry achieved distribution through twenty-one commis-
sioned sales agents who were responsible for marketing pumps in their 
respective geographic areas. While these sales agents personally called 
on OEMs in their territories, OEM accounts were serviced by distributors 

Part 5_Case.indd   568 6/19/2017   1:06:59 PM



  Cases for Part V 569

under the supervision of the sales agents. There were 425 Diamond distrib-
utors employing 2,000 sales personnel.

The sales agent was responsible for selecting Diamond distributors. 
Distributors were approved by Homer Castleberry, approvals being based 
on credit worthiness and ability to promote Diamond products. Castleberry 
insisted that distributors not sell competing lines. Additionally, the distrib-
utor was required to have a quality image, that is, sell high-quality com-
plementary products and provide excellent service and technical advice.

Because customers for Diamond pumps required good fast service 
and competent technical help, the sales agent tried to ensure that dis-
tributor salespeople were well informed. This was done through periodic 
training. In addition, the agents often accompanied distributor personnel 
on sales calls. Installation of a Diamond WATS line enabled sales agents to 
get fast answers to technical questions raised by customers.

Sales agents were required to establish and maintain personal con- 
tact with current and potential OEM customers. This was difficult at times 
because individuals involved in deciding specifications for new products 
were often hard to identify. Agents, however, agreed that the results could 
be worth the effort. Recently, diligence led one sales agent to a contract 
under which Diamond supplied the pumps used to filter hot oil in Ken-
tucky Fried Chicken’s pressure cookers. 

Distribution Problems

Despite success in increasing sales revenue and maintaining profitability, 
Castleberry felt that the company could be more efficient in-handling cer-
tain nagging distribution problems. Attracting high-quality distributors was 
becoming increasingly difficult. Sales agents testified that distributors were 
reluctant to “change partners” even though the Diamond Company offered 
a broader line than did present pump suppliers. Agents also pointed out 
that sales personnel from the distributor’s end were often unwilling or 
unable to seek individuals who had significant input to buying decisions; 
for example, engineers, and production people. “If the purchasing agent 
says, ‘no,’ they just give up,” said a Diamond sales agent. Another agent said 
there weren’t enough hours in the day to supervise distributors and also 
work with OEM customers. Castleberry summed it up, “The numbers look 
good every month, but I get the feeling that we could do better. We need 
greater effectiveness in distribution.”

In evaluating his performance as a sales executive, Castleberry decided 
that he had been spending all his time on operating responsibilities. He 
had been so busy putting out fires and handling day-to-day problems that 
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he had neglected planning almost entirely. He wasn’t even sure that he had 
done a very efficient job of handling operations.

1.  Describe Castleberry’s major operations responsibilities. How well is he carrying 
out each of  these responsibilities?

2.  What kind of  planning activities should Castleberry be carrying out regularly? 
What planning areas need immediate attention?

3.  How do you suppose Casrleberry’s time should be divided between operations 
and planning?

CASE 5-3

Monim Electronics1

Managing the pricing issues

Monim Electronics India Limited is an Indian manufacturer of electronic 
products. The company mainly operates in the home entertainment divi-
sion, which provides televisions, as well as audio and video equipment, 
mobile communications division, including mobile terminals, tablet and 
personal computers. It also caters to the home appliance division, which 
includes refrigerators, washing machines, microwave ovens, and cleaners. 

The company is selling its products to the customers through online 
and physical stores. 80 percent of its business comes from the retail-
ers with physical stores and 20 percent of the business comes from the 
online retailers. The company, of late, is getting many complaints from the 
wholesalers and brick-and-mortar retailers because of the heavy discounts 
offered by different e-commerce portals. For example, a TV with a recom-
mended retail price (RRP) of `39990 was sold by online retailers at `34990. 
Few of the major distributors are threatening to stop selling the products 

1Name of the company is disguised
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of Monim Electronics. They are putting pressure on the company to help 
them compete more effectively with e-commerce companies.

1.  Should Monim Electronics ask its channel partners to follow a uniform RRP? Sug-
gest a pricing plan for different channel partners of  Monim Electronics. Is there 
any different strategy that can be adopted by Monim for its channel partners and 
e-commerce companies? 

CASE 5-4

Hillman Products Company
Manufacturer of  Power Tools— 
Distributor-Dealer Problems

James Weston, director of sales and marketing for Hillman Products Com-
pany, Springfield, Massachusetts, faced the problem of taking action to 
improve the company’s distributor and dealer relationships, which had 
steadily worsened. The effect of the worsening relationships was reflected 
in the latest sales report, which recorded a 12 percent sales decline during 
the past year and a 17 percent decline over the past two years.

Hillman Products Company manufactured a wide line of power tools, 
such as saws, drills, and sanders, for use by the home handyman. Hillman 
products were distributed nationwide through ninety distributors, who, in 
turn, sold to more than 8,500 retail outlets. During the past two years, the 
number of distributors handling Hillman products had dropped from 115 
to 90 and, while the number of retailers had remained about the same, 
sales per dealer had substantially declined.

Several factors combined to cause high turnover among Hillman deal-
ers, as well as to contribute to declining sales for Hillman products. Loca-
tions of many Hillman dealers were unfavorable. Dealer sales personnel 
were untrained and poorly informed about Hillman products. Few dealers 
did any advertising for the Hillman line. Virtually all dealers carried com-
peting lines and devoted little effort to selling the Hillman line. Many retail-
ers bought in small quantities, often a single unit of each Hillman product, 
so sales were frequently lost to competitors because of stockouts.
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Dealers showed little loyalty to Hillman products. They knew little 
and understood less of the company’s history, policies, performance, or 
capabilities. The sole contact the dealers had with Hillman was through 
the distributors and their salespeople, who themselves were often poorly 
informed. Many Hillman dealers expressed dissatisfaction with the com-
pany and its distributors for actions such as overloading dealers with more 
products than they could ever hope to sell in a given period and, espe-
cially, for the lack of company support in local advertising. 

Hillman distributors criticized dealers for what they claimed was decep-
tive dealer advertising and ignoring the manufacturer’s suggested retail 
prices. Some distributors had dropped the Hillman line and taken on com-
peting lines. Weston believed that immediate action was necessary to pre-
vent further deterioration of the situation and to improve  distributor-dealer 
relations. Consequently, he proposed (1) establishing a distributor-dealer 
relations staff and (2) retaining a management consultant.

The distributor-dealer relations staff would determine attitudes toward 
Hillman and its policies and make recommendations for the improvement 
of relations. Weston hoped that this would result in better understanding 
between Hillman and its outlets and would improve communications. To help 
distributors and dealers sell more Hillman products, the  distributor-dealer 
relations staff would plan and implement a program of sales development, 
promotion, and mechanical service assistance for dealers.

The management consultant would survey fifty of the most successful 
Hillman dealers to determine the best methods for merchandising prod-
ucts. Information from the survey would be used in designing and imple-
menting the program of sales development, promotion, and mechanical 
service assistance.

Weston believed that these two measures would reverse the alarming 
situation of poor distributor-dealer relations and would pave the way for 
more efficient marketing.

1.  Evaluate Weston’s proposal for improving Hillman Products Company’s 
 distributor-dealer relations. Give the reasons for your position.
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CASE 5-5

Sonton Pharmaceuticals2

Managing a Difficult Distributor

Sonton Pharmaceuticals Private Limited (Sonton) is a growing pharma-
ceutical company in India with a wide range of pharmaceutical products. 
Sonton boasts a line of 26 brands, including painkillers, diabetic, gastropa-
thy, neuropathy, and cardiac products. Sonton’s logistics management was 
like that of any other pharmaceutical company in India: the manufactured 
pharmaceutical products went to the central warehouses of the company 
from the production department. From these warehouses, the products 
moved to the carrying and forwarding agents (C& F) in the different states, 
who in turn supply these to 240 distributors in the different parts of the 
country (refer Exhibit 1). These distributors then supply the products to 
the retail pharmacies all across the country. The products move to the final 
customers through these pharmacies.

Exhibit 1: Logistics in Sonton Pharmaceuticals

Central
Warehouse C&F Agents Distributor

Retail
Pharmacy Customer

Ankush Thakurta is an Area Manager for Sonton Pharmaceuticals in 
Jamshedpur. His team is doing well and is on 102 percent target achieve-
ment for January–June period with a growth of 16 percent. In June 2017, 
there was a 10 percent bonus offer on the diabetic range of products but 
one dealer, Kushal of D R Distributors in Sonari, was already in possession 
of high stocks of the diabetic range (equal to 45 days of sales) so he could 
not buy any diabetic range of product during the bonus period. Now, he is 
asking for the bonus offer on the stocks available with him at the start of 
bonus offer (as on June 1, 2017). D R Distributors contributes 7 percent of 
Ankush’s yearly sales of `60 million. 

2Name of the company and employees are disguised
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Kushal is the president of the wholesaler association in Sonari and is 
a very influential person in the pharmaceutical market. As of now, Sonton 
does not have any policy to give bonus offer on the shelf stock. It is very 
important for Ankush to solve this issue as Kushal can create problems 
during the launch of new products as it is compulsory in market to take 
permission from the association before launching new products and brand 
extensions. D R Distributors has also stopped the last payment of `250,000 
to put pressure on the company.

Varun, a sales executive in the area, is new and is unable to solve this 
issue as he himself has pushed the extra stocks of the diabetic range of 
products to D R Distributors in April 2017 to earn his incentives of ̀ 15,000. 
Ankush is planning to visit D R Distributors with Varun to solve this issue 
with a win-win outcome. 

1.  Suggest a plan to solve this distributor issue

CASE 5-6

Delphic Corporation
Manufacturer of  Appliances and Electronic 
 Equipment—Distributor-Dealer Sales Training

The Delphic Corporation, St. Louis, Missouri, was a leader in the electronics 
and appliance fields. Its exclusive business was the design, manufacture, 
sale, and, for large jobs, installation of this equipment. The Modern Kitchen 
Division manufactured a broad line of kitchen cabinets, dishwashers, and 
garbage disposals for residential use. These products were sold throughout 
the United States and Canada by a distributor-dealer organization, which 
was expanding rapidly to meet the increasing desire for kitchen modern-
ization. The sales training department of the division had developed a vari-
ety of training aids and was looking for additional ways to widen the scope 
and increase the effectiveness of its activities. Refrigerators and ranges 
were manufactured and sold by the Major Appliance Division.
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The Modern Kitchen Division had sales of $38 million. No sales were 
made directly to ultimate consumers; all equipment was sold through fran-
chised distributors and dealers by sixty salespeople who worked out of 
twenty-two branch offices. Delphic was one of the first to institute this type 
of distribution in the appliance industry, and executives were proud that 
many of the original dealers still handled the line.

Franchises were written for a specific product with an assignment 
of a definite territory, within which the distributor or dealer was respon-
sible for the sale of that product. The distributor-dealer organization 
consisted of eighty distributors and two thousand dealers. Distributors 
were primarily merchandisers, promoting sales to their own organization 
of “associate” dealers, who were selected by the distributor, and con-
trolled entirely by him. Dealers’ territories were nonexclusive and were 
subject to change upon written notice. Technical and sales assistance 
were rendered by the distributor, aided when necessary by Delphic field 
personnel.

Associate dealers were mainly appliance stores, department stores, 
and hardware stores; but plumbing and electrical contractors were also 
included. When selecting associate dealers, the distributor considered the 
prospective dealer’s location, both in the area and in the city, his credit 
standing, and his personal integrity. Delphic distributors met with keen 
competition for dealers from other manufacturers and had to offer more 
than just a franchise and a convenient warehouse location. The distributor 
had the Delphic reputation to offer but, in many cases, he was expected to 
finance the initial stock of equipment. Training in kitchen equipment sales 
and kitchen layout, and installation, were offered to dealers to enable them 
to become profitable.

Delphic’s sales volume more than doubled in the previous five years, 
and the number of retail outlets (associate dealers) increased in about the 
same proportion. Training of newer dealers became important to the suc-
cess of the distributors’ expanded operations. Each distributor looked to 
Delphic for assistance, and much of the task of dealer training was shifted 
to the manufacturer.

Before the sales training department of the Modern Kitchen Division 
was organized, training was the responsibility of product managers. Under 
this arrangement, training was not given sufficient attention because of the 
pressing nature of other duties assigned to product managers—the design, 
development, manufacture, and sale of the various products, for instance. 
Although training was recognized as important, a comprehensive study 
of dealers’ needs was not made, and the overall training program lacked 
organization.
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After the sales training department was formed, an analysis was made 
of training methods and materials, and this department became the cen-
tralized source for all such aids. Sessions were held with distributors to 
determine their requirements, and there evolved a variety of packaged 
training courses, films, and a monthly informational service. A booklet 
entitled Dealer Training was published as a guide for planning a dealer 
training program.

It was decided that the sales training department could best satisfy 
distributors’ needs for materials and methods for training dealers with a 
program that covered three areas of interest: sales, installation, and man-
agement, that is, “business development.” Accordingly, a series of packaged 
courses was made available under the name “Business Development Pro-
gram.” Training courses were prepared for each of the three product lines 
sold through associate dealers: kitchen cabinets, dishwashers, and garbage 
disposals. Student packets were available for a nominal fee. Meeting guides 
were prepared to aid the instructor in emphasizing the important points 
and to indicate the amount of time and detail required for a particular 
phase of training.

One unit of the package training course on dishwashers was enti-
tled “Selling Dishwashers.” This dealt with problems encountered in sell-
ing home units and included selling fundamentals applicable to automatic 
dishwashing. 

The material was in loose-leaf form, and a complete packet was pro-
vided for each trainee. The course was built around nine selling steps:

1. Get set to sell.

2. Spark interest.

3. Dramatize the need.

4. Make the survey.

5. Prepare the proposal.

6. Present the proposal.

7. Capitalize on objections.

8. Get the order.

9. Follow through.

Each step was elaborated on and detailed to apply to actual situa-
tions encountered in the sale of dishwashers. For example, step 7, “capital-
ize on objections,” listed objections that prospects might voice, and each 
had a well- thought-out answer. A recommended procedure for handling 
competition and price objections was outlined, and sample letters for 
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“ getting back in” were exhibited. Also included were sales arguments and 
approaches for use with the consumer, architect, builder, and real-estate 
agent. Sample proposal and submittal sheets were added as examples of 
recommended practice. Finally, the packet included a brochure that illus-
trated advertising and promotional aids, along with booklets that repro-
duced, in printed form, two sound-slide films used for selling dishwashers. 
One was for showing to the home owner, the other for showing to builders 
and realtors.

To introduce the new training material, sales training department per-
sonnel presented the courses at meetings of Delphic sales personnel who 
presented the courses to distributor wholesale sales personnel, who then 
held meetings with dealer personnel for whom the material was primarily 
prepared. The first sessions were for the purpose of “training the trainer” 
and were considered highly successful. The printed material was sup-
ported by films and/or sound-slide films, attractively prepared to appeal 
to dealers. The intention was to “sell” the dealer while training him or her 
to sell the retail customer. Training was a continuing activity, and many 
distributors recognized the usefulness of weekly training. Sales training 
was not overlooked, often constituting the bulk of the weekly training, and 
materials from St. Louis were used to good advantage.

An important feature of Delphic’s sales training program was the 
“Sales Planning Series,” which was made up of eleven separate units with 
companion films. The series concerned practical procedures and was a 
digest of successful selling practices followed by Delphic equipment sales 
personnel.

The eleven parts covered each of the nine steps in the sale, plus 
two preliminary steps, “Plan Your Time” and “Plan Your Sales.” A student 
packet and meeting guide were available for each section. In the packet 
was a printed reproduction of the companion film, interspersed with self- 
improvement exercises that the student was to think out individually. The 
“Sales Planning Series,” the backbone of the Delphic training program, 
provided basic selling instruction for the novice and for the experienced 
dealer’s salesperson, and served as a means for evaluating and organizing 
one’s sales practices. 

Each month, a file folder called the “Business Development Service” 
was distributed, issues contained samples of new training materials, suc-
cessful selling ideas, information on competitive activities, reports from 
other distributors, tips on getting and handling dealers, hints on improving 
personnel performance, advice on where to obtain training aids equip-
ment such as projectors and flannel boards, and always a “Lost Sale” quiz, 
a  cartoon-type lesson from Sales and Marketing Management magazine.
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One feature of Delphic’s “Business Development” program was a 
sales control system for the retail salesperson. The system made it possi-
ble to simplify record keeping on prospect activity and selling schedules. 
It also provided the sales manager with information on the salespeople’s 
progress. 

Another development was being closely followed by the sales training 
department: the recent formation of the Atlanta Corporation. This wholly 
owned subsidiary of Delphic, staffed with personnel from the Delphic 
organization, took ever the distributorship in Atlanta and had an organiza-
tion of associate dealers. From Atlanta’s experience, the home office execu-
tives expected to learn more about the problems of distributors to provide 
better sales, engineering, and management assistance. This subsidiary also 
was to be a proving ground for new marketing techniques.

1.  Evaluate the methods used by the Delphic Corporation for training its distributors 
and dealers.
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A
Ability tests, 249
Accounting department, sales department 

relations with, 392
Achievement motivation theory, 278
Achievement tests, 249
A-C-M-E-E See also Training programs
Activity quotas, 129, 147
Advertising, 98, 142, 152, 182

for recruits, 132, 235
and sales, 182

AIDAS theory, 26–27
roots of, 51
stages in selling process, 11, 498

Alderson products, inc., 490–492
Allen Specialty company, 213
Allied board and carton company, 474
Allocation bases, 463
American machine and  

foundry company, 368
Apathy, of salespersons, 274, 286
Application form, 243, 365

personal history scoring, 244
Arlington paper mills, 487
Arthur tompkins, 362, 364

Authority, 177, 187, 280, 380, 399
functional authority, 158, 170
line authority, 158, 173
staff authority, 158

Automobile expenses, see Expenses of 
personnel, 312–313

Average cost per call, 338–339
Average order size, 339, 467

B
Banner company, 564
Behavioral equation theory, 32

Buyer-seller dyad in, 22, 29, 34
cues in, 33
equation in, 53
influence of sales person in, 269
response in, 34

Belton industries, inc., 365, 367
Bonuses, use of, 381–382
Bristol laboratories, 387
Budget, 381

sales budget, 403
Budgetary control, 16, 140
Budget quotes, 83, 85

expense quotes, 242, 309
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Budget quotes (Continued)
gross margin/net profit quotes, 104, 337

Buyer behavior, see selling theories, 33
Buyer-seller dyads, 21

conceptual model, 23
strategy in, 90–91, 106

Buying formula, 26, 29–30
buying habits in, 47, 256
purchasing, elements of, 64, 535
roots of, 515

Buying power index (BPI), 49

C
Call-frequency ratio, 338
Call report, 343–344, 379
Calls per day, 223, 338, 340
Case discussion, training method, 258, 260
Centralized sales force management, 172
Cities, geographical control units, 438, 

440–441
Closing sales, 41, 258

techniques in, 41
Colonial heritage furniture company,  

124, 127
Combination quotes, 154, 239, 300
Combination system, automobile expenses, 

312–313
Commissions, compensation plans, 296

drawing accounts method, 300, 357
salary plus commission plans,  

300, 473, 566
straight-commission plans, 298
straight-commission plan, 298–299

Committee sales organization, 151
Communication, and motivation, 316, 384
Compensation plan, 288–289

bonuses, use of, 301
elements of, 290
factors in preparation of, 323, 505

compensation level, 292–293
international sales management,  

553, 555, 557
job evaluation methods, 290
other compensation patterns, 153, 292
pretests/revision, 294–295
sales job, 92, 221, 227, 394

definition in, 216, 418, 540
special needs, 293, 322

fringe benefits, 302
listing of, 302

motivational roles, 287, 304
overhaul of, 516
requirements of, 289
sales executives, 8, 10, 65, 67
types of, 296–297

drawing accounts method, 300
salary plus commission plans, 300, 473
straight-commission plan, 298–299
straight-Salary plan, 296–297

Competition, 78, 89, 91, 239
competitive bidding policy, 85
pricing policies, 78, 93, 517

meeting competition, 78, 109
price under competition, 79

Competitive settings, 88, 90, 92
monopolistic competition, 88–89
no direct competition, 91, 93
oligopolistic competition, 90–91
pure competition, 88–89

Complaint report, 345
Consumer-goods marketing, 47, 83, 97
Contribution margin, 463, 465, 467
Contribution pricing, 80
Control, 15, 163, 305, 310, 337, 352, 397

international sales, 553, 555, 557,  
559, 561, 563

marketing cost analysis, 461–462
role of, sales executives in, 147, 167
sales analysis, 458–460
sales audit, 456–457
sales budget, use for, 416–417
territorial design, 418–419, 436

Coordination role, sales executives,  
182, 188, 213

Cost analysis, marketing, 463, 465
Cost factors, pricing policies, 78, 93, 529

contribution pricing, 80
full-cost pricing, 79
promotion pricing, 80

Countries, geographical control units,  
438, 440

Customer division, line authority, 173–174
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D
Dealer identification, 8–9
Dealer training programs, 522
Decentralized sales force management, 173
Delivered pricing, 83
Delphic corporation, 574, 578
Demonstrations, training method,  

258, 265
Developmental selling, 24–25
Dewey dressing company, 397–398
Diamond pump, 567–568
Direct sale, 77
Discounts, 82, 303, 519

quantity discounts, 82, 549
trade discounts, 82

Discriminatory practices protection  
against, 528

Distribution, 76, 78, 90, 136
coordination of, 182, 186, 211
direct vs.indirect, 78
of product, 378

Distribution management, 8, 20, 48, 54,  
152, 164, 230

relationship with sales, 341
executive, 50, 68

Distribution policies, 74, 93, 152, 290
intensity of distribution, 33, 35, 189

exclusive agency distribution, 523, 526
mass distribution, 11, 443
selective distribution, 506

marketing channels, 500–501, 526, 552
choices available, 74
distribution costs, 76–77, 186
long channels, costs
sales potential, 49, 65, 418, 442, 448
sales volume potentials, 77, 336
short channels, costs, 77–78

Distributive networks, 49, 516
communication system with, 49
dealer apathy, 518–519
managerial efficiency approaches,  

514, 522
dealer training programs, 522
general management problems, 

assistance, 523
missionary sales personnel, 524

sales force management, assistance, 99, 
172, 232, 387

shelf-allocation programs, 524
objectives of, 5, 13
stimulating sales, 187, 233

forcing methods, 521
incentives to consumers, 521
incentives to outlet, 520
incentives to sales personnel,  

327, 520
local advertising, 526
point-of-purchase identification, 526

See also manufacturer/distributive network 
cooperation, 514

District sales manager, 131,  
144–145, 220

Dollars sales volume quotas, 289, 381
Donaldson manufacturing company, 199
Drawing accounts method, 300

compensation plan, 302, 327
Driskill manufacturing company, 472

E
Econometric model building and simulation, 

50, 59
durable goods in, 60–61
new-owner demand in, 59, 61
uses in, 27

Educational relations, with sales department, 
95, 196

Exclusive agency distribution, 10, 523
Expectancy model, 279–280
Expense report, 344–345
Expenses of personnel, 309,  

416, 462
automobile expenses, 312–313

combination system, 300, 314, 425
fixed periodic allowance, 313
Flat mileage rates, 312–313
Graduated mileage rates, 312–313

reimbursement policies, 309, 311
types of accounts, 564

expense quote, 104, 309
flat expense account, 309–310
flexible expense account, 310
honor system, 311
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F
Field sales organization, 171, 354

purposes of, 156, 403
size factors, 156

Field sales reports, 342–343
design of, 342–343
detail required, 351
from field sales management, 348

district sales plan, 348
purposes of, 156, 403
types of, 466

call report, 343–344
complaint report, 345
expense report, 344–345
lost-sales report, 344–345
new-business report, 344
sales work plan, 344, 346

Final buyer relations, with sales department, 
191–192

Finance department, sales department 
relations with, 179

Financial results, 6
formulas for, 6
and sales management, 88, 413

Fixed periodic allowance, 313–314
automobile expenses, 313

Flat expense account, 309–310
Flat mileage rates, automobile expenses, 

312–313
Flexible budgeting, 412
Flexible expense account, 310
F.O.B. Pricing, 83
Forcing methods, incentives, 521

to consumers, 3, 214, 496
to sales personnel, 12, 303, 385

Forecasts See also Sales forecasting,  
16, 51, 64

Formal control, 15–16
Fringe benefits, 302

listing of, 380
Frito-lay, inc., 204–205
Full-cost pricing, 79
Full-line policy, 68–69
Functional authority, 158, 170
Functional sales organization, 169

G
Gaming, training method, 259, 261
Geographical control units See also 

territories, 438, 440, 445
Geographical division, line authority,  

173, 177
Geographical pricing, 82

delivered pricing, 83
F.O.B. pricing, 83

goodtime equipment company, 477
government relations, with sales department, 

194–195
graduated mileage rates, 312–313

automobile expenses, 312–313
grady tire company, 373
graham manufacturing company,  

118–119
greater boston, inc., 108
guarantee policy, 73

H
Hammacher company, 376, 378
Harmon business forms, 511, 548
Hierarchy of needs theory, 275
Hillman products company, 571–572
Holden electrical supplier company, 360
Holmes business forms company, 371–372
Honor system, expenses, 311
House accounts, 335, 385, 395

I
Iceberg principle, 458
Impromptu discussion, training method, 261
Incentives, 263, 276, 322, 327, 520, 548, 574

to consumers, 96, 214
to outlet, 506
to sales personnel, 12, 303, 340

Incremental method, sales force, size 
determination, 99, 103

Industry forecast, conversion to, 62
Industry relations, with sales  

department, 193
Informal control, 15
Interaction interview, 246
Interest tests, 249, 366
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International sales management, 551,  
553, 557

compensation, 153, 222
evaluation/control systems, 457
head office, influence of, 200, 206
job description, 101, 115, 148,  

227, 229
organizational structure, 164, 166, 172, 

385, 394
recruitment, 239, 251
sales presentations, 183, 262
sales strategy, national–level decisions, 

137, 185
training, 168, 177

Interview, 110, 231, 244–245
number of, 244
techniques, 245–246

interaction interview, 246
nondirective interview, 246
patterned interview, 245
rating scales, 246

J
Job descriptions, 164, 227, 289–290

international sales management, 560–561
Job performance, 227, 251, 288, 316, 333
Job satisfaction, 277, 316
Jury of executive opinion, 50

K
Kramer company, 134, 136
Kroeger company, 390

L
Leadership, and motivation, 282, 286
Lecture, training method, 258
Legal department, sales department  

relations with, 191
Lindsay sportswear, 209, 211
Line authority, 158, 168, 173
Line diversification decisions, 71
Line pricing policy, 84
Line sales organization, 165–167
List pricing, 81–82
Lost-sales report, 344–345

M
Mcbride electric corporation, 482, 484
Magnet covet barium corporation, 484
Management cycle, steps in, 332
Managerial efficiency of distributive 

networks, see distributive networks, 
514, 522

Manufacturer/distributive network 
cooperation, 514

cooperative programs, necessity, 512
manufacturer’s sales force, role of, 513, 522
objectives of, 5, 13, 289

developing managerial efficiency, 522
increasing selling efforts, 569
loyalty building, 222, 514
See also Distributive networks, 49

Manufacturers, and middlemen, 10, 74, 385, 
474, 517, 521

Market identification, 47, 442
Market indexes, 48–49

buying power index (BPI), 49
purpose of, 157, 251

Marketing channels, 74–75, 78, 289, 487, 
500–502

choices available, 74
distribution costs, 76, 78, 406, 532
long channels
sales potential, 49, 99, 153, 183,  

418, 422
sales volume potentials, 77, 336
short channels, 77–78, 506

Marketing cost analysis, 461–463
example of, 80, 190
purposes of, 462
techniques, 462

accounting expense data, use of, 
462–463

allocation bases, 463
classification of selling expenses, 462
contribution margin, 463, 465, 467

Marketing information systems, 183
sales department relations with, 179

Market motivation study, 47
Market potential, 46–47, 49, 443, 510

analysis of, 48

Sales Management_INDEX.indd   583 6/19/2017   2:53:56 PM



Index584

Market potential, (Continued)
market identification, 47
market motivation study, 47

Market strategy, coordination of, 182–183
Martin packaging company, inc., 137,  

140, 470
Mass distribution, 11, 431
Metropolitan statistical areas, 438–439, 441

geographical control units, 438, 440
Midwestern westbrook elevator company, 

392
Missionary sales personnel, 524

missionary selling, 9, 45, 97, 239, 307
Monopolistic competition, 89–90
Monrovia oil company, 206
Morris machine works, 216, 218
Motivation And communication, 283

personal contact, 283–284
written communication, 284–286

and compensation plans, 296
of individuals, 234, 238
and interdependence of salesperson, 96
and leadership, 282
need gratification models, 274, 286

achievement motivation, 278
expectancy motivation, 288
herarchy of need theory, 275–276
motivation–hygiene theory, 277, 304

quotes, use of, 83, 85
sales job factors, 92, 97, 227, 237

apathy, 274, 296, 518
role conflicts, 273–274

Motivation-hygiene theory, 277, 302, 304
Multiple bases for, line authority, 173, 177

N
National sales meetings, 319, 321
Net profit/gross margin ratios, 104, 337,  

423, 467
New-business report, 344
New-business selling, 98–99, 239
New products, 71–71, 151, 188, 335
Nondirective interview, 246
Nonselling activities, 336, 339, 424
Norton brothers, inc., 357–358

O
Office supplies and services company, 

378–379, 382
Oligopolistic competition, 88, 90, 93
On-the-job training, method of, 262, 265
Operating functions, sales executives, 147
Order call ratio, 338
Organization, 303, 332, 365, 407, 497

competitive posture of, 88, 92, 106
coordination of, 182, 189, 516
and sales control, 483
See also Sales organization, 245, 311,  

384, 398
Owens-illinois, inc. forest products division, 

139–140

P
Patterned interview, 245
Performance evaluation, 14

sales executive, role of, 7, 11, 19, 150
Performance standards, 11, 132, 339, 342

evaluation of, 64, 268
qualitative performance criteria,  

339, 352
quantitative performance standards, 

334–335, 339, 355
net profit/gross margin ratios, 77, 104, 

416, 422
sales coverage effectiveness index, 338
selling expense ratio, 336–337
territorial market share, 337

setting of, 65, 209
sources of information, 245, 536

Personal conference, training method, 259, 
260, 263

Personality tests, 366
Personal selling, 334, 436

coordination of, 186, 213
objectives of, 5, 269

qualitative, 340, 355
quantitative, 335

sales executives’ role, 67, 146, 148,  
154, 167

types of, 44, 130
big-ticket sales, 25, 194
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developmental selling, 24–25
service selling, 24

Personal selling strategy, 87–88, 91, 97, 103
competitive settings, 88, 90

monopolistic competition, 89–91
no direct competition, 91, 93
oligopolistic competition, 90–91
pure competition, 88

individualized selling strategies, 97,  
106, 265

sales force, 8, 10, 200, 282, 286, 366
Sales personnel, 20, 27, 151, 166
See also sales force; sales personnel, 265

Personnel department, sales department 
relations with, 234, 238, 240

Personnel management, 222, 227, 231, 437
sales force management, 222, 224, 232,  

355, 522
sales job analysis, 227
see also specific topics, 317, 323

Personnel recruitment, see selection of 
personnel, 252

P.F.V., Inc., 384
Phillips company, 110–111
Physical distribution operations,  

185–186, 499
sales department relation with, 181, 183

Physical exam, job applicant, 245
Planning, 7, 12, 37, 317, 324

coordination of, 186, 191, 213
functions of, sales executives, 146, 228
sales budget, planning styles, 401, 403

Plastics industries, Inc., 112–113
Point–of–purchase identification, 526
Point sales volume quotas, 16
Policy formulation/review, 16, 160
Poll of sales force opinion, 51, 63
Press relations, with sales department, 

196–197
Price leadership policy, 83
Pricing management, relationship with sales 

executives, 152
Pricing policies, 78, 93, 517, 529

competition, 32, 78, 446, 461
meeting competition, 78

price under competition, 79
competitive bidding policy, 85
cost-related, 464

contribution pricing, 80
full-cost pricing, 79
promotion pricing, 80, 150

and different buyers, 81
discounts, 82, 189, 218, 303

quantity discounts, 189
trade discounts, 82

geographical pricing, 82
delivered pricing, 83
F.O.B.pricing, 83

line pricing policy, 84
list pricing, 81–82, 90

Product division, line authority, 175
Production department, sales department 

relations with, 187, 407, 547
Product management, relationship with sales 

executives
Product policies, 68–69, 93

product design policy, 72
frequency of design change, 72
protection of design, 72, 139

product line policy, 68
full–line policy, 68–69
line diversification decisions, 70–71
new products, 71, 187
reappraisal of products, 71
short-line policy, 68–69

and product objectives, 68
product quality, 72–73, 130
service quality, 72

guarantee policy, 73
Profits, 6, 17, 71, 76, 334, 403, 519, 535
Programmed learning, training method,  

259, 261
Projection of past sales method, 52

exponential smothing, 53
limitation in accuracy, 170
time-series analysis, 52

Promotional risks, 8, 10, 519
Promotional management relationship with 

sales executive, 377, 507
Promotion pricing, 80
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Prospecting, 37, 41, 522
steps in, 38, 160

Psychological tests, 248, 366
evaluation of, 64, 268
types of, 164, 224, 527

ability tests, 249
achievement tests, 249
interest tests, 249, 366
personality tests, 366

Public relations, 152, 180, 191, 193
Purchasing department, sales department 

relations with, 71, 190
Pure competition, 88

Q
Qualitative performance criteria, 339, 352
Qualitative personal selling objectives, 44–45, 

93, 156, 163
Quality of product, 68, 73, 367
Quantitative performance standards, 298, 

335, 342, 355
average cost per call, 338–339
average order size, 339, 467
call-frequency ratio, 338
calls per day, 338, 340
nonselling activities, 339, 424
order call ratio, 338

Quantitative personal selling objectives, 45, 
92, 155, 161

Quantity discounts, 82, 549
Quotas

acceptance by sales personnel
accurate quotas, characteristics
activity quotas
administration of system
budget quotas, 310, 381

expense control, 309, 415, 423
motivation of personnel, 110, 415
quantitative information, 340, 355
sales contests, 329–330, 387

sales volume quotas, 336, 342, 348
based on past sales experience, 420
and compensation plan, 362, 390, 522
derived from territorial sales  

potentials, 418

derived from total market estimates, 419
dollar sales volume quotas, 417
set by sales personnel, 240–241
unit sales volume quotas, 348

R
Rating scales, interview, 245–246
Reappraisal of products, 69, 75
Recruitment, 234, 239, 249, 251

international sales management, 551, 555, 
559

organizational factors, 14, 22, 159, 164, 322
reservoir of recruits, 187, 234–235
scope of, 74, 135

brochures, 12
Indirect recruiting, 239
personal recruiting, 240

sources of recruits, 235, 239
outside company sources, 264, 385
sources analysis, 189, 234, 538, 543

References, job applicant, 222, 245
Regional sales meetings, 321–322
Regression analysis, 55, 58, 62

evaluation of, 64, 268, 402, 537
multiple techniques of, 57, 175

Research and development, sales department 
relations with, 188

Role playing, training method, 259–260
Runzheimer plan, automobile expenses, 

312–313

S 
Salary plus commission plans, compensation 

plan, 300, 473
Sales analysis, 458–459, 461, 492

allocation of sales effort, 458
iceberg principle, 458

data for, 458
example of, 480
purposes of, 156, 463

Sales audit, 456–457
advantages to use, 300, 532
aspects of selling covered, 457
purpose of, 242, 547

Sales budget, 16, 401, 404, 407, 416, 464
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control, purposes of, 318, 403
errors, effects of, 222, 243
estimating expenses, 16, 162, 440
 methods for, 187, 456, 522
standard cost method, 471
flexible budgeting, 412
planning styles, 407
top-down/bottom-up, 407
preparation of, 229, 333
procedure in, 52, 352
purposes of, 156, 357
sales volume section, 404
“Selling” to management, 410

Sales contests, 322–323, 327–328, 415
duration of contest, 218
formats, direct/indirect formats, 270, 323
managerial evaluation, 327
objections to, 328
objectives of, 5, 93
prizes, 324, 327
promotion of, 72, 499
quotas, use of, 474, 477

Sales coverage effectiveness index, 338
Sales department, evalution of, 2, 4, 169, 190, 

195, 197
Sales department relations, 179, 181, 183, 

185, 187
educational relations, 195–196
final buyer relations, 191–192
government relations, 194
industry relations, 193
press relations, 196
public relations, 180, 191
with accounting department, 190, 392
with advertising, 8, 147 
coordination, 183, 217

formal methods, 181
Informal methods, 181

with legal department, 191
with marketing information systems, 183
with personnel department, 234, 236, 238
with physical distribution operations, 91, 

186, 499
with production department, 188, 490, 547
with purchasing department, 71, 190, 206

with research and development, 188
with service departments, 185

Sales executives, 180, 184, 238, 250
compensation, 153, 200, 288, 302
control role, 190, 352

budgetary control, 16, 308
formal control, 15–16
informal control, 15
performance evaluation, 14
policy formulation/review, 16
tasks in, 148, 180, 410

coordination role, 8, 11, 186, 188, 516
market strategy, 65, 256, 502, 574
organizational factors, 11, 166
personal-selling efforts, 136, 303, 506
planning, 147–148, 447, 577

district sales manager, job of, 133, 144, 
348, 398

operating functions, 146–147
qualifications needed, 253
recruitment, 239, 249
relationships of, 164

distribution management, 8, 18, 104, 
228, 238, 408

pricing management, 155
product management, 151, 522
promotion management, 151
top management, 149–150, 370, 410

responsibilities of, 142, 149, 189
sales manager, job of, 142, 146,  

281, 291, 460
Sales force, 143, 147, 263, 272, 437, 536

individual requirements of company, 162, 
166

market specialists, 94
and product market analysis, 94

product-market grid, use of, 94–95
product/market specialists, 94
product specialists, 94–96
securing orders, 96–97

consumer-goods marketing, 47, 83, 97
industrial-goods marketing, 47, 97

selling styles, 227, 239
missionary selling, 9, 45, 47, 49
new-business selling, 98–99
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Sales force, (Continued)
technical selling, 98, 239
trade selling, 97, 99, 245, 307

size determination, 221, 309, 461, 562
incremental method, 99, 103, 105
sales potential method, 99, 101
work-load method, 99

sales force management, 99, 172, 224, 231, 
304, 522

activities related to
expenses in, 175, 306, 312, 392, 462
law and, 101, 544
sales executive, role of, 78, 83, 163, 167, 

309, 522
and turnover rate, 225, 239

sales forecasting, 50, 55, 59, 63, 411
evaluation of forecasts, 64
explanation of, 288, 345
industry forecast/company sales forecast, 

conversion to, 62, 430
methods of, 309, 514

delphi technique, 574–575
econometric model building and 

simulation, 50, 59
jury of executive opinion, 50–51
poll of sales force opinion, 51, 63
projection of past sales method, 52
survey customer’ buying plans, 228

purposes of, 156, 343, 460
and sales potential, 414, 439
sales volume objective, 65, 101, 402, 417

sales job analysis, 97, 227, 231, 331
activities related to, 149, 343
job description, 101, 115, 144, 227–228
procedure for, 228, 385
sales job specification, 229, 231, 237

preparation of, 231
sales management, 142, 166, 196, 343, 348, 

458, 464
and financial results, 6
scope of, 153, 239
value of, 65, 243, 292

sales manager, 219–220, 369, 492, 504
duties/responsibilities of, 228, 230

salesmanship, 19–20, 27, 31, 42

buyer-seller dyads in, 21
components of, 88, 93

sales meetings, 230, 316, 319, 323
national sales meetings, 319
opposition to, 322, 325, 489
planning stage, 320
regional sales meetings, 321–322

sales organization, 25, 136, 156, 172–173, 
414, 417

centralization vs. decentralization, 172–173
field sales organization, 171, 354

purposes of, 156
size factors, 156

goals of, 143, 161
line authority divisions, 168, 173–174, 176

customer division, 146, 157, 378
geographical division, 82, 172, 440
product division, 175

purposes of, 156, 317
authority, defining, 176, 178, 204
coordination/balance, 191, 197, 213
performance of activities, 333
specialist development, 332
subordinates, uses of, 165, 183, 407

setting up, 12, 160
activities, delineation of, 441
control/coordination provision, 440
jobs, defining, 252
objectives, defining, 160, 164
personnel, assignment of, 163–164

structure of, 164–165
committee sales organization, 151
functional sales organization, 169–170
line sales organization, 165–166
line and staff sales organization, 165, 167

sales personnel, 145, 151, 282, 327, 423
supervision of, 12, 157

sales potential, 49–50
explanation of, 288, 345
marketing channels, 78, 148, 500
and sales forecasting, 49
sales potential method, sales force, size 

determination, 99, 101
sales presentations, international sales 

management, 183, 256, 285
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sales-related market policies, 3 253
distribution policies, 74, 86, 152
and personel selling strategy, 74
pricing poloicies, 337, 536
product policies, 68–69
see also specific policies

sales resistance, 40
objectives to sales, 40
obstacles to sales, 40

sales volume objective, sales forecasting, 46, 
64, 289

sales volume potential marketing channels, 
76, 100

sales volume quotas, see Quotas, 336, 342, 
348

sales work plan, 344, 346
selection of personnel, 234

application form, 243
personal history scoring, 244

credit checks, 247
international sales management, 560, 563
interview, 27, 110, 123, 245

interview form, 243
techniques, 55, 130, 182

physical exam, 242–243
psychological tests, 248–249
references, 247, 562
see also psychological tests, 248

selective distribution, 506
selling expense ratio, 336–337, 346
selling styles, 227, 239

missionary selling, 9, 45, 97
new-business selling, 98–99
technical selling, 98, 239
trade selling, 97, 239, 296

selling theories, 26
AIDAS theory, 26
approaches to study, 262, 269
behavioral equation theory, 32
buying formula, 26, 29–30
situation-response theory, 29
See also Individuals theories, 29

Service departments, sales department 
relation with, 185

Service policy, 72–73

Guarantee policy, 73
Service selling, 24
Shelf-allocation programs, 524
Short-line policy, 68–69
Situation-response theory, 29
Specialist development, 130, 157
Specialization, of sales force, 96, 162, 176
Staff authority, 158
Stanamer corporation, 129
Standard cost method, 471
States, geographical control units, 438, 440
Straight-commission plan, 298–299

compensation plan, 294, 296, 390
Straight-salary plan, 296–297

compensation plan, 227, 288, 296, 300
Supervision of personnel, 12, 145, 154, 426

qualification of supervisors, 354
scope of, 74, 153
supervisors, choice of, 278, 354

Survey, customers buying plans, 54

T
Technical selling, 97–98, 234, 307
Territories, 12, 51, 101, 145, 433

assigning sales personnel, 433, 448, 454
ability indexes, use of, 451–452

concept of sales territory, 434
geographical control units, 438, 440, 445

cities, 439, 441
countries, 556, 560, 563
metropolitan statistical areas, 439, 441
sales potential, determining, 418, 421
states, 217, 387, 564
trading areas, 438, 441
zip code areas, 439

House accounts, 285, 385, 435
Market share, 63, 155, 493
Optimal arrangement, 543
Reasons for use, 430, 435

control expenses, 422
coordination, 197, 223
evaluation, 361, 402, 537
market coverage, 436, 505
morale boosting, 390, 437

redistricting to adjust for coverage, 446
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routing/scheduling personnel, 452–453
shape of, 34, 444
tentative, 407, 443

Thompson corporation, 117, 367
Top management, relationship with sales 

executive, 5, 130, 149
Trade associations, 132, 191
Trade discounts, 82
Trade selling, 97, 239
Trading areas, geographical control units, 

440–441
Training programs, 252, 264, 266

aims, defining, 252
analysis of trading needs, 165, 400

content of, 254, 258
company information, 257, 265
market information, 432, 536
product data, 263
sales technique, 263, 274

evaluation of, 268
identifying trainees, 263
international sales management, 560–561
materials/training aids, 267, 574

advance assignments, 267–268
manuals, 267

methods used, 318, 514
case discussion, 258, 260
correspondence courses, 201
demonstrations, 258, 262, 269
gaming, 261
impromptu discussion, 261
lecture, 258–259
on-the-job training, 262, 265, 275
personal conference, 265
programmed learning, 262

role playing, 259, 371
philosophies of, 187

choice of, 23, 97
conditioned-response philosophy, 447

purpose of, 346, 411
site for program, 345
timing of program, 11, 265, 318

of continual sales training, 261
group vs. individual training, 262
of initial sales training, 254–255, 265

training staff, 264
initial/continuing training, 264, 398
outside experts, 264–265
training of, 343

types of, 267, 458
Traveling sales meetings, 171
Turnover rate, sales personnel, 103, 225, 239, 

304, 357

U
Unionization, sales personnel, 285–286
United airflow, Inc., 114–116
Unit sales volume quotas, 45, 65, 92, 411, 418
Universal automotive, Inc., 382–383

W
Westinghouse electric corporation, 393–394
Work-load method, sales force, size 

determination, 99

Z
Zip code areas, geographical control  

units, 439
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