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Framework for Investigating the Role of Salary Versus Commission. Doctor of 

Philosophy (Marketing), December, 1995, 161 pp., 16 illustrations, 36 tables, 

references, 109 titles. 

Numerous researchers, employing theories from either psychology or 

economics, have investigated the circumstances under which firms are likely to adopt 

salary-based versus commission-based compensation plans. This study integrates the 

most common theoretical bases of salesperson compensation literature into a broad 

framework labeled the Eclectic Paradigm of Salesperson Compensation (EPSC). The 

EPSC proposes that there is a positive association between a firm's salary orientation 

and resource commitment, and a firm's salary orientation and firm control. There 

should be a negative association between salary orientation and dissemination risk, 

and salary orientation and salesperson motivation/performance. 

Twenty-three hypotheses originating from the EPSC were tested using a pre-

test sample of 48 real estate salespersons and a test sample of 311 real estate 

salespersons. The data were analyzed using common factor analysis, logistic 

regression, multivariate analysis of variance, and median tests. Of the 23 hypotheses, 

10 were supported, 7 were partially supported, and 6 were not supported. 

The results suggest that the eclectic paradigm of salesperson compensation is a 

promising initial step toward developing a comprehensive model for understanding the 

determinants of salary versus commission. 
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CHAPTER I 

INTRODUCTION AND OVERVIEW 

The purpose of this research is to develop new insights about the dynamics of 

salesperson compensation by means of an industry-specific exploration of the issue 

from a managerial, organizational strategy perspective. An extensive body of 

literature in marketing science deals with the question of salary-based versus 

commission-based sales force compensation. The premise of this study is that new 

theoretical insights pertaining to sales compensation theory may be uncovered by 

applying what we currently know about salesforce compensation to the residential real 

estate brokerage industry. Such insights would be useful in developing new theory 

with the potential to resolve conflicts in the existing research stream and to integrate 

what we presently know into a comprehensive framework. 

The real estate brokerage industry was chosen because (1) it exemplifies 

commission-based compensation systems; and (2) the existence of Multiple Listing 

Service (MLS) data provides a relevant market information source which is free of 

internal bias. A limitation of previous marketing strategy research is that it has 

depended on self-reported data which may be disguised in order to protect the 

perceived proprietary interests of reporting firms (Wakerly 1984). 



Within the real estate industry, certain key factors are affected by government 

regulation in the form of tax incentives and legal liabilities to employing brokers who 

implement commission-based compensation plans. The continuum of sales 

compensation plans differs from that of other industries in that salary-only systems are 

extremely rare, and traditional straight commission systems treat salespersons as 

autonomous entities who contract for services (see appendix A). The place a given 

firm occupies on the continuum is referred to as the firm's compensation orientation. 

There is perhaps no other industry in the United States in which commission-

based sales compensation is as accepted and entrenched as in the residential real estate 

brokerage industry. Over 90% of the residential real estate brokerages in the U.S. 

use a commission-only system of compensation (Perry 1988). The primary reason, 

other than the motivational and strategic advantages perceived by employing brokers, 

is the treatment of real estate agents as independent contractors under Section 3508 of 

the Revenue Act of 1978. The effect of this law has been to provide economic 

incentives to employing brokers for utilizing straight-commission compensation over 

salary or combination plans. These incentives take the form of tax advantages such as 

the avoidance of social security tax matching funds (FICA), federal unemployment tax 

withholding (FUTA), and most state unemployment and workers compensation 

contributions; and cost advantages such as real estate broker exclusion from 

employer-sponsored health insurance, paid employee vacations, and federal minimum 

wage laws. Additionally, the use of independent contractors by employing brokers 

may shield the brokers from legal liabilities for the acts of salesperson associates. 



The majority of real estate agents employed by brokers are also believed to prefer the 

independent contractor status because they receive tax advantages in the form of 

business write-offs for a number of expenses including travel, entertainment, and 

home office credits (Garbis 1986). 

The industry situation allows for the testing of a broad paradigm in an extreme 

setting. Exploration of sales compensation issues in the context of the real estate 

industry is generalizable to virtually any commission-based sales operation. It is 

likely to interest academicians in other domains of marketing and other disciplines, as 

well as practitioners concerned with different industries. The existence of government 

incentives in real estate creates a controlled setting in which key influences to 

compensation orientation are more salient than is the case in other industries. 

Because this research tests a newly-developed theoretic framework, specificity 

within a research setting may allow for a more rigorous testing of theoretical 

constructs than might be the case if the study were conducted using a broader sample 

(Calder, Phillips, and Tybout 1981). Furthermore, such research would have 

significant external validity for an important area of business (i.e., the real estate 

industry); and application of research to a specific setting improves its generalizability 

(Lynch 1982). It is hoped that the research proposed here will make an important 

contribution to the body of literature in both marketing and real estate. 



Research Questions 

The primary research question posed by this research is: What factors contribute 

to the compensation orientation of firms in the residential real estate industry? A 

number of related questions are addressed as well. Related questions include the 

following: 

1. Are there strategic advantages to salary-based or combination systems which 

might be sufficient to override the cost and tax advantages of the straight 

commission plans typically used by firms that employ independent contractors? 

2. What is the relationship between the firm's compensation plan and the 

variables of salesperson motivation, salesperson experience, risk aversion, 

nonselling activities, and performance-based assessment? 

3. What compensation posture should residential real estate firms take in 

volatile versus stable markets? 

4. What firm characteristics lend themselves to alternative compensation 

orientations? 

Organization of the Research 

The next chapter discusses the salary versus commission question from a 



marketing perspective. The discussion includes a review of the important literature to 

date and current state of theory regarding salesperson compensation. A new 

framework is proposed to resolve some of the areas of conflict in present theory. The 

framework suggests relationships between a firm's method of compensation and some 

possible new, previously-unexplored variables. 

Chapter 3 derives hypotheses and proposes a research design, including figures 

which illustrate the suggested relationships between each predictor variable and salary 

versus commission. Chapter 3 also reviews how study's variables are to be 

operationalized within the context of a research instrument. 

Chapter 4 presents the analysis of the data and the results of the hypotheses tests. 

Tables are presented to help clarify the results for the reader, and the predictive and 

explanatory capabilities of the model are assessed. 

Chapter 5 contains a discussion of the findings, implications, limitations, and 

suggestions for future research. Implications of this research are given for 

practitioners who may be interested in assessing the potential impact of adjusting 

incentive compensation, either upward or downward. Theoretical implications are 

provided for academicians who may be interested in building theory in the area of 

salesperson compensation. 

Appendix A describes the salary versus incentive compensation question in the 

context of the residential real estate industry. The appendix provides an overview of 

the industry, a discussion of industry trends, and a review of previous literature 

exploring salesperson compensation and motivation in the specific context of the 



residential real estate industry. 

Appendix B contains the pre-test research instrument; Appendix C contains the 

actual questionnaire used in the research; and Appendix D contains descriptive 

statistics from the actual study. 



CHAPTER II 

THEORETICAL DIMENSIONS OF SALESPERSON COMPENSATION 

The purposes of this chapter are (1) to explore the theoretical foundations of the 

salary versus commission question; (2) to identify areas of agreement and conflict 

between the various theories applicable to sales compensation; and (3) to extend 

existing salesforce compensation theory beyond its present state by developing a new 

framework for sales compensation decision making. 

Imagine that a prehistoric man returns from a successful hunting expedition, 

toting the massive carcass of an animal into his village. The hunter is at first tempted 

to keep the entire animal for himself and his family. But, upon reconsideration, he 

decides that the integrity of the animal's meat will not outlast his family's appetite. 

Around him the hunter sees many people to whom he owes debts: the maker of his 

clothing, the builder of his shelter, the whittler of his spears. Out of a sense of 

propriety, the hunter decides to cut out one of the animal's hind quarters for himself 

and his family, then leaves the rest for the villagers to distribute among themselves. 

Once the villagers' portion of the animal has been consumed, one of them - the 

medicine man, perhaps - suggests that allowing the hunter to keep so much meat for 
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himself is not in the best interest of either the hunter or the village. Perhaps it be 

better, the medicine man reasoned, if the villagers provided the hunter with a better 

shelter, better clothes, and better spears in exchange for the hunter giving the village 

a greater proportion of the meat brought back from each hunt. Another villager - the 

tribal chieftain, perhaps - scoffs at this idea. He suggests that if the hunter were not 

free to keep all that he wants, the hunter would not hunt as much meat, and everyone 

would be worse off. The ideal system, according to the chieftain, would be one in 

which the hunter was billed for specific services, paying off his debt from the take. 

Thus ensued the first discussion over the relative merits of salary-based versus 

commission-based compensation. Today it remains an ongoing debate for the ages. 

It is discussion rooted in the problematic issues of equitable distribution of scarce 

resources versus the intuitively important motivational aspects of the ancient 

paradigm: thou shalt eat what thou hast slain. 

Theoretical Foundations 

Nearly all of the theories that make up the foundation of sales compensation 

orientation are rooted in the sciences of either psychology or economics. Psychology-

based theories generally attempt to maximize salesperson motivation, whereas theories 

in economics attempt to maximize the likelihood of the firm's accomplishing its 

objectives (e.g., sales objectives, market share objectives, growth objectives). As 

might be expected, psychology-based theories and economics-based theories 

sometimes conflict, especially when needs differ between salespeople and the 

companies that employ them. There are surprisingly few such conflicts remaining in 



the salary versus commission question, in part because, as will be shown, previous 

research has settled many of them. Nevertheless, a key area of conflict remains 

regarding the issue of market volatility. Additionally, many variables contributive to 

a firm's compensation orientation have yet to be identified. Following is a review of 

the primary theoretical bases of previous research relating to salesperson 

compensation. 

PSYCHOLOGY-BASED THEORIES. Three psychology-based theories relating 

to sales compensation are (1) behavior modification theory; (2) valence-

instrumentality-expectancy theory; and (3) equity theory. While there are a number 

of other psychology-based theories relevant to the salary versus commission question, 

these three theories are the ones most commonly incorporated into research. 

Behavior modification theory views behavior as being controlled by the 

Figure 2.1 

BEHAVIOR MODIFICATION DYNAMICS 

Stimulus ^ Response ^ Consequences 

K consequences positive: 
Stimulus ^ Response 

If positive consequences withheld: 

Stimulus ^ Response -f-—Response 

V consequences negative: 

Stimulus — > Respose 
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environment rather than by internal psychological processes (Peter and Nord 1982). 

This theory rooted in the Pavlovian concepts of stimulus and response, known as 

conditioning. From Pavlov's original approach, Skinner (1969) developed the theory 

of operant conditioning upon which behavior modification is based. Skinner's 

approach is illustrated in Figure 2.1. Behavior modification theory is concerned with 

the interrelationships between the three components of stimulus, response, and 

consequences relative to a specific task (e.g., prospecting or cold calling). 

In the context of personal selling, behavior modification might work as follows. 

A salesperson is handed the name and phone number of a potential buyer (stimulus). 

The salesperson calls the potential buyer (response) and receives an order. 

Subsequently, the salesperson gets paid a commission (positive consequence). In this 

example the salesperson would be very likely to call a potential buyer again if handed 

a new lead, because he or she was conditioned by positive reinforcement. If upon 

this new call the salesperson fails to get an order or commission, the salesperson will 

continue to make calls to subsequent prospective buyers in the hope of repeating the 

previous consequence, but with less effort. Eventually, as positive consequences are 

withheld, the salesperson will abandon all effort (i.e., discontinue response). If upon 

the initial phone call the salesperson failed to receive either an order or a commission, 

the negative consequence would act as a inhibitor to the salesperson making phone 

calls to subsequent leads. 

Previous research suggests a few important implications of behavior modification 

theory as it relates to the salary versus commission compensation of salespersons 
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(Kreitner and Golab 1978; Luthans et al. 1985). First, the impact of conditioning is 

attenuated if there is a significant time lag between stimulus and response or response 

and consequence. Hence, if the receipt of a sale and commission occurs long after 

the initial prospecting effort, the salesperson may not make the necessary association 

between prospecting activity and the receiving of commissions, or the association may 

be attenuated or weak. The solution proposed by advocates of operant conditioning is 

to offer the salesperson small rewards, or token reinforcements, for the performance 

of specific behaviors likely to lead to eventual sales (Ryckman and Head 1993). In 

this way, operant conditioning theory suggests that the optimal compensation posture 

may be a salary-based compensation system in which salespeople are paid a salary, 

with bonuses awarded for performing certain sale-enhancing behaviors, such as cold 

calling, setting appointments, or making presentations. Casey (1989) reviewed 18 

studies that attempted, with varying degrees of success, to improve sales performance 

through the application of operant conditioning. His meta-analysis found that sales 

compensation systems which rewarded BOTH sales related behaviors and increased 

volume worked better than approaches which manipulated sales related behavior or 

sales volume alone. 

A second shortcoming of behavior modification theory is that the model leaves 

unaddressed the intensity of effort relative to the size of the reward. Presumably, 

colossal feats might be accomplished in exchange for very small reinforcements. 

Behavior modification theory makes little distinction between the training of 

salespeople and say, the training of dolphins at a water park. Human resource 
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managers usually adjust financial rewards, whether they be salaries or commissions, 

according to the dictates of both the individual and the market. Nonetheless, sales 

managers would be well-served not to ignore behavior modification theory, 

particularly in circumstances in which they may unwittingly positively reinforce 

negative behavior (Kerry 1975). For example, managerial practices and 

organizational cultures that encourage salespeople to remain in the office may 

discourage them from calling on clients in the field. 

The relationship between the value of reward and the intensity of effort was 

explored extensively by Lewin (1938) who used Newtonian physics as a model for 

human behavior. Lewin proposed that alternative courses of action have differing 

degrees of attraction to people, similar to the gravitational pull of planets. The 

greater the individual's perceived intrinsic and/or extrinsic reward associated with any 

given action relative to other potential actions, the greater the likelihood that the 

individual will be propelled toward that action. Vroom (1964) referred to this 

reward-based attraction as valence. According to Vroom, any potential outcome is 

positively valent if the individual prefers having it to not having it. An important 

feature of valence is that it refers to an individual's expectations and perceptions, 

which are highly unstable, and difficult to identify and measure. Hence, attempts to 

verify valence theory may get caught up in a net of circular reasoning, in which the 

existence of high perceived value of reward is assumed from effort expended, or vice 

versa. 

Vroom further suggested that valence is moderated by instrumentality, or the 
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degree to which a high level of performance is necessary to accomplish a positive 

outcome (or avoid a negative outcome). Straight commission pay systems are thought 

to have high instrumentality since they are usually tied to performance, and only to 

performance. The third component of Vroom's model, expectancy, refers to the 

individual's intrinsic belief that the desired outcome is possible. The relationship 

between valence and instrumentality can be expressed as the equation: 

Val((E— > P)(P— > R) 

where valence is a function of the expectancy that effort will lead to performance, and 

performance will lead to reward. 

In summary, valence-instrumentality-expectancy (VIE) theory suggests that 

motivation is the sum total of of an outcome's subjective intrinsic/extrinsic value to 

the individual (valence), the individual's acceptance of association between the 

outcome (reward) and effort, and the individual's belief that he or she can achieve the 

outcome. 

Porter and Lawler (1968) developed a theoretic model of employee motivation 

based upon VIE theory (Figure 2.2). The Porter/Lawler model suggests that effort is 

the result of two primary inputs: (1) valence; and (2) perceived effort/reward, which 

can be thought of as instrumentality and expectancy combined into a single 

dimension. Effort is moderated by the abilities and traits of the individual, and by 

one's role perceptions. Once the effort is expended and the task is accomplished, the 

individual evaluates the reward intrinsically, extrinsically, and according to its 

equitability. If the individual is satisfied, the effort is repeated and the cycle 
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continues. If the individual is not satisfied, the effort will be discontinued. 

Figure £2 THE PORTER/LAWLER MODEL 

Value of AbHittot 
R award and Traits 

c=>| EFFORT 

1 
ACCOMPLISHMENT 

FmcsMM! 

REWARD =0 I SATISFACTION 

effort ^ Reward 
ProbabHty 

Role 
Perceptions 

Coughlan and Sen (1989) examined the salary versus commission question using 

a variation of the VIE framework. They suggested that maximization of salesperson 

motivation, rather than profit maximization, should always be the firm's objective. 

Their rationale was that firms are not always interested in profit maximization; they 

are more often interested in increased market share, or may be willing to exchange 

increased margins now for increased profits over the long term. According to the 

Coughlan and Sen model, inexperienced, risk averse salespeople should be maximally 

motivated by a salary-based compensation system; whereas experienced, risk-

accepting salespeople should prefer a commission-based system. In follow-up 

research Coughlan and Narashimhan (1992) took a more firm-oriented approach in 

their exploration of the issue using firm data from 286 firms in 39 countries. They 

found that firm sales volume, salesperson seniority, the presence of a career path at 
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the firm, and educational level were predictive of salespersons' desire for salary, 

which influences a firm's salary orientation. A negative relationship was supported 

between the number of calls required to close a sale and salary orientation, suggesting 

that salepersons desired higher rewards in exchange for their taking on greater risk. 

Thus, consistent with VIE theory, when this sample of salespersons expected to 

expend a great deal of effort, they desired greater rewards. 

The implications of VIE theory and the Porter/Lawler model to sales 

compensation and the relative merits of salary versus commission are numerous: (1) 

the theory suggests that commission systems will generally have higher 

instrumentality than salary systems; (2) either salary or commission may have higher 

valence, depending on the situation and individual; and (3) salary systems will 

generate higher expectancy beliefs than commission systems. Under these 

assumptions, a manager's choice of compensation system is largely a matter of 

determining whether instrumentality is more important than expectancy in the firm's 

situational context. Regardless of the type of sales compensation system selected, 

VIE theory suggests that any method of compensation should: (1) tie reward to 

performance; (2) strengthen the salesperson's perceived connection between 

performance and the reward received; and, as will be shown, (3) be perceived by the 

salesperson as equitable. 

Another important assumption of VIE theory is that, assuming valence, 

instrumentality and expectancy are held constant between salespersons, there should 

be a link between motivation and performance. An increase in motivation should 
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correspond to an increase in the amount of effort expended in selling tasks, which in 

turn, should improve performance. Thus, one can appropriately deduce that between 

salespersons of disproportionate performance, the higher performer is more 

motivated. 

Adams (1965) described the dynamics of equity in the social exchange process, 

suggesting that individuals compare their own ratio of perceived incomes and 

perceived outcomes to that of other individuals in similar positions inside the 

organization (internal equity) and outside the organization (external equity). If the 

ratios are equal, then the individual perceives the situation as equitable. If the ratios 

are not equal, then the individual will perceive inequity, creating tension proportional 

to the degree of perceived inequity. In this situation the individual will attempt to 

restore equilibrium by altering inputs, altering outputs, distorting outcomes, leaving 

the field, or changing the comparison other. 

Adams (1965) predicted that when confronted with inequity, employees paid by 

hourly wage would differ in behavior from employees paid by piece rate. Sundaram 

and Cochran (1993) suggested that the Adams model may be applied to inequities 

perceived by salaried salespeople versus salespeople paid by commission (Figure 2.3). 

In the context of the selling environment, salaried salespeople are analogous to 

employees paid by hourly wage, while commissioned salespersons are analagous to 

employees paid by piece rate. Salespersons on salary who perceive they are 

underpaid will reciprocate by producing low sales volume and performing low 

customer service; salespersons on salary who perceive they are overpaid will 
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compensate by producing higher sales volume and performing high customer service; 

salespersons on commission who perceive they are underpaid will compensate by 

producing higher volume while performing lower customer service; salespersons on 

commission who perceive they are overpaid will produce lower sales volume and 

perform high customer service. 

While equity theory leaves much to be desired as an explanatory construct, the 

theory raises an important question. Do salespeople view commission systems as 

inherently more equitable than salary systems, or vice versa? The question has 

received little or no attention in the literature, and is worthy of research effort. 

Hgw»24 
EQUITY THEORY 

PREDICTIONS OF SALESPERSON REACTIONS TO INEQUITABLE PAYMENT 

UNDERPAYMENT OVERPAYMENT 

SALARY 
LOW VOLUME 
LOW SERVICE 

HIQH VOLUME 
HIQH SERVICE 

COMMISSION HIQH VOLUME 
LOW SERVICE 

LOW VOLUME 
HIQH SERVICE 

ECONOMICS-BASED THEORIES. Nearly all economics-based theories assume 

a utilitarian motive. Human beings will seek to maximize pleasure and avoid pain 

(Coughlin 1991). Therefore, greater rewards will yield improved performance. One 
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such theory is the theory of economic man. As illustrated in Figure 2.4 the theory 

resembles a supply curve in which reward is represented on the vertical axis and 

effort on the horizontal axis. Underlying the theory is the assumption that human 

beings will always act in a rational manner. In such circumstances the amount of 

motivation and effort a human being will devote to a task can be expected to increase 

proportionate to the size of the potential reward. 

HguiV SL4 
"ECONOMIC MAN" THEORY 

HIGH 

REWARD 

LOW HIGH 

EFFORT 

Traditional economic theory was the basis of most early research into the sales 

compensation question (see, for example, Weeks 1970). The early literature on the 

subject presupposed that commission-based systems were superior to salary-based 

systems in any sales organization. The reasoning may go back to philosophical 

application of Darwin's theory of survival of the fittest to the industrial world. 

Accordingly, the literature tended to compare one type of commission-based 

system to another, rather than questioning whether there might be viable alternatives 
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to commission-based systems at all. An example of this reasoning is the treatise by 

John U. Farley (1964). Farley proposed that an optimal system would base 

commissions on the gross margins of products being sold, rather than on gross sales. 

Farley, like many researchers before him, presupposed that the reward orientation of 

commission-based systems ensures that salespeople will perform tasks to their highest 

ability. A system based on gross margins would maximize both salesperson efforts 

and company profits. However, perhaps more significantly, Farley was among the 

first researchers to recognize that salespeople are often expected to perform tasks for 

which they are not ordinarily paid; he proposed that it may be impossible to design an 

incentive system that appropriately takes this into account, though researchers have 

been trying since. For example, recent research investigates the relationship between 

performance and organizational citizenship (MacKenzie, Podsakoff and Fetter 1993). 

The theory of economic man generally supports the managerial philosophy which 

guides firms to adopt commission-based sales compensation. However, the theory 

fails to explain why salespeople would devote time to activities not associated with 

financial rewards. Why, for example, would a salesperson take a vacation, spend a 

day with his or her family, or go fishing? Economic theory attempts to explain such 

phenomena by proposing the concept of marginal value of time (Kauder 1965). 

Beyond a certain threshhold (or "comfort zone"), the value of additional units of a 

salesperson's time devoted to sales activity increases beyond that offered for time 

units below the threshhold. The implication for sales managers is that compensation 

for sales above the salesperson's quota ought to be larger; for example, salary-based 
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systems should include increased pay if the manager expects the sales staff to work 

overtime. 

Ross (1978) pointed out that many economic relationships are of an 

agent/principal nature, and that when the market is imperfect (i.e., either party lacks 

information), there may be economic disadvantages to either or both the principal and 

agent. For example, the principal may relinquish control to the agent and suffer from 

a loss of information as the agent fails to communicate all relevant facts to the 

principal. Conversely, the agent may be hamstrung by the principal's failure to 

disclose information. 

Agency theory proposes that agency relationships are preferred unless there exist 

moral hazards between the principal and agent (Figure 2.5). As the magnitude of 

moral hazards increases, the principal will seek to abandon agency in favor of a mode 

which provides for greater control and preserves the integrity of information. 

Because firms maintain less control over the activities of salespersons under 

commission-based compensation, commission fits the principal to agent relationship 

between the firm and the salesperson better than does salary-based compensation. 

Therefore, variables contributing to moral hazards are hypothesized by the theory to 

promote a salary oriented compensation scheme. 

Basu et al. (1985) utilized agency theory as a framework for developing a 

salesforce compensation model. The goal of the model was to discern optimal 

contracts between firms and salespeople. The researchers found that variables 

representing market uncertainty, increased marginal cost of production, and expected 
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utility guaranteed to the salesperson were positively associated with a higher 

proportion of salary relative to total compensation (i.e., salary orientation). In a 

similar study, Basu and Kalyanaram (1990) compared the agency theoretic model 

against a typical practitioner linear plan in which salepeople were compensated by 

commission in greater marginal increments as sales volume increased. The agency 

theoretic model was found to be superior in maximizing firm profits. However, the 

researchers acknowledged that the agency theoretic model may be too complicated for 

the average practitioner to understand and implement. 

ngur«23 
AGENCY THEORY DYNAMICS 

MORAL HAZARDS 

HlfiH - . SALESPERSON (SALARY) 
FIRM ^ 

LOW AGENT (COMMISSION) 

Agency theory is a useful basis for examining the question of salary versus 

commission because it introduces several key factors not addressed by psychology-

based theories. Such factors include market uncertainty, firm control, and the quality 

of information. However, there are a number of drawbacks to agency theory as a 

foundation for building a framework to examine salesperson compensation. The 

theory excludes salesperson motivation as a determinant, and it contributes little to 

resolving the conflict between organizational versus individual needs. Nonetheless, 

agency theory sheds light on certain market and firm considerations as important 
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variables that influence sales compensation decisions, suggesting that researchers and 

practitioners explore the possible relationship between compensation mode and many 

variables not suggested by psychology-based theories. 

TRANSACTION COST THEORY 

TRANSACTION COSTS NEED FOR FIRM CONTROL 

HIGH HIGH SALARY 

FIRM 

LOW W LOW W COMMISSION 

The value of information is central to transaction cost theory (Figure 2.6). 

Williamson (1981) suggested that agency relationships are preferable to employee 

relationships (i.e., commission is preferable to salary) unless there exist market 

imperfections such as a lack of information or too few competitors. As the cost of 

contracted services increases, so does the need for the firm to control resources, 

including the sales force. Thus, increased costs of outsourcing, including the the cost 

of losing proprietary knowledge, would contribute to a firm's salary orientation. 

John and Weitz (1989) used transaction cost theory as a basis for developing a 

sales compensation framework. They categorized transaction costs as (1) the cost of 

salesperson replacement; (2) the cost of accurately assessing performance; (3) the cost 

of environmental uncertainty; and (4) the cost of maintaining larger salesforces. John 

and Weitz found that as each of these costs increase, so too does the firm's 
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orientation toward a salary-based compensation program. 

Areas of Agreement and Conflict 

Figure 2.7 categorizes the primary variables investigated in previous research as 

to whether they contribute positively or inversely to a salary orientation. Salary 

orientation can be thought of as a continuum in which straight commission represents 

0 percent salary orientation, and straight salary represents 100 percent salary 

orientation. As suggested by the range of variables in figure 2.7, the development of 

a compensation structure is a matter of evaluating the dynamics of one's industry, 

environment, internal competencies, and salespeople. The firm determines the 

optimal place along the continuum to allow the business to remain profitable over 

time. 

There is general agreement in the literature that the following variables are 

associated with salary orientation: 

* high salesperson replacement cost 

* large firm size 

* high intensity of competition 

* high difficulty of assessing salesperson performance 

* team selling orientation 

* a long term firm orientation 

* salespersons engaging in nonselling activity 

* salesperson risk aversion 

* length of time between prospecting and sale, and 
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* high customer loyalty to the firm. 

The following variables are associated with a commission-based system: 

* availability of replacement salespeople 

* results-based performance assessment 

* high salesperson experience, and 

* high impact of selling activity. 

Given the variety of variables in the above taxonomy, there appears to be a need to 

integrate them into a broader paradigm. 

The primary area of theoretical conflict in previous research concerns what to do 

when the market is unstable. VIE theory, equity theory, agency theory, and 

transaction cost theory all suggest that increased market instability should lead to 

increased salary orientation. VIE theory suggests that market instability is likely to 

lead to lower perceived effort-> performance probability, decreasing the likelihood 

that salespeople would put forth maximum effort. Equity theory proposes that a 

commission-based system in the face of an unstable market may be viewed by 

salespeople as inequitable, particularly if competitors shield their salespeople from 

market instability through a salary mechanism (i.e., external inequity). The likely 

result would be that salespeople who perceive external inequity would produce lower 

sales volume and provide lower levels of of customer service. 

Agency theory views market instability as a moral hazard between the agent 

(salesperson) and the principal (employing firm). Moral hazards decrease the 

principal's ability to monitor and control the activities of the agent, increasing the 
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Figure 2.7 
AREAS OF THEORETICAL AGREEMENT 

SALARY VS. COMMISSION COMPENSATION 

VARIABLE 
APPLICABLE 

THEORY 

RELATIONSHIP 
TO SALARY 
ORIENTATION 

Salesperson Replacement Cost TC Positive 
Firm Size TC.AG Positive 

Inlensty of CompeWon TC Positive 

Salesperson AvalabUlty TC Inverse 

Difficulty in Assessing Performance TC, AQ, VIE, EQ Positive 

Team Sattng Orientation TC. EO Positive 

Long Term Firm Orientation TC Positive 

aWISptraOii 010110119 m NOrhSMMIiriy TC, AQ, VIE, EQ Positive 

Results-Based Assessment EM, BM, VIE, EQ inverse 

Salesperson Experience EM, BM, VIE, EQ Inverse 

Salesperson Risk Aversion AG, EQ Positive 

Time Bet Prospecting A Sal® BM, EQ Positive 
Impact of Selling on Sale* TC, EM, BM, VIE, EQ Inverse 

Customer Loyalty to Firm TC Positive 

* BM - Behavior ModWoatlon Theory; VIE - Valence Theory; EQ - Equity Theory; 
EM "Economic Man Theory; TC-Transaction Cost Theory; AG-Agency Theory 

likelihood that the agent will not act in the principal's best interest. In circumstances 

of high moral hazards, agency theory proposes that the principal should adopt a 

compensation mode (i.e., salary) that allows the principal to exercise higher control 

over its salespersons. 

Transaction cost theory, as applied in the research literature, also supports a 

positive relationship between salary orientation and market stability. The theory 

proposes that market uncertainty fosters information imperfections, increasing the cost 

of outsourcing. Such increased transaction costs necessitate that the firm adopt a 
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salary-oriented compensation plan in order to operate more efficiently (John and 

Weitz 1989). 

However, viewed from a traditional economic perspective, one could argue that 

firms are more likely to employ a commission-based system in the circumstance of 

market uncertainty. In the face of high market instability, firms may prefer to 

manage fixed expenses by contractors (i.e., pay commissions). While a commission-

based system implies lower control, it lessens the financial risk to the firm. 

Traditional economic theory proposes that in the face of market uncertainty, firms 

will prefer to exchange increased variable costs (commissions) in exchange for 

decreased fixed costs (salaries). 

John and Weitz (1989) noted the inherent conflicts in previous examinations of 

the salary versus commission argument. Citing the relatively low amount of 

explained variance in all previous models that attempted to predict a firm's 

compensation system, John and Weitz cited a need to develop a theoretical framework 

to resolve the conflicting needs between salespersons and organizations. 

The conflict between the traditional economic approach to salesperson 

compensation and psychology-based approaches falls within the rubric of conflict 

between individuals and organizations which typifies much of the ongoing debate in 

other marketing areas. Within the marketing literature there are numerous theories 

dealing with exchange conflicts such as those between customer and manufacturer, 

members of the distribution chain, and international trade partners (see, for example, 

Strutton, Pelton and Lumpkin 1993; Price 1991). Fundamental to the debate is the 
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orientation of the theorist as to which exchange partner's interest should take 

precedence when conflicts arise. 

Consistent with the objectives outlined in Chapter 1, the focus of present 

discussion is on the firm or organization. Salesperson motivation is of concern only 

to the extent that it is harmonious with the goals of the organization. The rationale is 

that managerial decisions regarding sales compensation should be evaluated from a 

firm perspective, as should any comprehensive theoretical framework for arriving at 

such decisions. 

The Eclectic Paradigm: A Comprehensive Framework for 

Investigating Salary Versus Commission 

A need exists for a predictive model of salesforce compensation. To date, no 

published research has attempted to incorporate psychology-based theories and 

economics-based theories into a single framework for salesperson compensation 

decision making. One source for such a framework are other theoretical frameworks 

from marketing subdisciplines. 

There is a striking similarity in the decision making dynamics of firms deciding 

between salesperson compensation modes and international marketers deciding 

between entry modes in developing plans for international expansion. Like the sales 

compensation literature, the international marketing literature incorporates both 

psychology-based theories and economics-based theories. The theories underlie 

frameworks used to aid firms in deciding whether to export or to engage in foreign 

direct investment or to engage in a joint venture. Because the issues grounded in the 
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export decision are similar to those in choosing between compensation schemes, 

researchers in the area of international entry mode have approached the question using 

transaction cost theory and agency theory frameworks (Anderson and Coughlan 1987; 

Klein et al. 1990; Erramilli 1991). Under transaction cost theory, foreign direct 

investment represents the choice of highest control, lowest potential transaction and 

agency costs, and highest risk. Much the same situation exists for salary-based 

salesperson compensation systems. Exporting is the choice of lowest control, highest 

potential transaction and agency costs, and lowest risk; closely akin to the situation 

underlying commission-based compensation systems. Joint ventures represent a 

middle ground of control, costs, and risks akin to combinative sales compensation 

systems. 

Though the decision-making dynamics between entry mode choice and sales 

compensation are similar, the international marketing literature is ahead in reconciling 

the ambiguity in entry mode choice theory. The reason may be that international 

marketing researchers have been interested in integrating various theories for use in 

an international context, whereas researchers in other marketing disciplines have 

tended to approach research questions from a single perspective. Thus, by 

incorporating an advanced framework from the international entry mode choice 

literature into a framework applicable to salesperson compensation, a richer 

theoretical foundation may be developed to reconcile ambiguities in compensation 

theory. The eclectic paradigm provides a basis for such a framework. 

Dunning (1980) proposed an eclectic paradigm of international production which 
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attempts to reconcile the anomolies of other theories of international expansion: 

internalization, internationalization, and the transaction cost approach. Dunning 

identified three key determinants of entry mode choice as (1) the extent to which the 

firm possesses assets which its competitors cannot acquire; (2) whether it is in the 

firm's interest to sell or lease such assets; and (3) the compatibility between these 

firm-specific assets and the resources of foreign countries relative to the resources of 

the home country. In addition to integrating other theories into a single framework, 

Dunning's work highlighted a key consideration in entry mode decisions that had 

previously gone unexplored in the salesperson compensation discussion: the risk of 

disseminating firm-specific assets, especially those of an intangible nature. 

In the context of salesperson compensation, commission-based systems can be 

seen as having inherently higher dissemination risk to the firm than salary-based 

systems. The reason is that commission-based systems are more likely than salary-

based systems to result in the customer becoming loyal to the salesperson rather than 

to the employing firm (John and Weitz 1987). While transaction cost theory suggests 

that customer loyalty to the firm should be associated with a salary-based system, the 

revolutionary aspect of Dunning's approach is that customer loyalty to the firm is 

viewed as an outgrowth of the firm's possession of a high level of firm-specific 

assets. Firms that have invested large amounts of capital to develop a positive image 

or to train the salesforce will find it necessary to exercise greater control. Thus, the 

eclectic paradigm suggests two new dimensions to tie to compensation decision 

making: brand equity and internalized selling competence, each of which may be 



30 

treated as positively related to salary orientation. 

Hill et al. (1990) developed an eclectic paradigm decision framework for 

international entry mode decision making which can easily be adapted to sales 

compensation decisions. The Hill et al. model suggests three key considerations are 

made in choosing between entry modes: (1) the amount of control the firm is likely to 

maintain; (2) the amount of resource commitment; and (3) the amount of 

dissemination risk associated with the entry mode. This model will be used as the 

basis for the theoretical framework used in the present research. The framework will 

henceforth be referred to as the Eclectic Paradigm of Salesperson Compensation 

(EPSC). 

The EPSC (Figure 2.8) adds a fourth dimension to the three dimensions of the 

Hill model: salesperson motivation. VIE theory suggests that in the absence of 

moderating variables (such as the perception of inequity or absence of attribution), the 

higher the value of reward, the higher will be the effort expended (Porter and Lawler 

1968). Thus, assuming all moderating variables were randomized throughout a 

population of salespersons, greater salesperson motivation should be associated with a 

commission-based compensation structure. 

As illustrated in the figure, a straight commission system is associated with low 

control, low resource commitment, high dissemination risk, and high salesperson 

motivation. A combination salary/commission system is associated with moderate 

amounts of control, resource commitment, dissemination risk, and salesperson 

motivation. A straight salary system is associated with high control, high resource 



31 

BGLECIIC PARADIGM OF SALESPERSON COMPENSATION 
CHARACTERISTICS OF DIFFERENT COMPENSATION MODES 

CONSTRUCTS 

I c i o m 
Efck 

STRAIGHT COMMISSION LOW HIGH 

COMBINATION MEDIUM MEDIUM 

STRAIGHT SALARY HIGH LOW 

commitment, low dissemination risk, and low salesperson motivation. 

An EPSC decision making framework is shown in Figure 2.9. Variables 

thought to contribute positively or negatively to salary orientation are categorized into 

four classes: (1) strategic variables; (2) firm internal variables; (3) transaction 

variables; and (4) salesperson variables. Strategic variables are those associated with 

the external environment, markets, and competition. Firm internal variables are those 

associated with the internal structure of the firm itself. Transaction variables are 

those associated with with the type of exchange engaged in between the firm and its 

customers. Salesperson variables are those associated with the intrinsic and extrinsic 

aspects of salesperson motivation. A number of variables, most of which were 

identified previously, are shown in each class along with the hypothesized relationship 

between each variable and salary orientation. Under this model, the theoretical 
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conflict regarding the role of market instability is reconciled in that firms may choose 

either a salary-based or commission-based system depending on firm priorities. 

Market instability is a force which would cause firms to increase control. Firms 

deciding in favor of salary-based compensation in the face of market instability will 

have placed higher values to control and the need to offset dissemination risk relative 

to resource commitment and salesperson motivation. 

Flguro2.9 
ECLECTIC PARADIGM OF SALESPERSON COMPENSATION 

DECISION FRAMEWORK 

SIRAIEQ1C VARIABLES 
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Salesperson Kor̂ Sefflng Activity + 

The EPSC framework includes hypothesized relationships between between 

salary orientation and variables associated with brand equity and internalized selling 

competence. The model suggests that variables which contribute to brand equity 

(e.g., high advertising expenditures, high brand recognition) should be positively 

associated with a salary orientation because of the corresponding high dissemination 
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risk. Variables contributive to internalized selling competence (e.g., high training 

costs, high expenditures for sales promotion, low salesperson autonomy) should be 

positively related to salary orientation for the same reason. 

The listing of variables in Figure 2.8 is by no means comprehensive. Indeed, 

one of the most attractive aspects of the EPSC is its ability to integrate just about any 

relevant variable into a single framework. Thus EPSC can be utilized to hypothesize 

relationships between previously unexplored aspects of a firm's existence and the 

optimal method of rewarding its salespeople. The development of industry specific 

models and measurement instruments would advance the literature in the area 

considerably. 

Human development and sophistication have in many respects come a long way 

from the days when men argued before the campfire over the equitable distribution of 

the fruits of the hunt. Nevertheless, the fundamental arguments remain the same, 

though covered by many more layers of urbane veneer. Certainly our vocabulary has 

improved, as has our ability to communicate complicated concepts. The role of the 

campfire is now performed by the cathode ray tube, and the communication channels 

are complex and varied. Yet there remains a key question: whether the needs of the 

village or motivation of the individual should be paramount. While it is beyond the 

scope and aspirations of this discussion to resolve the issue here, it is hoped that some 

measure of progress has been made, and that the discussion which began at that 

campfire so many eons ago will one day be extinguished by the advancement of 

knowledge about human beings, their motivations and behaviors. 



CHAPTER III 

A THEORETICAL MODEL OF COMPENSATION DYNAMICS 

UNDER CONDITIONS OF MONOPOLISTIC COMPETITION 

Hypotheses 

Figure 3.1 illustrates the compensation dynamics of firms under conditions of 

monopolistic competition as heuristically derived from analysis of current literature. 

In accordance with the literature, four categories of variables are theorized to 

contribute to a firm's salary/commission orientation. The four factors are: strategic 

factors, firm internal factors, transactional factors, and salesperson factors. 

Consistent with the Eclectic Paradigm of Salesperson Compensation (EPSC), firms 

will choose the optimal compensation scheme for itself in order to balance the often 

conflicting elements of firm control, resource commitment, dissemination risk, and 

salesperson motivation. The EPSC indicates that a salary-based system will be 

associated with high firm control, high resource commitment, low dissemination risk, 

and low salesperson motivation. A commission-based system will be associated with 

low firm control, low resource commitment, high dissemination risk, and high 

salesperson motivation. Hence, in situations in which sales are systematic, and the 

firm risks losing large capital investments due to the dissemination of its selling 

34 
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competence, the firm will choose a straight salary compensation program. In 

circumstances in which sales occur as a result of the selling competence of the 

salesperson, and the firm has little capital at risk, the firm will choose a straight 

commission plan. The degree to which the plan is salary oriented versus commission 

oriented will be dependent on the trade-offs between the need for firm control, the 

level of resource commitment, the risk of dissemination of core competencies, and the 

need to maximize sales motivation. For example, the fact that the residential real 

estate brokerage industry is commission oriented (see Appendix A) is consistent with 

its general posture of requiring little capital outlay, with customer loyalty to the agent 

rather than to the employing firm. 

ECLECTIC DETERMINANTS. The first four hypotheses of this study deal with 

the the four decision criteria: firm control, resource commitment, dissemination risk, 

and motivation. Assuming that any three of these are equalized between firms, the 

fourth should predict the sales compensation posture of any given firm. For example, 

if two firms were to have equal exposure in terms of resource commitment and 

dissemination risk, and both firms exercised an equal amount of control, then the firm 

with the greater motivation per salesperson would be expected to have a lower salary 

orientation than the firm with less motivated salespeople. By the same token, if any 

three of the constructs were assumed to be randomized within a population, the fourth 

construct should predict a firm's compensation posture. Hence: 
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HI: The greater the degree of control exercised by a firm over its salespersons, 

the lower will be the firm's commission orientation. 

H2: The greater the amount of firm resource commitment perceived by 

salespersons, the lower will be the firm's commission orientation. 

H3: The greater the salesperson's perceived dissemination risk of firm 

competencies, the lower will be the firm's commission orientation. 
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H4: The greater the motivation of salespersons within a firm, the higher will be 

the firm's commission orientation. 

Since high motivation should be associated with high effort, which should be 

associated with high performance, it follows that: 

H4A: The greater the performance of salespersons within a firm, the higher 

will be the firm's commission orientation. 

The remaining hypotheses deal with the separate factors from chapter two (figure 

2.8), as previously extended to figure 3.1: (1) market factors; (2) firm internal 

factors; (3) transaction factors; and (4) salesperson factors. 

MARKET FACTORS. Market-related determinants of commission orientation 

and the hypothesized relationship between each determinant to the dependent variable 

are shown in figure 3.2. The market-related, or strategic, determinants of 

commission orientation are market growth, the number of firms in the market, agent 

replacement cost, market volatility, market share, and market size. 

Strategy theory (Buzzell and Wiersema, 1981) suggests that the most attractive 

markets for firms are high growth markets, but that high growth markets are likely to 

be highly competitive. Hence, as shown in Figure 3.2, there should be 
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multicollinearity between the market growth rate, the number of competitors relative 

to the number of sales, and agent replacement cost. The Eclectic Paradigm of 

Salesperson Compensation suggests that there should be an inverse relationship 

between the growth rate of a market and a firm's commission orientation since high 

growth markets are likely to require greater resource commitment, and firms are 

likely to desire greater amounts of control in high opportunity markets. Furthermore, 

since high growth markets are likely to attract a large number of competitors, firms 

will attempt to offset the increased dissemination risk by decreasing commission 

orientation. All of the foregoing considerations will offset the firm's need to 

maximize salesperson motivation, which is assumed to be constant between all 

markets. Hence: 
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H5: Salespersons operating in high growth markets are more likely to be 

compensated using a low commission oriented plan than salespersons in low 

growth markets. 

H6: Salespersons operating in an environment in which there are many firms 

relative to the number of sales are less likely to be compensated by a commission 

oriented compensation plan than firms operating in an environment in which there 

are few firms relative to the number of sales. 

H7: There will be an inverse relationship between salesperson replacement cost in 

a market and the commission orientation of salespersons operating within that 

market. 

In highly volatile markets, firms are likely to maximize control (Basu et al, 1985; 

Coughlan & Sen, 1989; John & Weitz, 1989). Hence: 

H8: A low commission orientation is indicated for firms operating in relatively 

volatile markets. 

Firms with high market shares have more to lose from dissemination of 

marketing competencies to competitors. Furthermore, firms with high market shares 

should be more likely to commit resources to maintaining or increasing market share, 
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and building brand equity, which necessitates higher levels of control. Hence: 

H9: Salespersons working for firms with high market shares are less likely to be 

compensated by high commission oriented plans than salespersons working for 

firms with low market shares. 

Because of higher advertising and other marketing costs, the amount of resource 

commitment required to operate in large markets is expected to be higher than the 

level of resource commitment required to operate in small markets. Large markets 

are also expected to have higher dissemination risk because of the greater exposure in 

large markets. Hence: 

H10: There will be an inverse relationship between the size of the market and the 

salesperson's commission orientation. 

ORGANIZATIONAL FACTORS. Firm-internal dynamics of sales compensation 

are illustrated in Figure 3.3. Firm-internal determinants are defined as those 

variables under the control of the firm. The firm-internal variables hypothesized to 

affect commission orientation are the degree to which a given firm engages in team 

selling, the level of the firm's investment in sales training, the degree to which the 

firm's advertising emphasizes the firm as opposed to the salespersons within the firm, 

firm size, and the long-term orientation of the firm. There is expected to be high 



41 

multicollinearity between team selling, the level of sales training, and advertising 

emphasis on the firm since all three variables are the result of management's attempt 

to reduce the variability of services provided by the firm. 

When agent responsibilities within the firm are specialized and team-oriented 

(i.e., different agents are responsible for different dimensions of the sale, such as 

prospecting, the showing of property, escrow management, etc.), the difficulty of 

HGUWM RRM-INTERNAL DETERMINANTS OF COMMISSION ORIENTATION 

RESIDENTIAL REAL ESTATE BROKERAGE INDUSTRY 

FIRM-INTERNAL 
FACTORS 

SALES TRAINING EFFORTS 

ADVERTISING EMPHASIS ORIENTATION 

LONG-TERM ORIENTATION 

assessing salesperson performance is accentuated, disfavoring commission orientation. 

The EPSC suggests that the need for firm control becomes paramount when team 

selling occurs, since efforts between salespeople must be coordinated. Hence: 

Hll : Salespeople who engage in team selling are less likely to be compensated 
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by high commission-oriented plans than salespeople who do not engage in team 

selling. 

H12: Salespersons with firms that invest heavily in sales training are less likely to 

be compensated by sales plans that are high in commission orientation. 

H13: Salespersons afilliated with firms that emphasize the firm rather than the 

agents in their advertising programs are less likely to be compensated by sales 

compensation plans that are high in commission orientation. 

Dissemination risk can be expected to be higher for large firms than for small 

firms. Large firms, presumably because they have more to lose, can be expected to 

place a higher premium on control than small firms. Such firms may also have more 

resources commited to their businesses. Hence: 

H14: Salespersons employed by large firms will be less likely to be compensated 

by plans that are high in commission orientation than small firms. 

It is assumed that the longer a real estate firm has been in business and operating, 

the more likely it is that the firm will take a long-term view in development of its 

business strategy. Firms that take a long term view are more likely to adopt a 

protectionist posture, since there is a higher likelihood that the firm has proven 
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internal competencies. Therefore, there should be a premium on control and the 

offsetting of dissemination risk. 

HI5: Salespersons who are employed by firms that take the long-term view are 

less likely to be compensated by a plan that is high in commission orientation. 

TRANSACTION FACTORS. Transaction-related determinants of salesperson 

compensation are illustrated in Figure 3.4. The transaction-related determinants 

hypothesized to interract with compensation orientation are time between prospecting 

and order, customer loyalty to the firm, and impact of selling effort on the 

effectuation of a sale. There is expected to be high multicollinearity between the 

three constructs. High customer loyalty to the firm should be positively related to 

time between prospecting and order. There should be an inverse relationship between 

the impact of selling effort and the constructs of time between prospecting and order 

and customer loyalty to the firm. 

As previously noted (Chapter 1) the passing of time between prospecting activity 

and the obtaining of an order decreases the motivational power of incentive 

compensation. Firms that depend on long-term prospecting techniques, in which 

potential customers are nurtured for a long time prior to the firm's obtaining a listing, 

are less likely to implement a compensation scheme with high commission orientation 

since the motivational aspects of a commission-based system will have been 
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obliterated by the time lag effect. Companies that depend on short-term prospecting 

methods which emphasize immediate appointments and in which customers are closed 

quickly for listings would be more likely to implement a compensation scheme with 

high commission orientation. 

H16: There will be an inverse relationship between the variables of time between 

prospecting and order and commission orientation. 

The Eclectic Paradigm of Sales Compensation, agency theory, and transaction 

cost theory are in agreement that when the customer is loyal to the firm a salary-

oriented compensation plan is indicated; when the customer is loyal to the salesperson 

a commission-oriented compensation plan is indicated. The EPSC perspective 
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suggests that when there is high customer loyalty to the firm, there will be increased 

dissemination risk, necessitating higher control. Hence: 

H17: In circumstances where there exists high customer loyalty to the firm, as 

opposed to high customer loyalty to the salesperson, the salesperson will be less 

likely to be compensated by a plan that is high in commission-orientation. 

The EPSC suggests that when there is a high impact of selling effort upon the 

likelihood that there will be a sale, the need to maximize motivation is more salient 

than it would be in circumstances when selling effort has a low impact on the 

likelihood that a sale will be effectuated. Companies that depend on promotional 

efforts beyond the personal selling component may be reducing the impact of selling 

effort by improving customer attitudes toward the firm, or by increasing brand 

retention, for example. 

HI8: There will be a positive relationship between the impact of selling effort 

and a salesperson's commission orientation. 

SALESPERSON VARIABLES. Salesperson variables are defined as those 

factors related to the salesperson as an individual, or to the interaction between the 

salesperson and the real estate brokerage firm. The salesperson-related determinants 

of commission orientation (Figure 3.5) are time devoted to nonselling activity, 
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Hgw»3.5 
SALESPERSON-RELATED DETERMINANTS OF COMMISSION ORIENTATION 

RESIDENTIAL REAL ESTATE BROKERAGE INDUSTRY 

TME DEVOTED TO 

NONSELUNQ ACTIVITY 

SALESPERSON 

FACTOR8 

PERFORMANCE-BASED 

ASSESSMENT 

EXPERIENCE 

RISK AVERSION 

COMMISSION 

ORENTATION 

performance-based assessment, experience, and risk aversion. 

Salespeople are often required to perform many tasks other than those targeted to 

the sale of the firm's products. For example, in the real estate brokerage industry, 

among the services agents often provide without compensation are evaluation and 

estimation of property values, real estate consultation, escrow management, and 

property management. Especially important are those services, such as property 

management, that are not directly linked to sales activity. The EPSC suggests that 

when salespersons devote time to nonselling activity, there emerges increased 

dissemination risk and a need for greater control of salesperson activity on the part of 

the firm. Hence: 
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H19: Salespeople who devote greater proportions of their time to nonselling 

activities are less likely to be compensated by compensation plans that are high in 

commission orientation. 

Generally, firms assess a salesperson's performance based on the single criterion 

of sales performance. High producing salespeople seeking to maximize rewards 

would thus choose to align themselves with a firm that utilized a compensation plan 

maximally based on performance. The EPSC suggests that motivation is maximized 

by a commission-based system of compensation. Hence: 

H20: The greater the commission orientation of the salesperson's compensation 

plan, the greater the likelihood that salesperson assessment will be performance-

based rather than behaviorally-based. 

Abelson et al (1988) demonstrated that there is a high correlation between 

experience and performance. If the link between performance and commission-

oriented compensation is established in H20, it stands to reason that salespersons high 

in experience are more likely to prefer a compensation plan that is high in 

commission orientation. The EPSC suggests that there is less dissemination risk in 

situations in which salespersons have demonstrated loyalty to the firm over a long 

period of time. Hence, there is less of a potential price to pay for adopting a 

compensation plan that maximizes motivation. Hence: 
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H21: Highly experienced real estate agents are more likely to be compensated 

under a high commission oriented compensation plan than real estate agents with 

low experience. 

Previous research (John and Weitz, 1989) has demonstrated that salesperson risk 

aversion is a moderating variable to the motivating power of incentive compensation. 

As the risk aversion level of the salesperson increases, the expectancy value of the 

reward decreases. Salespeople with high risk aversion, therefore, would be less likely 

to be motivated by commission compensation. The EPSC would suggest that in the 

absence of increased motivation on the part of salespeople, firms would opt for 

greater control and lower dissemination risk. Thus, there should be an inverse 

relationship between risk aversion and commission orientation. Hence: 

H22: Salespeople employed by firms that utilize sales compensation plans high in 

commission orientation will be less risk averse than salespeople employed by 

firms that utilize sales compensation plans low in commission orientation. 

Research Instrument 

In order to test the previously-enumerated hypotheses, a research instrument in 

the form of a survey (appendix B) will be distributed at weekly sales meetings of 
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multiple listing services and/or real estate brokerages throughout the southwest United 

States. Every attempt will be made to ensure that the brokerages chosen to participate 

will be randomly selected from the population of all brokerages in the area. 

However, some percentage of brokerages or real estate boards can be expected to 

reject the invitation to participate in the survey. Statistical evidence of gender and 

experience variance within the final sample will be compared against the population of 

all real estate agents to validate that the sample is representative of the population. 

The proposed sample size is a minimum of 269 real estate agents. Assuming that 

most of the data generated from the survey will be standardized (i.e., standard 

deviation equals 1), the sample size is consistent with a .90 confidence level with a 

. 10 maximum allowable error. 

In addition to the survey, archival information from the multiple listing service to 

which each brokerage belongs will be used to measure some of the variables. 

Information such as market growth rate, market stability, and the number of 

competitors within a market are likely to be more reliable from a multiple listing 

service than from the self reports of the firms themselves. Following is a description 

of how each variable will be defined and operationalized, and each hypothesis tested. 

DEPENDENT VARIABLE. Questions #4 or #5 on the survey may be treated as 

the dependent variable. Question #4 has the potential to facilitate a richer statistical 

analysis since it is a ratio-value variable. Question #5 should be regarded as 
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categorical. High collinearity between the answers of these two questions will add 

credibility to the use of either as the dependent variable in the study. 

HI: CONTROL. The construct "control" has been defined and measured a 

number of different ways in previous literature. As has already been noted, firm 

control is a key determinant in transaction cost theory; studies which use the theory as 

a basis for investigation of marketing phenomena often attempt to operationalize it. 

In the context of firm control of salesperson activities, the construct was best 

operationalized by Phillips (1982). Questions 9, 20, 26, 45, and 68 on the survey are 

derivations of Phillips' questions. 

H2: RESOURCE COMMITMENT. Because the unit of study in the present 

research is individual sales agents, it is not possible to measure the firm's resource 

commitment except as discerned through salespersons' perceptual sieves. Thus, the 

resource commitment construct is subject to the foregoing limitation. Anderson 

(1985) has previously operationalized firm resource commitment as one element of 

transaction asset specificity (i.e., the degree to which an agency has invested in 

specific assets that could enhance its relationship with the principal/salesperson). 

Variations of the Anderson scale were later used by Heide and John (1988), John and 

Weitz (1989), and Klein (1989). Questions 11, 28, and 40 are derivations of the 

Anderson questions customized for the purposes of the present research. 
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H3: DISSEMINATION RISK. The same caveat applied to the control construct 

is also applicable to the resource commitment construct. The firm's level of resource 

commitment cannot be measured through a study in which the unit of study is 

individual salespersons within the firm, except as a perceptual measure. The 

construct of risk and business competition was previously operationalized by 

Eliashberg and Robertson (1988) in a study regarding the risk of competitor reaction 

to product preannouncements. In a study about product warranties, the construct of 

financial risk was operationalized by Shimp and Bearden (1982). Without revision, 

neither of these operationalizations is satisfactory for the purposes of investigating 

dissemination risk in the context of the real estate brokerage industry. Therefore, 

questions 13, 22, 30, and 54 were developed loosely from these previous approaches. 

H4: SALESPERSON MOTIVATION. Vroom (1964) suggested that in the 

context of the workplace, human motivation may be categorized as extrinsic (i.e., 

external incentives) or intrinsic (i.e., internal to the indidual). Both extrinsic and 

intrinsic motivation have been operationalized by numerous previous researchers. For 

the purposes of this research, we are interested in the effect of extrinsic motivation 

upon intrinsic motivation. H4 proposes that salespersons compensated by commission 

will experience a higher level of motivation to perform the selling function than 

salespersons compensated by salary. Two levels of motivation are suggested by 

Holbrook (1986), who developed 16 scale items purported to measure motivation to 

engage in activities: (1) the valence placed by individuals upon external reward; and 
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(2) the intrinsic satisfaction with the activity itself. It is proposed here that the 

greater the commission orientation of the firm, the greater will be the level of the first 

type of motivation on the part of the firm's agents. Holbrook's approach was adapted 

in developing questions 14, 25, 32, 39, and 69 on the survey. 

H5: GROWTH OF MARKET. Market growth is defined as the average per 

annum percentage increase (decrease) in sales for the past twelve years, as reported 

by the multiple listing service to which each individual agent belongs. H5 proposes 

that commission orientation will decrease as market growth increases; agents who 

work in negative growth markets should generally score higher in commission 

orientation. 

H6: COMPETITIVE ENVIRONMENT. The competitive environment is a 

function of the number of firms relative to the size of the market. In order to 

compute this value, the total number of firms belonging to the multiple listing service 

will be divided by the total number of sales for the previous year. The result should 

be an indicator of the competitive environment. H6 proposes that commission 

orientation should decrease as this ratio increases. 

H7: AGENT REPLACEMENT COST. Agent replacement cost is assumed to 

increase as the number of available agents decreases. Hence, agent replacement cost 
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can be expressed as a function of the total number of agents belonging to the firm's 

multiple listing service divided by the total number of sales reported by that service. 

As the resulting proportion increases, agent replacement cost should decrease. Thus, 

as the proportion increases, commission orientation should increase. 

H8: MARKET VOLATILITY. Market volatility is defined as the variance in the 

five year sales growth pattern used to test H5. H8 proposes that as this variance 

increases, so too does commission orientation. 

H9: FIRM MARKET SHARE. Firm market share will be expressed as the ratio 

of total previous year sales of the firm to which the agent is employed, divided by the 

total number of previous year sales reported to the multiple listing service. H9 

proposes that as this ratio increases, commission orientation will decrease. 

H10: MARKET SIZE. The size of the market is defined as the total number of 

previous year sales reported by the multiple listing service to which the firm belongs. 

H10 proposes that as the size of the market increases, commission orientation will 

decrease. 

Hll : TEAM SELLING. Questionnaire items 7, 23, 33, 44, and 56 are intended 

to measure the agent's proclivity for team selling. Questions 44 and 56 were used by 

Abelson et al (1988) to measure a similar construct. Hll proposes that there will be 
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an inverse relationship between team selling and commission orientation. 

H12: SALES TRAINING. The degree to which a firm engages in sales training 

was previously investigated by Moncrief (1986). Questionnaire items 24, 35, 46, 55, 

and 63, all of which were derived from the Moncrief scale items, attempt to measure 

the extent of the firm's sales training program. H12 proposes that there will be an 

inverse relationship between sales training and commission orientation. 

H13: ADVERTISING EMPHASIS. The construct of advertising emphasis has 

been operationalized in previous marketing literature, especially as it applies to dyadic 

channel relationships. John and Reve (1982) developed a item scales relating to 

which channel party makes advertising decisions; Klein (1989) developed a measure 

of influence in advertising and trade promotion. Items 18, 27, 42, 51, and 60 were 

derived from these two sources, customized to reflect the unique promotional 

dynamics of the real estate industry. H13 proposes that commission orientation 

should be associated with advertising focus on the agent. 

H14: FIRM SIZE. Firm size is a numerical representation of the number of 

agents employed by the brokerage firm, as reported to the local multiple listing 

service. H14 proposes that large firms will tend to have lower commission 

orientation. 
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HI5: LONG/SHORT TERM ORIENTATION. For the purposes of this study, 

the long-term orientation of a real estate brokerage firm is assumed to be proportional 

to the amount of time the firm has been in business. Thus, questionnaire item #3 

represents this variable. H15 proposes that there should be an inverse relationship 

between the length of time a firm has been in business and commission orientation. 

H16: TIME BETWEEN ORDER & SALE. Kohli (1989) used time pressure as 

one construct to measure pressure within the channel of distribution. Kohli's scales 

were utilized in developing questionnaire items 29, 36, 48, 57, and 64, which 

represent the operationalization of time between order and sale. H16 proposes that 

greater length of time between sale and order is associated with lower commission 

orientation. 

H17: CUSTOMER LOYALTY. A number of previous researchers have 

operationalized the construct of loyalty. Beatty and Kahle (1988) developed scale 

items to measure brand loyalty; Butaney and Wortzel (1988) developed scale items to 

measure customer loyalty in a study regarding the market power of the customer. 

Questionnaire items 8, 16, 47, 58, and 65, derived from both of these previous 

studies, attempt to measure the degree of customer loyalty to the firm versus customer 

loyalty to the salesperson. H17 proposes that high customer loyalty to the agent is 

associated with high commission orientation. 
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HI 8: IMPACT OF SELLING EFFORT. This construct has been operationalized 

by previous researchers in many different ways. Under the assumption that 

salespersons engaged in highly complex sales tasks were more likely to have an 

impact on sales than salespersons engaged in simple selling tasks, John and Weitz 

(1989) used a construct they termed "Selling Task Complexity" to measure impact of 

selling effort. Hart et al (1989) developed scale items purported to measure the level 

of effort a salesperson perceives he or she must exert in order to attain a 

predetermined goal (i.e., winning a sales contest). Kohli (1989), in an investigation 

of the influence of parties in organizational buying, developed a scale item with 

applicability to this construct. Questionnaire items 31, 37, 49, 59, and 66, all of 

which attempt to measure the impact of selling effort to the effectuation of a sale, 

were derived from these previous studies. H18 proposes that high impact of selling 

effort is associated with high commission orientation. 

H19: NONSELLING ACTIVITIES. Previous researchers have developed scale 

items for related constructs, including role clarity (Busch, 1980) and role definition 

(Dubinsky et al, 1986). Items 12, 34, 43, 53, and 61 on the questionnaire, which 

were to some extent derived from these previous studies, attempt to measure the 

extent to which the salesperson engages in nonselling activities. H19 proposes that 

there is an inverse relationship between the level of salesperson nonselling activities 

and commission orientation. 
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H20: PERFORMANCE-BASED ASSESSMENT. Performance-Based 

Assessment was operationalized by John and Weitz (1989), but the unit of 

investigation in their study was the firm rather than individual salespersons. 

Therefore, the item scales had to be adjusted taking this into account, as well as 

industry considerations. Questionnaire items 15, 21, 38, 52, and 67 attempt to 

measure the degree to which the firm assesses the salesperson based on performance 

alone versus other criteria. H20 proposes that there will be a positive association 

between performance-based assessment and commission orientation. 

H21: SALESPERSON EXPERIENCE. Questionnaire items #1 and #2 measure 

the extent of salesperson experience both at the firm in which the salesperson is 

employed and in the industry in general. H21 proposes that salesperson experience 

and commission orientation are positively related. 

H22: RISK AVERSION. Questionnaire items 17, 19, 41, 50, and 62 purport to 

measure the salesperson's level of risk aversion. Variations of all of these questions 

have been used in previous studies (Oliver & Bearden, 1985; Price & Ridgeway, 

1983; Abelson et al, 1988). 

Proposed Methodology 

The purpose of this study is to empirically test the theoretical framework 

previously identified as the Eclectic Paradigm of Sales Compensation (EPSC) as it 

applies to the residential real estate brokerage industry. The EPSC is a causal model 
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in which the dependent variable is the compensation mode of the real estate brokerage 

firm. There are numerous hypothesized independent variables, many or most of 

which are expected to be multicollinear. Consistent with the inferential approach of 

Piatt (1964), the study will investigate multiple hypotheses arrived at through 

inductively reasoned consideration of the underlying theory. 

The scientific approach used in this study will be a field survey combined with 

observation of archival data. The use of a field survey should improve both the 

internal and external validity of the study. Internal validity will be enhanced because 

the data gathering process will be systematic and more controlled than might be 

expected if alternative approaches were used (such as the mailing of surveys). The 

industry-specific representative sample and field setting will improve the study's 

external validity, an important consideration in marketing research (Lynch, 1982). 

The dependent variable may be treated as a trichotomous categorical variable 

(salary+commission, commission only, 100% plan), or as ratio data (percentage of 

commission kept by agent). All of the independent variables will be treated as 

interval level or higher. The secondary data from multiple listing services is ratio 

level; the semantic differential scale data will be treated as interval level, as is 

common practice in the marketing discipline (Churchill and Peter, 1984). 

Statistical regression techniques will be used to evaluate the fit of the data to the 

EPSC framework. Following the suggested procedure for developing better measures 

developed by Churchill (1979), the constructs represented by multiple differential 

scale items will by purified through the following step-by-step process: (1) specify 
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domaind of construct; (2) generate sample of items; (3) collect data; (4) purify 

measure; (5) collect data; (6) assess reliability; (7) assess validity; (8) develop norms. 

Steps 1 and 2 are accomplished by this proposal. The next step will be to conduct a 

pre-test of approximatel 30 questionnaires to be completed by graduate student 

volunteers, then to purify the scale item measures through analysis of the coefficient 

alpha of each construct (which establishes reliability), and factor analysis to establish 

convergent and discriminant validity. Following evaluation of the reliability and trait 

validity of the constructs, the questionnaire will be revised to resolve whatever 

difficulties are exposed through the pre-test process. Subsequently, the collection of 

data from the sample of real estate agents will commence. 

After the data has been collected, the convergent and discriminant validity of the 

scale item measures will again be evaluated through coefficient alpha, correlation 

matrix and factor analysis. Once the convergent and discriminant validity of the 

constructs has been established, the hypotheses will be tested using statistical 

regression techniques. The dependent variable operationalized as ratio level will be 

analyzed using regression; the dependent variable operationalized as categorical will 

be analyzed using discriminant analysis. 

The model and hypotheses will further be tested using exploratory and 

confirmatory factor analysis. 

Finally, the results will be evaluated, the EPSC will be assessed, the implications 

of the findings to practitioners and researchers will be discussed, and some possible 

directions for future research will be suggested. 



CHAPTER IV 

SCALE PURIFICATION, SAMPLE COLLECTION AND STUDY RESULTS 

Scale Purification 

Following Churchill's (1979) suggestions, the domain of the study and each 

construct were identified and a pool of items were developed (Chapter 3). Next, a 

small sample of salespersons was used to evaluate the pool of items. This was 

accomplished by distributing sample questionnaires (Appendix B) to real estate agents. 

The questionnaires were hand delivered to agents while the agents were holding 

weekend open houses in late May and early June of 1995. A total of 48 surveys were 

collected in this manner. 

Descriptive statistics for each item on the pilot survey were examined, as were 

correlations between items. Coefficient alpha (Cronbach 1951) was used to assess the 

reliability of each of the tentative measures. Table 4.1 shows the means and standard 

deviations for each of the measures after negative items were reversed to achieve 

consistency. The acceptable threshhold of homogeneity commonly used in assessing 

reliability is .70 (Cortina 1993). Therefore, reliabilities were unacceptable for the 

following constructs: Customer Loyalty (a = .4426), Firm Control (a=.4983), 

60 
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TABLE 4.1 

DESCRIPTIVES AND RELIABILTIES ON PRE-TEST DATA* 

CONSTRUCT ITEM MEAN SD ALPHA 

Customer 1 4.00 1.05 
Loyalty 2 2.67 1.42 

3 3.73 1.58 .4426 
4 3.90 .83 
5 3.79 1.25 

Firm 1 3.25 1.36 
Control 2 4.46 1.57 

3 4.77 1.52 
4 3.25 1.45 .4983 
5 3.19 1.58 
6 4.33 1.18 

Resource 1 4.96 1.28 
Commit. 2 5.28 1.28 .7234 

3 5.02 1.29 

Nonsales 1 3.85 1.79 
Activity 2 2.85 1.41 

3 2.96 1.35 .7742 
4 2.51 1.50 
5 2.81 1.41 

Dissem. 1 3.40 1.84 
Risk 2 4.32 1.42 .7156 

3 5.09 1.04 
4 3.39 1.13 

Motivatn 1 6.17 .94 
2 3.40 1.25 
3 4.64 1.61 .1762 
4 5.82 1.07 
5 3.77 1.72 

Sales 1 4.83 1.34 
Assessmt. 2 4.44 1.25 

3 4.50 1.47 .2386 
4 5.31 1.42 
5 4.02 1.56 

•Survey items are indicated on questionnaire (Appendix B) 
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CONSTRUCT ITEMS MEANS SD ALPHA 

Risk 1 4.94 1.51 
Aversion 2 5.38 1.27 

3 2.33 1.64 .3094 
4 4.77 1.26 
5 2.00 1.15 

Advert. 1 3.46 1.61 
Emphasis 2 3.44 1.70 

3 2.73 1.16 .1229 
4 4.31 1.72 
5 3.69 1.73 
6 4.15 1.53 

Team 1 .37 .38 
Selling 2 3.04 1.54 

3 4.10 1.51 .3889 
4 5.69 .88 
5 2.98 1.23 

Training 1 4.92 1.94 
2 5.21 1.25 
3 3.50 1.24 .7093 
4 4.58 2.12 
5 5.08 1.80 

Time Bet. 1 4.04 1.64 
Prospect 2 4.92 1.41 
& Sale 3 3.79 1.73 .7409 

4 3.35 1.00 
5 3.90 1.48 

Impact 1 4.81 .89 
Selling 2 3.96 1.05 
Effort 3 4.58 1.43 .3314 

4 3.25 1.10 
5 3.75 1.39 
6 5.81 .87 

Long-Term 1 6.20 1.10 
Orient. 2 5.70 1.51 

3 6.10 1.06 .8380 
4 5.70 1.02 
5 4.30 1.44 
6 6.40 1.04 
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Motivation (a=.1762), Sales Assessment (a=.2386), Risk Aversion (a = .3094), 

Advertising Emphasis (A=.1229), Team Selling (CK=.3889), and Impact of Selling 

Effort (a=.3314). Low reliability between items suggests a lack of homogeneity and 

the presence of random influences which tend to make measurements different from 

occasion to occasion (Nunnally 1967). The items within each of these constructs 

were assessed as to between-item definitional ambiguity, between-item correlation, 

and alpha improvement gained from removing specific items from a construct. The 

rationale was to develop better constructs for the actual survey by building around the 

items which seemed intuitively to best capture what was intended to be measured, and 

which showed high reliability with another item. Table 4.2 summarizes the revised 

measures developed by eliminating confounding variables within each construct, and 

combining two or more related items. 

The process of purifying the constructs yielded higher reliabilities in all cases, 

suggesting improved internal consistency for the remaining items. Reliabilities 

remained unacceptably low for two constructs (1) Resource Commitment 

(a=.3239); and (2) Team Selling (a=.5291). The constructs were nevertheless left 

intact for a subsequent factor analysis to determine the degree of convergent and 

discriminant validity. 

The reduced set of items was factor analyzed to assess dimensionality. Seven 

factors satisfied the eigenvalue threshhold of 1.00 or higher. Because many of the 

constructs were theorized to be correlated with each other, more attention was paid 

to convergent validity within the items of a single construct, than to discriminant 
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validity between factors. Of special concern were instances in which items cross 

loaded on different factors. Using the criterion of common loadings for all measures 

at .50 or above, the rotated (varimax) factor matrix (Table 4.3) demonstrated the 

items comprising the constructs Customer Loyalty, Control, Nonsales Activity, 

Motivation, Training, Impact of Selling Effort, and Long-Term Orientation loaded 

TABLE 4.2 

PURIFIED RELIABILITIES ON PRE-TEST DATA 

CONSTRUCT ITEMS ALPHA 

Customer 
Loyalty 

CLOY2 
CLOY3 

.6964 

Firm 
Control 

CTROL4 
CTROL5 

.9070 

Resource 
Commitment 

RESCOM2 
RESCOM3 

.3239 

Nonsales 
Activity 

NONSEL3 
NONSEL4 
NONSEL5 

.8948 

Dissem. 
Risk 

DISSEMl 
DISSEM2 
DISSEM3 
DISSEM4 

.7156 

Motivation MOTTO 
MOTIV5 .7818 
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TABLE 4.2 (Continued) 

CONSTRUCT ITEMS ALPHA 

Sales 
Assess. 

ASSESS3 
ASSESS4 

.6970 

Risk 
Aversion 

RTSK3 
RISK4 

.6788 

Advertising 
Emphasis 

ADEMPH2 
ADEMPH3 
ADEMPH6 

.7866 

Team 
Selling 

TEAM1 
TEAM4 
TEAM5 

.5291 

Training TRAIN4 
TRAIN5 

.9067 

Time Bet. 
Prospect & 

Sale 

TIME1 
TIME2 
TIME3 

.7562 

Impact of 
Selling 
Effort 

IMPACT3 
IMPACT5 .8136 

Long-Term 
Orientation 

LONG2 
LONG3 

.9766 
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TABLE 4.3 

PRE-TEST DATA FACTOR ANALYSIS RESULTS 

(VARIMAX ROTATION) 

VARIABLE FACTOR1 FACTOR2 FACTOR3 FACTOR4 FACTOR5 FACTOR6 FACTOR7 

CLOY2 -.1319 .0120 -.0874 -.0039 .9346 .2013 .2465 

CLOY3 -.5047 -.3559 -.2244 -.4682 .4100 .20131 .2466 

CTROL4 .1648 .8542 .3960 -.1164 .2628 .0519 .0312 

CTROL5 .0617 .9934 .0542 .0507 .0056 -.0488 .0231 

RESCOM2 -.3590 .2806 .0327 -.2079 .1650 -.1143 .8413 

RESCOM3 -.2903 -.7024 .2437 .3324 -.2812 -.2796 .3087 

NONSEL3 .5627 .3227 .1656 -.0093 .4194 .4555 .4103 

NONSEL4 .9269 -.0731 .3286 .0126 .1353 .0898 .0301 

NONSEL5 .7108 .2630 .3945 .1174 .2904 .2896 .2968 

DISSEM1 .1180 .4641 .7965 .3492 .0972 .0295 -.0641 

DISSEM2 -.2551 -.1788 .0494 .9044 .2305 .1339 .1069 

DISSEM3 -.0479 .0636 .1087 . .9379 .2397 -.0399 -.2077 

DISSEM4 .0584 .0768 .1515 .1991 .2229 .9356 .0544 

MOTIV3 -.0517 .0794 .9563 -.1111 -.0933 -.0950 .2157 

MOTIV5 .4677 -.0593 -.7220 -.1918 -.4361 .1654 -.0457 

ASSESS3 -.0086 .0248 .3917 .9104 .0134 .1292 -.0089 

ASSESS4 -.9465 -.0993 .0093 .2200 .0493 .2047 .0363 

RISK3 .9528 .0108 -.1891 -.0279 -.0026 -.1980 -.1273 

RISK4 .3795 .8048 .0448 .3938 .1322 -.0125 .1831 

ADEMPH2 .1450 .1783 .1249 -.3458 -.5355 -.7198 .0830 

ADEMPH3 .3943 .5277 .2126 .0946 -.0034 -.6330 -.3334 

ADEMPH6 .3443 -.1188 .1716 .2689 .3388 -.7883 -.1709 

TEAM1 -.1473 -.2654 -.0907 -.0620 .2922 .2851 .8539 

TEAM4 -.4773 -.0510 -5939 .1252 -.3030 .4617 .3100 

TEAM5 -.1694 -.3410 -.6265 -.4379 -.1474 .4617 .3101 
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TABLE 4.3 (Continued) 

VARIABLE FACTOR1 FACTOR2 FACTOR3 FACTOR4 FACTOR5 FACTOR6 FACTOR7 

TRAIN4 .0989 .3516 .1273 .3054 .8608 -.1175 .0474 

TRAIN5 -.0281 .2890 .1560 .4027 .8470 -.0170 .1073 

TIME1 -.6565 .1999 -.0576 -.3466 .4686 .4072 .1420 

TIME2 -.7170 -.3617 -.1502 -.0585 -.0497 .2702 .5035 

TIME3 -.2171 -.7340 -.0637 .2807 -.1240 .3316 .4537 

IMPACT3 -.0485 .1349 .9599 .0323 -.2189 -.0310 .0899 

IMPACTS -.1681 -.1227 .6604 .3357 -.4973 -.1964 .3495 

LONG2 -.7004 -.1698 .0473 .4232 .0130 .2253 .4984 

LONG3 -.6521 -.4122 .0089 .2676 .0925 .2552 .5093 

on single factors. The constructs Resource Commitment, Dissemination Risk, Sales 

Assessment, Risk Aversion, Advertising Emphasis, Team Selling, and Time Between 

Prospecting and Sale all had at least one item which loaded on a separate factor. 

Using findings of the factor analysis, the survey instrument was revised. 

Reliabilities, convergent validity and discriminant validity of the revised set of 

measures were examined. The revised survey instrument used with the study sample 

is exhibited in Appendix C. 

Sample Collection 

The revised survey was distributed to 48 real estate offices representing 25 firms 

located in a metropolitan area of the Southcentral U.S. A total of 1156 survey 

packages, each consisting of a questionnaire, a cover letter (Appendix D) and a 

business reply envelope, were distributed. Approximately 850 packages were 

delivered to branch managers for distribution to agents at subsequent sales meetings. 
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The remaining 306 survey packages were placed in agents' message boxes. Of the 

1156 total packages, 311 surveys were returned, representing a return rate of 26.9%. 

All 25 firms were represented in the sample. A median of 45 surveys was returned 

from each firm. Unfortunately, 19 of the returned surveys contained a generic name 

only, which made it impossible to identify the specific firm; an additional 17 

respondents did not indicate the name of the brokerage firm. All of the surveys were 

anonymous as to the identity of the responding salesperson. Thus, 275 of the 311 

(88.4%) surveys contained useful firm information. 

Table 4.3 classifies the firms represented in the sample, the distribution by firm, 

and the market share held by each firm. Market shares were determined by dividing 

the number of each firm's closed sales by the market size as determined through the 

Multiple Listing Service (MLS) within the market served by that firm. A firm was 

classified as serving a market if the firm had a branch within, or closely proximal to, 

the county (market) in question, and was represented with at least 5 sales out of the 

total sales for the county. 

All of the 311 respondents reported their commission orientation. 224 agents 

reported being compensated under a straight commission plan, and 86 agents reported 

being compensated under a 100% commission plan. No agents indicated that they 

were paid by salary-plus-commission. The mean commission split reported was 

73.15% Among those on the 100% commission plan, the mean desk fee was $1122 

with a standard deviation of $411. These proportions corresponded with a priori 

expectations regarding the sample. 
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The average agent responding to the survey reported having been a real estate 

agent for 8.18 years, and affiliated with their present firm for 3.91 years. These 

figures are somewhat in line with the data reported by Abelson (1988). Abelson 

reported that the average Texas real estate agent held 6.7 years tenure in real estate, 

and 3.9 years tenure with his or her present firm. The probabilities that Abelson's 

findings differ from those of the present study are: tenure in real estate (p=.09), 

tenure in firm (p=.98). A complete set of tables and interpretations of descriptive 

statistics for the data for this study is available in Appendix E. 

Reliabilities, Convergent and Discriminant Validity 

Alpha reliabilities of the survey items were acceptable (equal to or above .70) for 

all of the constructs except salesperson assessment, risk-taking propensity, team 

selling, impact of selling effort, and long-term orientation. The .70 or higher 

threshhold is a commonly-used standard, however the acceptable amount of reliability 

is a matter of interpretation (Wheaton et al 1977). Reliabilities for salesperson 

assessment, risk-taking propensity, impact of selling effort, and long-term orientation 

were improved by removing one or more scale items. It was not possible to 

substantially improve the reliability for team selling; however, the team selling items 

did demonstrate relatively good convergent and discriminant validity, as will be 

shown. 
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TABLE 4.4 

FIRM DISTRIBUTION OF SAMPLE 

FIRM ID MODE N CUM MS MARKETS 

Company A Straight Comm 42 42 .047 DTC 

Company B Straight Comm 26 68 .065 DTCN 

Company C Straight Comm 115 183 .111 DTCN 

Company D 100% Plan 5 188 .000 N 

Company E 100% Plan 3 191 .000 N 

Company F 100% Plan 5 196 .012 T 

Company G 100% Plan 3 199 .001 D 

Company H 100% Plan 7 206 .014 D 

Company I 100% Plan 11 217 .008 C 

Company J 100% Plan 5 222 .017 CD 

Company K 100% Plan 2 224 .000 D 

Company L 100% Plan 1 225 .000 T 

Company M 100% Plan 10 235 .015 T 

Company N 100% Plan 4 239 .038 T 

Company O 100% Plan 5 244 .027 D 

Company P 100% Plan 14 258 .043 DC 

Company Q 100% Plan 2 260 .000 D 

Unspec. 100% Plan 19 279 n/a n/a 

Company R Straight Comm 3 282 .048 T 

Company S Straight Comm 3 285 .053 DTCD 

Others Straight Comm 9 294 .000 n/a 

No Finn Straight Comm 17 311 n/a n/a 

MARKET: D=Dallas;T=Tarrant; C=Collin; N=Denton MS = Market Share of Firm 
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Factor analysis is a method for assessing the convergent and discriminant validity 

of scale items to determine whether or not data fall into distinct dimensions (Stewart 

1981). As Table 4.5 shows, the analysis of the data from this study suggested 

excellent convergent and discriminant validity. The varimax rotated matrix revealed 

fourteen factors possessing eigenvalues equal to or greater than one, corresponding 

perfectly with the fourteen constructs the analysis was intended to measure. Only one 

variable (CONTROL4) loaded below .50 on its factor, and was subsequently removed 

from the CONTROL construct. No other adjustments were necessary. Table 4.5 

reveals the constructs, reliabilities, factors, and loadings for all of the scale-item 

variables used in the subsequent analyses. The bold-typed headings refer to the name 

assigned to each factor (or construct), which were derived by standardizing the 

summed scales for each construct. This method is recommended by Hair et al (1992) 

in lieu of using factor scores in situations in which the scales are relatively new and 

untested. 

Correlations between several variables (Table 4.6) revealed potentially harmful 

multicollinearity. In particular, MKTGROW and COMPENV (r=.9398), 

MKTGROW and RPLCCOST (r=.9814), MKTVOLA and COMPENV (r=-.8183), 

MKTVOLA and RPLCCOST (r=-.9466), COMPENV and RPLCCOST (r=.9343). 

Note that a positive score on CUSTLOY corresponds to customer loyalty to the agent 

as opposed to customer loyalty to the firm. One surprising finding was the low 

correlation between motivation and performance (r=.08). 
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TABLE 4.5 

CONSTRUCTS, RELIABILITIES AND FACTOR ANALYSIS RESULTS 
(VARIMAX ROTATION) 

VARIABLE TRAIN A0EMPH MOTIV TIME CUSTLOY NONSELL LTERM 

CUSTLOY1 -.0828 .0151 .0193 -.0996 .7612 .0707 -.0898 

CUSTLOY2 -.0351 -.0014 .0765 -.0309 .9066 -.0456 -.0731 

CUSTLOY3 .0076 .0647 .0516 .0612 .8528 -.0613 -.0024 

CONTROLl .0862 .0218 .0081 -.0614 .0286 .2598 -.0203 

CONTROL2 .1430 -.0035 .0519 -.0591 -.0183 .1796 .0627 

CONTROL3 .2064 .0848 -.0051 .0766 .0062 -.0811 -.0930 

CONTROL4 .4332 .0316 .0077 .0077 -.1405 .1734 .2890 

RESCOMM1 .2130 -.0114 .0457 -.0181 -.1277 -.0933 .2403 

RESCOMM2 .1386 -.0830 .1013 .0208 -.0726 -.0955 .2541 

RESCOMM3 .,0395 -.1056 .0282 .0268 -.0174 -.2137 -.1861 

NONSELL1 .1164 .0892 .1137 .0529 .0525 .7785 .0287 

NONSELL2 .1098 .1136 -.0518 -.0322 -.0662 .8405 -.0626 

NONSELL3 .1404 .0708 .0877 .0203 -.0354 .7439 -.1707 

DISRISK1 .1199 .0080 -.0281 -.0597 .0238 .0983 .2537 

DISRISK2 .2273 -.0204 -.0512 -.0834 -.0867 .0132 .2663 

DISRISK3 .1554 -.0399 .0457 -.0078 -.1665 -.1148 -.0288 

MOTIV1 .0446 -.0329 .8714 -.0664 .0764 .0284 -.0176 

MOTIV2 .0335 .0358 .8443 -.1563 -.0181 .0967 -.0471 

MOTIV3 .0523 .0456 .8344 -.1188 .0903 .0086 .0300 

ASSESS1 .1952 .1643 .0616 -.0620 -.0274 .0683 -.1045 

ASSESS2 .0650 .2255 .0738 -.0187 -.0174 .1330 -.1164 

RISK1 -.0331 .0392 .0798 -.0597 .0668 .0356 .0919 

RISK2 -.1524 .0166 .0087 -.0173 -.0691 -.0390 -.0464 

ADEMPH1 .0191 .8081 -.0828 -.0398 .0322 -.0386 -.1196 

ADEMPH2 .0351 .7302 .1026 .0547 .0340 .1527 -.0360 
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VARIABLE CONTROL RESCOM DISRISK ASSESS TEAM IMPACT RISK 

CUSTLOY1 -.0965 -.1242 -.1843 -.0015 -.0889 -.1394 -.0296 

CUSTLOY2 .0134 .0243 -.0211 -.0031 .0091 -.0755 .0255 

CUSTLOY3 .0689 -.0869 -.0256 -.0304 .0184 -.0972 -.0072 

CONTROL1 .7991 .0408 .0223 .0910 -.0479 -.0466 .0041 

CONTROL2 .8179 .0134 .0482 .1695 .0550 -.0095 -.0404 

CONTROL3 .6808 -.1788 -.0950 -.0335 .0146 .0899 -.0836 

CONTROL4 .3405 .0039 .0166 .0766 .0646 .0025 -.1628 

RESCOMM1 -.0382 .7753 .0808 .0782 .0048 .0078 -.1104 

RESCOMM2 -.0535 .7996 .1701 -.0308 .0314 .0566 -.0466 

RESCOMM3 -.0274 .7352 .0664 -.2736 -.0704 .0197 -.0250 

NONSELL1 .1646 -.1793 -.0200 .0866 .0952 -.0205 -.0432 

NONSELL2 .0362 -.0125 -.0535 .0460 .0007 -.0074 -.0410 

NONSELL3 .1967 -.1882 .0619 .1105 -.0099 .0937 .0978 

DISRISK1 .0532 .1876 .6809 .1886 .0570 .0687 -.0623 

DISRISK2 -.0702 .1646 .7364 .0152 -.0533 -.0989 -.0541 

DISRISK3 -.0023 -.0064 .8160 -.1067 -.0264 .0203 -.0344 

MOT IV1 .0272 .0624 .0054 -.0310 -.0021 .0469 -.0056 

MOTIV2 .0480 .0224 -.0246 .0619 -.0568 .0072 -.0677 

MOTIV3 -.0168 .0552 -.0025 .1040 -.0073 -.0390 .1669 

ASSESS1 .1360 -.0784 -.0140 .8226 .0045 -.0535 .0001 

ASSESS2 .1107 -.0707 .0723 .8310 .0144 .0440 .0760 

RISK1 -.0977 -.1385 -.0396 .1952 -.0425 -.0792 .8279 

RISK2 -.0257 -.0185 -.0830 -.1139 -.0511 -.0904 .8409 

ADEMPH1 .0565 -.0147 -.0245 -.0668 .0683 .1534 .0352 

ADEMPH2 -.1347 -.0709 -.0655 .1108 -.0606 -.1480 -.0965 
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VARIABLE TRAIN ADEMPH MOTIV TIME CUSTLOY NONSELL LTERM 

ADEMPH3 .1130 .7435 -.0185 -.0488 -.0070 .0317 -.0676 

ADEMPH4 .0149 .8189 .0733 .0288 .0337 .1611 -.0091 

TEAMSEL1 .1219 -.1122 .0033 .0209 .0661 -.0232 -.0231 

TEAMSEL2 .0104 .1028 -.1078 -.0066 -.0467 .0567 -.1156 

TEAMSEL3 .0657 .0364 -.0174 -.0759 -.1052 .0788 .1122 

TRAIN 1 .8845 .0357 -.0204 -.0142 -.0460 .0447 .0784 

TRAIN2 .8577 .0752 .0627 -.0006 -.0219 .1383 -.0015 

TRAIN3 .8006 .0609 -.0437 .0131 .0407 .0838 .1132 

TRAIN4 .8607 .0239 .0033 .0729 -.0420 .0580 -.0366 

TMEl -.0597 -.0558 -.2541 .6789 -.0992 -.0023 -.0461 

TME2 .0438 .0146 .0066 .8170 -.0295 -.0750 .0411 

TME3 .0922 .0943 .0065 .8371 .0237 .0103 .0013 

TME4 -.0195 -.1053 -.2388 .6556 .0431 .1280 -.0411 

1MPACT3 .1253 -.0972 -.0911 .0214 -.2561 .0588 .0332 

IMPACT4 .0987 .0316 .1092 .0597 -.0826 -.0114 .1034 

LTERM1 .2831 -.1798 -.0112 .0819 -.1294 .0050 .5682 

LTERM2 .0425 -.1190 -.0882 -.1076 -.0761 -.0479 .7931 

LTERM4 -.0158 -.0187 .0397 .0197 .0011 -.1400 .8258 
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VARIABLE CONTROL RESCOM DISRISK ASSESS TEAM IMPACT RISK 

ADEMPH3 .1221 -.0157 -.0090 .1391 -.0128 .0550 .1188 

ADEMPH4 .0512 -.0819 .0496 .2164 -.0423 -.1580 -.0152 

TEAlVfSELl .0461 .0052 .0167 .0253 .8018 .1281 .0475 

TEAMSEL2 .2306 .0848 .0900 -.2904 .5221 .2692 .1800 

TEAMSEL3 -.1132 -.0671 -.0819 .0854 .7859 -.0832 -.1140 

TRA][N1 .1039 .1114 .1398 .0768 .0750 -.0030 -.0385 

TRA][N2 .1456 .1048 .0554 .0710 .0266 .0324 -.0699 

TRAJ1N3 .0423 .0226 .2063 .1040 .0225 .1221 -.0065 

TRAJ[N4 .0955 .0982 .0677 -.0069 .0775 .0960 -.0489 

TIME1 .0321 .0903 -.0841 -.0328 -.1613 .0513 .0185 

TIME2 -.0411 -.0704 -.0563 .1303 .0840 .0309 -.0322 

TIME3 .0273 -.0547 .0592 -.0398 .0776 -.0291 -.1000 

TIME4 -.0731 .0954 -.0593 -.1996 -.1164 .0465 .0541 

IMPACT3 .0343 .0263 -.0498 -.0833 .0385 .7749 -.0770 

IMPACT4 -.0143 .0330 .0385 .0624 .1022 .8298 -.1032 

LTERM1 .0593 .1474 .1149 -.0080 .1310 .1461 -.0537 

LTERM2 -.0129 .0928 .1500 -.1143 -.0826 .1345 .0774 

LTERM4 -.0656 .0586 .1224 -.0843 .0224 -.0709 .0153 
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TABLE 4.6 

CORRELATION MATRIX 

Corrltns CUST CONT RESC NONS DISR MOTI TEAM 

CUSTLOY .833 

CONTROL .0133 .720 

RESCOMM -.2526* -.0014 .789 

NONSELL .0085 .3375* -.1196 .797 

DISRISK -.1836 .0720 .3105* .0460 .700 

MOTIVE .1054 .0722 .0177 .1721 .0321 .841 

TEAMSEL -.1089 -.0179 .0372 .0873 .1034 -.0046 .566 

MKTSIZE -.0292 .2193 .1109 .0535 .0999 -.0083 .0049 

MKTSHAR -.2168 .2682* .1780 .2352 .2009 .0042 .0179 

MKTGROW .0388 -.2102 -.1338 -.1849 -.0929 -.0458 -.0424 

MKTVOLA -.0310 .2205 .1372 .1369 .1012 .0201 .0185 

FIRMSIZ -.2499* .3146* .2379* .3015* .2166 -.0182 .0035 

ASSESS .0348 .2119 -.0636 .2397* .1218 .1086 -.0443 

RISK .0785 -.0268 -.1969 -.0260 -.1007 .0908 .0008 

ADEMPH .1073 .0917 -.0682 .1771 .0068 .1151 -.1577 

TRAIN -.1599 .3318* .3230* .3106* .2067 .0077 .1517 

TIME -.2316* .0026 .0963 -.0089 -.0944 -.1951 -.0833 

IMPACT -.2673* .0095 .1389 .0915 .0603 -.0286 .1286 

LTERM -.2342* -.1055 .3598* -.0443 .2950* -.0317 .1048 

COMPENV .0487 -.1786 -.1092 -.2217 -.0722 -.0752 -.0748 

RPLCOST .0509 -.2177 -.1115 -.1651 -.0903 -.0494 -.0615 

EXPNCE .2787* .0588 .0712 .0787 .0829 .1505 -.0684 
* pc.001 
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Corrltns MKTSI MKTS MKGR VOLA SIZE ASSE RISK 

MKTSIZE 1.0000 

MKTSHAR .2203 1.0000 

MKTGROW -.8254* -.1339 1.0000 

MKTVOLA .9390* .1567 -.9848* 1.0000 

FIRMSIZ .3253* .9217* -.2540* .2944* 1.0000 

ASSESS .0373 .2506* -.0042 .0177 .2586 .859 

RISK .0606 -.0498 -.0242 .0358 -.0607 .0519 .726 

ADEMPH .1954 .1034 -.1852 .2024 .1573 .3840* .0793 

TRAIN .2867* .6105* -.3163* .3223* .6723 .1960 -.2159 

TIME -.0587 .0553 .0090 -.0265 .0623 -.0388 -.1597 

IMPACT -.1511 .0431 .1202 -.1398 .0591 -.1092 -.1936 

LTERM -.1906 .1027 .1391 -.1704 .0827 -.1313 -.0159 

COMPENV -.6028* -.1109 .9398* -.8183* -.1808 .0113 -.0108 

RPLCOST -.8396* -.1961 .9814* -.9466* -.2659 -.0109 -.0403 

EXPERNC -.0388 -.0911 .0060 -.0155 -.1138 -.0250 -.1434 

Corrltns ADEM TRAI TIME IMPA LTER COMP RPLC 

ADEMPH .756 

TRAIN .0327 .896 

TIME .0214 .0804 .780 

IMPACT -.1303 .1361 .1311 .680 

LTERM -.2197 .1493 -.0489 .1639 .725 

COMPENV -.1413 -.2716* -.0087 .0836 .0848 1.0000 

RPLCOST -.1739 -.2988* .0266 .1213 .1376 .9343* 1.0000 

EXPRNCE -.0446 -.0555 -.0667 .1393 -.1127 -.0015 .0228 
<t Ml 

CUSTLOY=Customer Loyalty; CONTROL=Firm Control; RESCOMM=Resource Commitment; NONSELL=Nonselling 
Activities; DISRISK=Dissemination Risk; MOTIVE=Motivation; TEAMSEL=Team Selling; MKTSIZE=Market Size; 

MKTSHAR=Market Share; MKTGROW=Market Growth Rate; MKTVOLA=Market Volatility; FIRMSIZ=Firm Size; 
ASSESS=Salesperson Assessment; RISK=Risk Propensity; ADEMPH=Advertising Emphasis; TRAIN= Training 

TIME=Time Between Prospecting and Sale; IMPACT=Impact of Selling Effort; LTERM=Long Term Orientation 
COMPENV=Competitive Environment; RPLCOST=Agent Replacement Cost; EXPNCE=Salesperson Experience 
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Test of the Model and Hypotheses 

Analysis of the data is accomplished in a two-stage procedure: (1) test of the 

model; and (2) test of individual hypotheses. The purpose of testing the model is to 

assess the degree to which the independent variables taken together predict and 

explain the dependent variable. Once that has been accomplished, the next stage is to 

determine the relative contribution of each independent variable by testing the 

individual hypotheses from Chapter 3. 

There are a number of statistical methods available for assessing models in which 

there is a dichotomous dependent variable (SALVCOMM, valued at zero for straight 

commission, 1 for the 100% commission plan), and numerous metric predictor 

variables, all of which are interval level or higher. Among the available techniques 

are logistic regression (Hosmer and Lemeshow 1989), discriminant analysis (Crask 

and Perrault 1977), and multiple regression (Cohen 1968). 

Because many of the market and firm variables violate the assumption of 

normality, and because there is potential multicollinearity between several of the 

predictor variables, logistic regression seems the most appropriate method for 

assessing the predictive validity of the independent variables. Two functions of 

logistic regression are to (1) predict group membership; and (2) assess the 

significance of the model (Hosmer and Lemeshow 1989).. 

Several steps were taken in testing hypothesized relationships. For the purpose 

of testing the model's predictive capability, all missing values within the sample were 
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replaced with mean values, then every predictor variable was standardized. Next, the 

entire sample was divided into two subsamples: (1) a test sample; and (2) a holdout 

sample. The purpose of the holdout sample was to validate the logistic function 

generated by analysis of the test sample. Sixty percent of the observations were 

selected at random for the test sample; the remaining 40 percent were used for the 

validation sample. 

The prior probability for the dependent variable (SALVCOMM) was 72.3% (224 

of the 311 total sample) straight commission (value = 0), and 27.6% 100% 

commission (value = 1). The test sample was made up of 191 observations; 141 

(73.9%) of the test sample observations were straight commission, 50 (26.1%) of the 

test sample observations were 100% commission. The holdout sample contained 119 

observations; 83 (69.7%) were straight commission, 36 (30.3%) were 100% 

commission. 

For the test sample, the analysis correctly placed 132 of the 141 straight salary 

observations, for a hit rate of 93.62%. 43 of the 50 100% commission observations 

were placed correctly, for a hit rate of 86%. The overall hit rate for the test sample 

was 91.62%. 

For the holdout sample, the logistic function correctly placed 82 of the 83 

straight salary observations (a hit rate of 98.8%), and 31 of the 36 100% commission 

observations (a hit rate of 86.11%). The overall hit rate for the holdout sample was 

94.96%, a better performance than the original test sample. The results of the 

analysis are shown in Table 4.7. 



80 

TABLE 4.7 

PREDICTIVE CAPABILITY OF LOGISTIC REGRESSION MODEL 

ACTUAL TEST SAMPLE HOLDOUT SAMPLE 

Correct Incorrect Correct Incorrect 

STRAIGHT 
COMM 

224 132 9 82 I 

100% 
PLAN 

87 43 7 31 5 

PCT. 
CORRECT 

100% 91.62% 94.96% 

The Chi Square value for the -2 log linear function was 57.539 (p=1.000, 

suggesting that the observed likelihood does not significantly differ from a model that 

fits perfectly) with 168 degrees of freedom. The model chi square was 162.076 

(p=.000) with 22 degrees of freedom, demonstrating that the predictive capability of 

the model is significantly greater than would be expected by chance. 

Once the predictive capability was assessed, a logistic analysis was conducted 

again, this time using the entire sample. Table 4.8 presents the variables left in the 

equation using backward elimination with the Wald Statistic criterion. Both backward 

and forward models were attempted, and the backward procedure yielded the model 

which was most inclusive in terms of the number of predidictors in the final model. 

The Wald statistic, which can be expressed as the square of the ratio of the coefficient 
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to its standard error, has a chi-square distribution. It is a commonly-used goodness of 

fit test in logistic regression. The procedure eliminated (p< .05) all but seven 

variables from the original model. Note, however, that all but NONSELL are highly 

significant variables (p< .01), and that the sum of the absolute values of the R-

statistics is .9491, suggesting that, collinearity notwithstanding, a large portion of the 

variance in the dependent variable may be accounted for by the predictor variables 

(by comparison, the same data analyzed with multiple regression yielded an adjusted 

R-squared of .756). 

The beta coefficient values are not interpreted in logistic analysis the same way 

they are in other forms of regression. Simply stated, the beta coefficients represent 

the amount of a change in the log odds corresponding to a one unit change in the 

independent variable. For the purpose of this analysis it is unnecessary to transform 

the coefficients. The coefficients represent the relative effect of each variable. For 

example, from Table 4.8, a relatively small change in MKTGROW will cause a 

larger change in probability of movement from straight salary to 100% commission 

than say, the same amount of change in NONSELL. In order of coefficient strength, 

the variables in the final equation are: MKTGROW, FIRMSIZE, MKTVOLA, 

TRAIN, PERFORM, ASSESS, and NONSELL. 

Hauck and Donner (1977) suggest that the Wald statistic in logistic regression 

should not be used for testing individual hypotheses. The reason is that high 

coefficient values tend to suppress the value of the Wald statistic, causing highly 

relevant variables to be interpreted as insignificant. Hauck and Donner recommend 
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that Chi Square values be used in place of the Wald statistic for testing individual 

hypotheses, suggesting that a nonparametric procedure might be most appropriate. 

TABLE 4.8 

LOGISTIC REGRESSION MODEL (TOTAL SAMPLE) 

VARIABLE BETA WALD R SIG 

NONSELL -.708 5.337 -.0955 .0209 

MKTGROW 3.908 9.132 .1396 .0025 

MKTVOLA 3.205 7.221 .1194 .0072 

FIRMSIZE -3.222 16.589 -.1996 .0000 

ASSESS -.829 6.787 -.1144 .0092 

TRAIN -1.177 9.043 .1387 .0026 

PERFORM .877 9.375 .1419 .0022 

CONSTANT -3.978 23.080 .0000 

Durbin Watson tests were used to assess the normality of the independent 

variables to determine whether a parametric procedure would be appropriate for 

hypotheses testing. Analysis of the market-related variables revealed a great deal of 

nonnormality. This, together with the fact that there are unequal cell sizes between 

categories of the the dependent variable, necessitated that a nonparametric procedure 

be used to test the individual hypotheses. The median test was deemed the most 

appropriate test for determining whether individual predictor variables significantly 



83 

affect the compensation mode of real estate agents (SALVCOMM). The reason is 

that the median test is strictly a test of central tendency; it is unaffected by unequal 

cell sizes and by nonnormality (Conover 1980). The test merely compares the 

number of observations above and below the mean within and between each category, 

then uses a Chi Square score to test the null hypothesis that they are equal. 

In addition to the median test, the data were analyzed using analysis of variance 

(ANOVA). Although the assumptions of normality and equal cell sizes are violated in 

the sample, ANOVA is considered a robust procedure. The advantage of MANOVA 

is that it affords the opportunity to compare the mean value between each category to 

assess whether the direction is as hypothesized. Hypotheses were deemed to be 

"supported" if the null hypotheses of equal between-groups medians (median test) and 

equal between-groups means (ANOVA) were both rejected at an alpha of .05, and if 

the direction was as hypothesized. Hypotheses were deemed to be "partially 

supported" if either the null hypothesis of equal medians or the null hypothesis of 

equal means was rejected at .05 alpha, and the direction was as hypothesized. All 

other cases are labeled "not supported." 

Table 4.9 summarizes the test results for all 23 hypotheses tests. The letters in 

the column at the far right denote whether the hypothesis was supported (S), 

partially supported (PS), or not supported (NS). Of the 23 original hypotheses, 10 

were supported, 7 were partially supported, and 8 were not supported. The direction 

of the between-group mean was as hypothesized for every variable tested except 

MOTIVE and ASSESS (note that the mean values shown in Table 4.20 are 
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standardized values). 

Following is a summary of each hypothesis test: 

HI: CONTROL. The mean value of the straight commission group (.236) was 

significantly above that of the 100% commission group (-.608), suggesting that there 

is a negative relationship between control and commission orientation. HI is 

supported. 

H2: RESCOMM . While the mean value for the straight commission group 

(.013) is higher than that of the 100% commission group (-.010), there is not enough 

difference between them to establish that commission orientation is associated with 

lower resource commitment. H2 is not supported. 

H3: DISRISK. The probabilities for both statistical tests are only slightly above 

the margin (.07 and .08). The direction is as conjectured (.063 mean for straight 

commission vs. -.161 for 100% commission), with greater commission 

orientation being associated with lower firm concern regarding dissemination risk. 

Nonetheless, the hypothesisis rejected. 

H4: MOTIVE. Contrary to expectations, straight commission salespeople scored 

higher on average (.017) than 100% commission salespeople (-.054) and neither test 

found the difference significant. The hypothesis is rejected. 

H4A: PERFORM. 100% commission salespeople tended to outperform their 

straight commission counterparts. Even after deducting yearly desk fees from the 

100% plan group, they averaged $79,863 in real estate income compared to $45,250 

for the straight commission group. The hypothesis is supported. 
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HYPOTHESES TEST RESULTS 
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H VARIABLE CHI P *<
 II o Y=1 F P S? 

HI CONTROL 29.6 .00 .236 -.608 51.2 .00 S 

H2 RESCOMM .03 .86 .013 -.010 .03 .85 NS 

H3 DISRISK 3.26 .07 .063 -.161 3.14 .08 NS 

H4 MOTIVE 2.07 .15 .017 -.054 .31 .58 NS 

H4A PERFORM 62.2 .00 -.253 .658 61.3 .00 S 

H5 MKTGROW .43 .51 -.227 .328 47.5 .00 PS 

H6 COMPENV .43 .51 -.241 .627 54.8 .00 PS 

H7 RPLCCOST .43 .51 -.220 .572 44.3 .00 PS 

H8 MKTVOLA 2.65 .10 .196 -.509 34.0 .00 s 
H9 MKTSHARE 33.9 .00 .343 -.893 135. .00 s 
H10 MKTSIZE 2.65 .10 .137 -.357 15.9 .00 PS 

Hl l TEAMSELL 3.01 .08 .103 -.263 8.49 .00 PS 

H12 TRAIN 95.6 .00 .437 -1.12 297. .00 s 
H13 ADEMPH 15.8 .00 .160 -.414 21.8 .00 s 
H14 FIRMSIZE 94.3 .00 .418 -1.08 250. .00 s 
H15 LTERM 1.30 .25 .018 -.042 .22 .641 NS 

H16 TIME .40 .52 .006 -.029 .08 .787 NS 

H17 CUSTLOY 8.9 .00 -.101 .251 7.87 .01 S 

H18 IMPACT 9.2 .00 .094 -.237 6.93 .01 S 

H19 NONSELL 34.0 .00 .225 -.590 47.4 .00 S 

H20 ASSESS 23.3 .00 .195 -.510 34.1 .00 NS 

H21 EXPERNCE .11 .75 -.025 .081 .69 .40 NS 

H22 RISK 1.64 .19 -.065 .172 3.52 .061 NS 
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H5: MKTGROW. The mean growth rate for markets served 

by straight salaried salespeople was significantly lower than that of 100% commission 

salespeople. However, the results of the median test reflect the nonnormality of the 

distribution. Therefore, the hypothesis is only partially supported. 

H6: COMPENV. The same problem of nonnormality occurred with the 

competitional environment variable. However there does appear to be a large 

difference in the means, with commission orientation being associated with intensified 

competitional environment. The hypothesis is only partially supported. 

H7: RPLCCOST. The replacement cost variable also had normality problems. 

In fact, because there were only four markets compared, there was a near-linear 

relationship between some of the market variables. H7 was partially supported. 

H8: MKTVOLA. The mean values suggest that, consistent with transaction cost 

theory, commission orientation is associated with lower market volatility. H8 is 

supported. 

H9: MKTSHARE. Both the median test and MANOVA results suggest that there 

is an inverse relationship between market share and commission orientation. The 

mean market share value for 100% commission salespeople (-.893) appears to be 

substantially different than that of straight commission salespeople (.343). H9 is 

supported. 

H10: MKTSIZE. Although the mean scores suggest an inverse relationship 

between market size and commission orientation, the median test was unable to 

confirm the trend with sufficient certainty (p=.10). The hypothesis is partially 
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supported. 

Hll : TEAMSELL. The mean scores suggest that there is significantly more 

team selling occuring among straight commission salespeople (. 103) than among 

100% commission salespeople (-.263). However, the median test was marginally off 

the alpha (p=.08). The hypothesis is partially supported. 

H12: TRAIN. There appears to be a strong inverse relationship between training 

and commission orientation. Straight commission salespeople report training support 

at .437 while 100% commission salespeople report training support at a powerful -

1.12. The hypothesis is supported. 

HI3: ADEMPH. Advertising emphasis is another strong predictor of 

commission orientation. Straight commission salespeople report strong advertising 

emphasis toward the firm (.160), while 100% commission salespeople report low 

advertising emphasis toward the firm (-.414). H13 is supported. 

H14: FIRMSIZE. By a very convincing margin, straight commission salespeople 

(.418) tend to work for larger firms than 100% commission salespeople (-1.08). The 

median test was also highly significant for this variable. The hypothesis is supported. 

H15: LTERM. As hypothesized, straight commission salespeople reported a 

higher long-term orientation score (.018) than 100% commission salespeople (-.042). 

However, neither test found the difference to be significant. H15 is not supported. 

H16: TIME. Here again, straight commission salespersons reported giving 

customers more time to make decisions (.006) than 100% commission salespersons. 

However, neither test found the difference to be significant. 
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H17: CUSTLOY. As proposed, there is an indication of a strong relationship 

between customer loyalty to the agent (as opposed to the firm) and commission 

orientation. Straight commission salespersons report low loyalty to the agent (-. 101) 

relative to 100% commission agents (.251). H17 is supported. 

H18: IMPACT. Because of the structure of the questions on the survey, a low 

score on IMPACT reflects high impact of selling effort, and vice-versa. Therefore, 

the results indicate a strong positive relationship between impact of selling effort and 

commission orientation. The hypothesis is supported. 

H19: NONSELL. Straight commission salespeople report having to spend much 

greater amounts of time on nonselling activities than 100% commission salespersons 

(.225 versus -.590). The hypothesis is supported. 

H20: ASSESS. Contrary to the hypothesized direction, salespersons on the 

straight commission plan report being assessed more by performance (. 195) than 

salespersons on the 100% commission plan (-.510). In addition, the relationship is 

significant according to both tests. The hypothesis is not supported. 

H21: EXPERENCE. Straight commission salespersons report lower experience 

than 100% commission salespersons (-.015 to .081). The difference does not test as 

significant, however. The hypothesis is not supported. 

H22: RISK. As proposed, 100% commission salespersons score higher as risk-

takers than straight commission salespeople (-.065 to .172). However, neither test 

found the difference significant. Thus, H22 is not supported. 



CHAPTER V 

DISCUSSION, IMPLICATIONS AND FUTURE RESEARCH 

Discussion of Findings 

This research demonstrates that the Eclectic Paradigm of Salesperson 

Compensation (EPSC) is a useful first step in developing a comprehensive paradigm 

for understanding salesperson compensation. No known previous study has 

demonstrated the predictive capability of the model developed in this study. The 

degree of variance explained in the model suggests that integrating theories from the 

sciences of economics and psychology - and exploring variables related to markets, 

salespeople, the firm itself, and the nature of transactions - may better explain in toto 

choice of salary versus commission compared to research based on a single theory 

from a single discipline. 

Although there remains much to be explored regarding the nature of salesperson 

compensation, the EPSC is a good initial step in developing a more comprehensive 

framework for use by academicians in developing future predictive models, and by 

practitioners in building compensations plans to maximize a firm's objectives. Of the 

four key dimensions of the EPSC, commission orientation was found to be negatively 

associated with control, and positively related to the 
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performance aspect of motivation/performance. While the other two relationships 

were not found to be significant, dissemination risk was directionally consistent with 

the EPSC and only marginally insignificant; and resource commitment was 

directionally consistent with the EPSC, though not significant. 

The nonsignificance of results regarding resource commitment may be the result 

of ambiguity in the survey instrument. One might reach this conclusion because the 

relationships between other variables suggested by resource commitment and 

commission orientation were found to be significant. For example, there were strong 

inverse relationships between commission orientation and firm size, commission 

orientation and advertising emphasis toward the firm, and commission orientation and 

training support. 

The insignificance of the motivation construct is probably also the result of 

poorly-formulated survey questions. The reliabilities of the original scale were very 

poor, so only two of the original items could be used to develop the construct. The 

explanation that motivation leads to increased effort, and that increased effort leads to 

improved performance is well-established in the literature (Walker, Churchill, and 

Ford 1977). Therefore, the high positive relationship between commission orientation 

and performance (H4A) suggests that 100% commission salespersons are more 

motivated than straight commission salespersons. 

Note also that results of the analysis of relationships between market-related 

variables and commission orientation should be interpreted with with guarded 

skepticism. The comparisons were made across only four markets dilineated by 
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county (Dallas, Tarrant, Collin, Denton), and nearly a third of the sample contained 

missing values for at least one market-related variable. Although many of the market-

related hypotheses were supported or partly supported (for example, those between 

commission orientation and market size, market volatility and market growth), the 

limitation in the number of markets and the method of identification hinders the 

generalizability of the results. For example, the Colleyville area of Tarrant County 

may have more in common with the Piano area of Collin County than it does with the 

Fort Worth area of Tarrant. Both are areas of newer custom homes with emerging 

infrastructures; yet for this study they were treated as separate markets. Nonetheless, 

significant differences were found between markets in spite of whatever 

commonalities exist, lending credence to the underlying theory (EPSC). 

The firm-related variable (firm size, market share) should be considered 

somewhat more valid than the market-related variables because of the variety of firms 

that participated in the survey. It should also be noted that the definition of a "firm" 

affected the results. Firms that were independent franchisees were treated as separate 

firms; whereas, any firm with multiple branches under a common owner was treated 

as one firm (franchisees with more than one branch were also treated as one firm). 

Thus, 100% agents tended to work for franchisees (largely RE/MAX affiliates) and 

straight commission agents tended to work for large multibranch firms (largely Ebby 

Halliday, William Rigg and Henry S. Miller affiliates). This resulted in the 

significant inverse relationship between commission orientation and firm size. 

Nonetheless, this approach is consistent with the treatment of franchising in the 
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marketing literature as a different, usually lower control mode of ownership than 

direct ownership of branch affiliates (Carney and Gedajlovic 1991). One conclusion 

to be drawn from the results of this study is that the success of the RE/MAX 100% 

commission program may be due in large part to the franchise nature of the 

organization, and that the system would not have fared as well had the organization 

attempted to introduced the program through direct ownership. 

Given the large sample size and low incidence of missing values, the transaction-

related variables and salesperson-related variables can be considered highly valid. 

The consistency between the EPSC and the findings regarding commission orientation 

and nonselling activities, commission orientation and impact of selling effort, 

commission orientation and customer loyalty to the firm, commission orientation and 

advertising emphasis, and commission orientation and training suggests that the 

framework has value. 

The one confounding result is the significant positive relationship found between 

commission orientation and salesperson performance assessment. Contrary to theory, 

the findings suggest that managers with straight commission compensation plans tend 

to assess salespeople more by performance than do managers of offices which use the 

100% commission system. However, there may be a simple explanation to suggest 

that the relationship is anomalous to the far end of the salary/commission continuum, 

where agents actually pay the business owner fees for the privilege of keeping all of 

their commissions. In this circumstance, the manager is less likely to assess the 

firm's salespersons by performance than by whether they pay their desk fees in a 
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timely fashion. The firm is therefore only indirectly dependent on the performance of 

its sales force. Contrast this with the owner of a brokerage firm employing a straight 

salary system. Since commissions are split between firm and salesperson, this 

manager is strictly dependent on salesperson performance for firm income. Thus, it 

is no surprise that straight salary salespersons report a significantly higher level of 

performance-based assessment than 100% commission salespersons. 

Given the congruence between results and theory, it is reasonable to suggest that 

the positive directional relationship between commission orientation and salesperson 

risk propensity would likely have been found to be significant had the sample size 

been larger. The same can be said for the inverse relationship between commission 

orientation and team selling. There is less certainty regarding the hypothesized 

relationships between commission orientation and long term commitment, commission 

orientation and time between order and sale, and commission orientation and 

salesperson experience. 

Limitations 

The sample for this study was generated by the author, who distributed surveys 

to real estate salespersons throughout the Dallas/Fort Worth Metroplex. The 

companies sampled were chosen on the basis of convenience, considering the research 

questions. A large number of RE/MAX offices were chosen because of the need to 

ensure variance in the dependent variable (RE/MAX franchisees commonly use the 

100% commission plan, while most other real estate firms use straight commission 
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plans). A large number of surveys from straight commission salespersons came from 

Ebby Halliday Realtors, William Rigg Realtors and Henry S. Miller Realtors because 

of the cooperation of the top management of those firms. Although no firm 

approached by the author refused to cooperate, the final sample may or may not 

reflect the nature and attitudes of the population of real estate agents in the North 

Texas region. Furthermore, the 26.9% return rate means that 73.1% of the 

salespersons who received surveys did not return them. Beyond comparing the results 

of this study to those of another study (Abelson 1988), there is no way of knowing 

whether the surveys that were returned would have differed from the surveys that 

were not returned. 

The internal validity of this study may also be affected by the inconsistency of 

cooperation level between firms. Some managers handed out surveys during sales 

meetings and urged the sales force to participate; other managers merely assented to 

placing the surveys in agents' mailslots. The return rate did vary between offices. 

After the initial pre-test, all real estate salespersons received the same survey 

instrument. The questions did not vary as to order or content between individuals in 

the sample. Thus, the internal validity is influenced to whatever degree responses 

were affected by the order of questions. 

As previously noted, the initial reliabilities for ASSESS, RISK, TEAMSELL, 

IMPACT and LTERM were unacceptably low. In order to boost reliability, items 

were removed from the initial constructs. The following operationalizations contained 

only two items: ASSESS, RISK, IMPACT. The construct validity for these variables 
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may be limited. Acceptable convergent and discriminant validity was indicated for all 

of the constructs once the reliability difficulties were resolved. 

The generalizability of the study is limited to real estate salespersons from the 

firms sampled in the North Texas region. Salespersons from other industries, firms 

or regions may differ in their attributes and responses. While the EPSC presents 

theoretical reasons why the results of this study may hold across other industries, 

firms and regions, researchers and others reviewing this study should consider how 

results might vary if the sample frame were changed. 

Implications 

For researchers, the most imortant implication of this research is that the 

integration of multiple theories from varied disciplines into a comprehensive paradigm 

may yield a richer harvest than a set of hypotheses from a single-theory. Numerous 

marketing questions are in need of broader investigations than can be generated using 

narrow explanations. In the present example, marketers until now have approached 

the salary versus commission dependent variable from different orientations. The two 

primary premises of previous research were that compensation plans should (1) 

maximize salesperson performance (Casey 1989); or (2) maximize firm profits (Farley 

1964). Until now, no researcher has attempted to develop farther reaching research 

to help develop normative answers to questions such as: 

- What sort of compensation plan should a firm adopt if its primary objective is 

to maximize salesperson performance? 
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- What type of compensation plan should a firm adopt if the firm has invested 

heavily in the enterprise? 

- What type of compensation plan should a firm develop if the primary objective 

is to suppress dissemination of the firm's competencies? 

- What type of compensation plan should be designed if the primary objective is 

to control the activities of the sales force? 

Hopefully, the present research has made a contribution toward answering such 

questions. 

Researchers should consider all of the possible objectives of the firm in 

developing broader explanations. The maximization of profits is probably not the 

primary goal most businesses consider when developing long-term marketing strategy 

(of which the firm's compensation plan is a part). More likely, firms consider 

maintaining or improving their market share, stifling potential competitors, 

establishing a given market position, reaching growth targets, or maximizing customer 

satisfaction. Given the multitude of possible objectives, there is clearly a need to 

broaden our understanding of the process of developing sales compensation plans, as 

well as other strategic decision-making, under a variety of situational contexts. 

Researchers should also note that the EPSC is not intended to be an explanatory 

model. The EPSC is a paradigm. It is intended to integrate a number of different 

theories, including transaction cost theory, agency theory, traditional economic 

theory, valence-instrumentality-expectancy theory, equity theory and behavioral 
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modification theory, into a single comprehensive framework. Because it is a 

paradigm, the relationships explored should be considered associative in nature, rather 

than causal. For example, if an association is shown to exist between salary-

orientation and market share, it is not intended to show that salary causes market 

share or vice-versa. The primary purpose of this research is to demonstrate that 

associations exist; one should look to the underlying theories for explanations. 

The most notable implication for strategic managers is that sales force 

compensation plans should be seen as having inherent characteristics which may serve 

to encourage the accomplishment of objectives, or possibly hinder success, depending 

on whether there is congruity between the compensation system and the firm's 

strategic posture. For example, a firm's use of additional incentives may increase 

sales by improving salesperson performance; however, the same action might have a 

severe a negative effect on the firm'a ability to maintain control over the activities of 

the sales force. The eclectic paradigm of salesperson compensation is a seminal 

attempt to examine salesperson compensation holistically. The basic framework 

proposes that salary orientation is positively associated with resource commitment and 

control, and negatively associated with dissemination risk and salesperson motivation 

and performance. At present, managers must weigh the importance of various effects 

on a situation-by-situation, and variable-by-variable, basis. Managers should not 

assume that the relationships tested and found significant here will hold in all 

industries, firms and circumstances. Managers should consider how their particular 

situation differs from that of the present study before acting on these findings and 
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committing to a specific course of action. 

Advertising managers should note that there appears to be a relationship between 

a firm's compensation plan and advertising message development. If it is the case 

that salespersons are compensated by salary, advertising message development should 

attempt to build customer loyalty to the brand or firm. If salespeople are 

compensated by commission, the advertising plan should be more focussed toward 

building loyalty to the firm's representatives. Although it was not measured here, the 

author suspects that salary-oriented firms spend more on advertising than commission-

oriented firms. In the latter case, advertising may be used to support the activities of 

salespeople; in the previous case, advertising may be used more directly to generate 

sales. If the firm's objective is to improve customer loyalty to the firm or brand, 

marketing managers should consider that reconfiguring the sales compensation plan 

toward a salary orientation may be a necessary strategic component of the marketing 

plan. 

The significant negative relationship between sales training and commission 

orientation suggests that firms gain more from training programs when salespersons 

are salaried. Nothing in this study should be construed to imply that salaried 

salespersons will respond more favorably to training than commission salespersons. 

Nonetheless, these results do confirm that firms spend less on training as commission 

orientation increases. The reason may be that firms which utilize commission-based 

sales compensation plans find it less necessary to control salesperson activities and 

promotional messages. Thus, there is less need to train salespeople regarding specific 
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procedures and methods. 

For sales managers, this research may help to clarify a few important issues. 

The firm will benefit if it increases incentives to the sales staff because salespersons 

will improve performance. However, there will also be negative ramifications. 

Salespersons will perform fewer nonselling activities such as organizational citizenship 

behaviors; there will be a decrease in the sales manager's ability to control the 

activities of the sales force; turnover (and other forms of dissemination of the firm's 

competencies) may increase; the firm's ability to maintain large market share may be 

compromised; and the intraorganizational incidence of team selling will decrease. 

Thus, the sales manager should anticipate the degree to which possible negative 

aspects of the decision to increase incentives will occur, and plan accordingly. 

For residential real estate practitioners, these results imply that a large firm with 

a strong market share may find it strategically advantageous to introduce a salary 

component to its sales compensation program. Just as RE/MAX franchisees have 

successfully cultivated competitive advantage by expanding the commission end of the 

compensation continuum beyond the industry norm, so too may a large, dominant 

firm improve its advantage by moving toward the salary side of the continuum, 

maintaining full ownership and control over branch operations, and targeting 

promotion toward increasing customer loyalty to the firm. Small, low market share 

real estate firms may find it advantageous to increase agents' commission splits and 

offsetting the cost by charging agents for minimum services such as errors and 

omissions insurance, advertising expenses, or office space. 
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Future Research 

Four important areas for future research are: 

(1) The identification of new relevant dimensions of the eclectic paradigm of 

salesperson compensation; 

(2) The development of better explanatory models; 

(3) The identification of additional relevant variables; and 

(4) Improved understanding of intervariable relationships. 

The author suspects that in addition to the four dimensions of resource 

commitment, control, dissemination risk and motivation/performance, there may be a 

fifth dimension to the EPSC: customer satisfaction. There may be a positive 

association between customer satisfaction and salary-orientation. Very little research 

to date has attempted to link salesperson compensation with the marketing concept, 

and further investigation in this area would be of vast interest to marketers. 

Practitioners in varied industries have recently been tying sales compensation to 

customer satisfaction (Cohen 1994). Studies are needed to document the trend and 

better understand the organizational and marketing ramifications of satisfaction-based 

compensation. 

The model that emanated from this research demonstrated very good predictive 

power and explained variance. Nonetheless, approximately 25 to 50 percent of the 

variance in the dependent variable was unexplained (the precise amount is not known 

because the assumptions of multiple regression were violated, so the R-squared of 

75.6% may be incorrect). While the EPSC produced a more comprehensive 
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explanatory model than previous research, unexplained variance remains. 

Researchers should attempt to develop even more comprehensive models so that, in 

time, all of the factors associated with salary versus commission sales compensation 

will be known. Ways to acomplish this include improving measurement of variables, 

identifying additional dimensions (such as customer satisfaction, perhaps), or to find 

additional relevant variables suggested by the dimensions of control, resource 

commitment, dissemination risk, and performance. 

There are a number of variable relationships suggested by the EPSC which were 

uninvestigated here. An interesting study regarding sales compensation in an 

international context could compare salary orientation across various entry modes. 

The EPSC suggests there should be a positive association between salary orientation 

and high control modes. Similarly, there should be a positive association between 

salary orientation and the level of control in management's approach to organizational 

discipline. 

Other possible relationships worthy of investigation include possible associations 

between salary orientation and brand equity; salary orientation in services as opposed 

to tangible products; salary orientation and sales effort; salary orientation and 

individual motivation, equity perception, instrumentality and attribution; and salary 

orientation and turnover. 

Finally, future researchers should attempt to develop pattern models from the 

variables tested in this study as well as other studies in efforts to better explain 

causality and interrelationships between variables. Furthermore, given the amount of 
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multicollinearity between the independent variables of this study, there are likely to be 

a number of moderating and interactive effects worthy of further investigation. 

Conclusion 

The author sincerely hopes this research has moved the literature regarding sales 

compensation and its determinants forward. Perhaps the Eclectic Paradigm of 

Salesperson Compensation will provide a foundation for researchers and practitioners 

to build upon as we continue our quest to understand how the market affects the 

nature of salespeople, how they are compensated, and how they should be 

compensated in various situational contexts. 
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APPENDIX A 

SALES COMPENSATION DYNAMICS OF THE RESIDENTIAL 

REAL ESTATE INDUSTRY 

Industry Overview 

The Federal Trade Commission (1983) estimates that 85.2% of resale single 

family homes in the United States are sold with the assistance of a hired real estate 

broker. The essence of the residential real estate brokerage function, according to the 

FTC, is the matching of buyers and sellers in the market for housing. Because 

brokers have expertise and information which consumers generally lack, the 

residential real estate broker and subordinate agents are in a position to offer three 

basic services, including (1) providing information about the market; (2) negotiating 

the terms of the sale; and (3) providing assistance and information in the purchase and 

sale transaction. 

For the purposes of this discussion, a real estate brokerage firm is defined as an 

organization which, for a fee, negotiates the listing, sale, or exchange of residential 

real estate. A real estate salesperson (or associate, or agent) is an individual, whether 

licensed as a broker or agent, who is employed by a brokerage firm for the purpose 

of negotiating real estate transactions. In the State of Texas, there are approximately 

2,700 brokerage firms with 3,500 offices and 90,000 salespersons, who may be 
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licensed as either brokers or salespersons (Texas Real Estate Research Center 1990). 

There are a number of market characteristics that make the residential real estate 

brokerage business unique among information service businesses. A key problem is 

that of marketing highly heterogeneous products in a market composed of buyers with 

unique or unknown preferences, who purchase the product infrequently. Thus, the 

industry arose from the need for sellers of homes to maximize exposure, and for 

buyers to minimize search costs. In order to achieve this, brokers in each market 

throughout the country generally pool the information about homes currently 

available, and market them cooperatively through a system known as the Multiple 

Listing Service (MLS). The result of MLS and other industry practices (such as 

political protectionism and the development of minimum licensing and continuing 

education requirements) has been to bring process homogeneity to a market in which 

the product is highly heterogeneous. 

Figure A. 1 illustrates the traditional system of compensation of real estate agents, 

which continues to be the predominant one in use throughout the United States today 

(Irwin, 1984; Hines, 1976). Typically, a residential real estate brokerage establishes 

a fee based on a fixed percentage of the sales price of each home sold. The broker's 

fee is generally used by all salespersons (agents) within the firm in determining the 

amount of compensation due for any particular sale. The common commission rate 

throughout the U.S. is 6% or 7% of the sales price, payable to the brokerage firm 

upon successful close of escrow. Once collected, the fee is subsequently divided 

between the salesperson and the employing brokerage. High producing agents might 
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be paid 65% to 80% of the total fee after reaching a threshhold base, while lower 

producing agents might receive anywhere from 45% to 65% of the total fee. In 

addition, many transactions involve two brokerage firms - one representing the seller, 

and another representing the seller. In such instances, the brokerage commission is 

first split evenly between the two brokerage firms, then each firm splits its share with 

its salesperson as previously indicated. This traditional system of compensation 

would in itself be worthy of investigation in order to determine the level of 

salespersons' commission percentage that maximizes motivation (e.g., the concept of 

marginal utility of time would suggest that brokers should increase the percentage as 

agents increase production over time). 

Figure A.1 

COMMISSION PAYMENT STRUCTURE OF THE 
REAL ESTATE BROKERAGE INDUSTRY 

SELLER (6% Commission) 

BUYER'S BROKER (3%) SELLER'S BROKER (3%) 

I I 
AGENT (SALESPERSON AGENT (SALESPERSON) 

There is a notable lack of elasticity in the price of real estate brokerage services, 

which critics of the industry have pointed to as evidence of de facto collusion among 

real estate brokers. The Federal Trade Commission (1983) found the pricing of real 
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estate services to be a "paradox" because the industry has relatively few barriers to 

entry, and the practice of face-to-face negotiation presents a likely scenario for 

variable pricing. The FTC report speculated that the lack of elasticity may be due to 

(1) the fact that a rise or fall in the price of brokerage fees does not result in a 

dramatic inflow or outflow of customers; (2) a change in fees does not have an effect 

on broker market shares; (3) there are few fixed costs to most firms (salespeople 

generally being paid on a commission basis); (4) given the cooperative nature of the 

industry, price cutters are easily detected; and (5) the highly interdependent nature of 

the industry dictates that prices be relatively fixed. Massad (1993) used data from a 

regional multiple listing service to statistically demonstrate that real estate brokerage 

fee inelasticity is the result of inelasticity of buyer demand and across-broker 

consistency of services. Miceli (1992) developed an econometric model to 

demonstrate that brokers help both buyers and sellers economize on transaction costs, 

creating welfare gains compared to a market in which buyers and sellers transact on 

their own. The more price competition brokers engage in, the more such welfare 

gains would be dissipated. Hence, the result has been industry-wide price inelasticity. 

Regardless of the reasons, it is very interesting that the industry has largely avoided 

the fierce price competition that has characterized nearly all other service industries in 

recent years. The relationship, if any, between the lack of price elasticity and the 

independent contractor (i.e., straight commission) orientation of the industry has not 

been investigated, and would be worthy of research effort. 

It should be noted that, relative to their colleagues throughout the world, U.S. 
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real estate agents are better paid and less likely to negotiate a reduction in brokerage 

fees (DePalermo 1985). In the United Kingdom, for example, real estate brokers 

charge, on average, approximately 60% less than their U.S. counterparts (Chinloy 

and Megbolugbe 1994). Miceli (1988) noted that, while both U.S. and U.K. real 

estate agents ("estate agents" in British parlance) tend to be paid by commission-based 

compensation, most residential listings in the U.K. are open listings, whereas most 

residential listings in the U.S. are exclusive listings. The researcher noted that the 

absence of a multiple listing service in the U.K., and the capability for the brokerage 

industry to control information, likely accounted for the variance in commission rates 

between the two countries. Critics of the U.S. system cite the U.K. as evidence that 

a free market for real estate services is not in place in the U.S. 

Another noteworthy aspect of the industry is that it has traditionally been one of 

local markets served by numerous small, locally-based firms. As noted by Ferguson 

(1992) there has been a notable increase in national and regional firms (such as 

Coldwell Banker or Dallas-based Ebby Halliday), and franchisees (such as Century 21 

or Re/Max); still, more than 50 percent of all firms in the industry have fewer than 

10 salespeople, and two-thirds operate from a single office (U.S. Federal Trade 

Commission 1983). The FTC attributes this industry characteristic to several factors: 

(1) the fact that few economies of scale can be realized by fractioning or automating 

the broker's job; (2) the cyclical nature of the industry prevents larger firms, with 

their higher fixed costs, from entering; (3) there is a relatively easy entry into the 

industry; (4) Success in the industry is dependent on the professional skills of 
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salespersons rather than on other more controllable elements. 

This last point is supported by Albrecht (1988) who found that agent reputation 

was more important to consumers of real estate services than firm reputation. Similar 

findings were reported by Day and Nourse (1991). The orientation of the customer 

perhaps underscores why commission compensation is so prevalent in the industry. 

Consistent with the Eclectic Paradigm of Salesperson Compensation, the system most 

likely to maximize salesperson motivation is the commission system. Since the 

industry is so highly dependent on the skills of individual salespeople, it is little 

wonder that 90% of the employing brokers in the industry utilize such a system 

(Perry 1988). 

Trends in the Real Estate Industry 

Real estate brokers have attempted varied alternative salesperson compensation 

schemes in recent years, in large part to offset the effects of an oversupply of brokers 

in most markets, and the 1991-1993 recession. While there is disagreement among 

industry pundits as to whether the industry is in long-term decline, it is generally 

recognized that the huge land booms that characterized the 1950's and 1980's are a 

thing of the past. The aging of the population brings with it lower mobility among 

the prime post-war baby boom market, and population stabilization means that new 

housing growth will likely be modest for the forseeable future (Arnold 1993; Kelly 

1993; Darragh and Kadleck 1991). Optimistic industry observers cite the growing 

need for retirement housing and replacement stock as possible sources of future robust 
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growth in the industry (Ourand 1994). For resale brokers, the key to growth is 

housing turnover, which has traditionally been a function of Americans' confidence, 

or lack of confidence, in their economic futures. Hence, the industry is irrevocably 

tied to interest rates and the overall condition of the national economy. 

Brokers have in recent years gone in both directions away from the industry's 

traditional straight commission system in attempts to make their individual firms more 

attractive to salespeople. Ferguson (1992) suggests that competition within the 

industry will lead more and more brokers to offer modest salaries and bonuses 

calculated as a percentage of firm profits in place of the traditional straight 

commission system. This sentiment was echoed by Stephens (1991) who reported that 

at least one prominent corporate real estate executive, Stephen E. Roulac formerly of 

Deloitte & Touche, thinks that there will be more of a move to a salary-plus-bonus 

arrangement within the commercial real estate industry, similar to Wall Street firms. 

Contrarily, many brokers seeking to offset risk in the face of economic 

turbulence have adopted a system in which market risks are transferred to individual 

salespersons. The system, known as the 100% commission system, allows each agent 

within the firm to retain 100 percent of the commissions earned from sales. In 

exchange, the agent pays his or her broker a fixed fee each month for the use of 

phones, support material, advertising, office space, etc. The 100% commission 

system is the most compatible with the legal delineation of real estate agents as 

independent contractors. The largest proponent of the system is the firm Re/Max, 

which has seen explosive growth in the number of franchisee brokers and affiliated 
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agents in recent years (Thompson, 1990). The 100% commission system attracted 

numerous top-producing agents nationwide, resulting in the growth of the company 

from an obscure operation in 1987 to its present position as the second-largest 

franchise real estate firm in the U.S., with 1,900 offices and over 30,000 salespersons 

(Incentive 1993). 

Figure A.2 illustrates the difference between the salary-orientation continuum in 

other industries versus that of the residential real estate industry. Traditionally, a 

firm's compensation posture has been perceived and measured as a level of salary 

orientation, with straight salary (100% salary) at one end of the continuum and 

straight commission (0% salary) at the other end of the continuum. A real estate 

brokerage firm's compensation posture should be perceived and measured as a level 

of commission orientation, with a combinative plan (relatively low commission %) at 

on end of the continuum, and the 100% plan (agent keeps 100% of commissions, 

pays broker fixed costs) at the other end of the continuum. It is proposed that the 

dynamics of commission orientation are the same as the dynamics of salary 

orientation. The same forces (i.e., control, motivation, resource commitment, and 

dissemination risk) that propel an organization to choose a place on the traditional 

continuum between straight salary and straight commission also propel a real estate 

brokerage firm to choose a place along the continuum between a combinative plan and 

the 100% plan. Hence, the Eclectic Paradigm of Salesperson Compensation remains 

a viable framework for examining the question, but the dependent variable should be 

operationalized differently (i.e., commission orientation rather than salary 
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orientation). 

HgureA2 

COMPARISON OF TRADITIONAL SALES COMPENSATION 
TO REAL ESTATE SALESPERSON COMPENSATION 

TRADITIONAL SALES COMPENSATION CONTINUUM: 

Straight Combinative Straight 
Salary Plans Commission 

REAL ESTATE AGENT COMPENSATION CONTINUUM: 

Combinative Straight 100% 

Plans Commission System 

Two other industry trends, one in the business environment and the other in the 

government realm, lead one to conclude that the implementation of plans with a 

minimum salary component may be a source of strategic advantage for some real 

estate firms. These trends are (1) the increasing complexity of the real estate 

industry; and (2) the increasing need on the part of the federal government for new 

revenue sources. 

The level of complexity in the residential real estate industry has been increasing 

nationwide for the past two decades. Real estate transactions that once required a 

simple one page, single-sided contract now require many pages of legal 
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documentation including contracts, addenda, disclosure statements, property 

inspections, etc. Several researchers (Birnbaum and Vanucci 1991; Hagglund and 

Weimer 1991; Fain 1995) have noted the startling increase in the amount of litigation 

in the industry; agents and brokers are increasingly being sued for negligence, failure 

to disclose, misrepresentation, and fraud. The courts have abandoned the doctrine of 

caveat emptor (buyer beware) in favor of the doctrines of negligent and innocent 

misrepresentations to Realtor-purchaser communications. As the legal complexity of 

the industry has increased, many states have tightened licensing restrictions to require 

higher minimum education and continuing education requirements for practitioners. 

There has also been a movement afoot in recent years to disallow the practice of 

dual agency, whereby the same broker represents both the buyer and seller in the 

same transaction. In California, for example, legislation to outlaw dual agency has 

been introduced in the last several sessions of the legislature. As a compromise to 

outlawing dual agency, many states now require that brokers disclose in writing the 

agency relationship between brokers and their clients in every transaction (Birnbaum 

and Vanucci, 1991). Bryant and Epley (1992) reported that most states now require 

disclosure, definition of duties, and restriction of activities toward the nonfiduciary 

party. Many industry observers believe it is only a matter of time until states begin 

outlawing dual agency on the grounds that the practice is an inherent conflict of 

interest by the broker playing the dual role. The implication of such legal action is 

that team selling (i.e., one broker representing the seller, another broker required to 

represent the buyer) may in the future become a legal requirement in every real estate 
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transaction. An increase in the amount of coordination of efforts between buyer 

brokers and seller brokers might lead to between agent coordination of tasks such as 

prospecting, presentations, property inspections, and escrow management. Because it 

would be difficult to assess performance under such an arrangement, a salary-oriented 

system would best accommodate coordinated efforts. 

The second trend - the increasing federal hunger for revenues - may have a more 

direct effect on the compensation plans of real estate brokerage firms. The need to 

control the federal deficit is likely to be the primary domestic political focus of the 

next generation. As pressures mount to bring the deficit under control, benefits for 

special interests such as farm subsidies and certain tax exemptions, are likely to be 

eliminated. Among the likely targets in the real industry are the home interest 

deduction and the treatment of real estate agents as independent contractors. England 

(1992) reported that the home interest deduction is coming under increasing criticism 

from academia and public housing advocates who would like to use the income gained 

from eliminating the home interest deduction to fund public housing projects. Stiss 

(1992) reported that the IRS estimates that $1.6 billion is lost annually to the 

misclassification of workers as independent contractors, and that the agency has been 

taking a more aggressive stance against businesses who misclassify employees. 

Health care concerns raise additional issues. The treatment of agents as independent 

contractors means that each individual agent is responsible for acquiring his or her 

own health care insurance. Supporters of employer-mandated national health 

insurance would no doubt prefer that the broker assume the responsibility for the 
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coverage of agents because there would be considerably less opportunity for 

noncompliance, and the system would be much easier to administer. Hence, the 

nationalization of health care, if it came to pass, could become a catalyst for 

elimination of the independent contractor exemption of real estate agents. 

Contrary to this trend is the increasing use of independent contractors by 

businesses in all industries. Ori and Smith (1992) envision a 21st century business 

environment in which the typical corporation is a horizontal organization with 

networks of independent contractors. The "hollowing out" of corporations and the 

increasing utilization of independent contractors and "outsourcing" is not going 

unnoticed by a political community wrestling with health care issues, the shrinking 

middle class, the depletion of the power of labor, etc. Given the current political 

orientation in Washington, D.C., it seems likely that legislation will be proposed to 

severely limit the definition of independent contractors. The implication of a change 

in the law would be a strategic advantage to those companies that had the foresight to 

employ a salary-based system, since the disruption to their businesses would be 

minimal. The compensation system would be a core competence to such firms; the 

elimination of the independent contractor exemption for real estate agents would 

present the opportunity for a windfall. 

The vagaries of politics aside, a salary-based compensation plan must be shown 

to be strategically superior in the present environment in order to justify its 

implementation by any real estate brokerage. Political action can neither be counted 

upon nor predicted, though it seems much more likely that congress will in the future 
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limit the exemption or maintain the status quo than for congress to add additional 

incentives in favor of commission systems. Therefore, if a salary-based system of 

compensation were shown to be strategically superior in the absence of political 

action, it appears unlikely that the advantage would be politically undone. One 

purpose of the present study is to identify circumstances, above and beyond those 

presently known, under which a salary-based real estate brokerage compensation plan 

is strategically superior. 

Performance and Motivation in the Industry 

The attitude of most employing brokers regarding the use of salary in 

compensating real estate salespersons might be summed up by one CEO of a large 

regional brokerage in Cleveland, Ohio: "When brokers pay employees, they never 

know whether they're paying the salary of the wrong person - someone who doesn't 

have a burning desire to succeed and serve people or move heaven and earth to find 

the right house for a buyer (Perry 1988, pg. 13)." The prevailing opinion within the 

industry is that straight commission systems promote maximum motivation at a 

minimum of fixed personnel expense, ensuring that profits are maximized and that 

customers are afforded the highest possible level of customer service. As a result, 

employing brokers place a great deal of emphasis on recruiting, hiring, and training 

both new and experienced agents in the fierce competition for market share. It has 

been reported that that real estate firms will expand to accommodate new agents even 

in depressed markets (Feinstein, 1988). In one study that tested for correlation 

between market share in the real estate brokerage industry and seven factors 
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hypothesized to contribute to it, the researchers found that the only variable to 

significantly correlate to market share is the number of agents employed by the firm 

(Colwell and Marshall, 1986). Other theoretical contributors to market share, 

including the amount of square footage of the brokerage office and the amount of 

classified advertising purchased by the firm, were shown not to be significant. 

In a study with important implications for compensation strategy in the industry, 

Anderson et al. (1984) developed an organizational behavior modification project 

intended to increase sales within a real estate brokerage firm by introducing incentives 

that rewarded client contacting behavior. The researchers found that real estate 

agents were motivated to behaviors likely to improve sales performance through the 

introduction of relatively small incentives. They found that client contacting behavior 

regressed to former levels upon withdrawal of the stimulus, and increased again 

(though not to original levels) when the stimuli, in the form of token reinforcements, 

were reintroduced. While the Anderson et al. study was hindered by the large 

turnover rate of agents at the firm during the experiment, their findings suggest that it 

might be possible to organize a brokerage firm on the basis of salaries or combinative 

compensation and the use of behavior modification techniques, including token 

reinforcement of both behaviors and sales volume, to encourage sales oriented 

behavior. Presumably, a firm utilizing such a strategy would enjoy a differential 

advantage over competitors forced to pay high commissions, at least until the benefits 

of the system were widely known throughout the industry. 

The majority of research regarding real estate agents and compensation supports 
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the notion that a commission system is in the best interest of both the industry and the 

customer. Collier (1990) pointed out that the trend in many industries has been 

toward the replacement of salaried employees with independent contractors. She 

studied organizational and individual behavioral characteristics of real estate agents in 

an effort to understand the issues that might confront other organizations in other 

industries as they convert to an independent contractor system. Collier found that 

highly-successful real estate agents were highly committed to their careers (i.e., 

occupationally committed) with low commitment to the organization. They were less 

educated, and they experienced higher job satisfaction levels than their less successful, 

organizationally committed counterparts. Collier's research is supported by Bartkus 

et al. (1989) who interviewed 245 real estate salespeople and found that Type A 

behavior was positively related to work effort, and that work effort was positively 

related to sales performance. Intuitively, there would appear to be a connection 

between Collier's high occupational commitment and Type A behavior among real 

estate agents. The best agents, the "go-getters" in terminology commonly used by 

practitioners, are intrinsically-motivated overachievers who embrace risk and covet 

reward. In this sense, both the Bartkus et al. study and Collier's study can be said to 

support practitioner wisdom. A commission-based system would seem likely to 

attract occupationally-committed, Type A individuals, resulting in a higher overall 

success rate for agents within a firm. 

To date, the most comprehensive investigation of the determinants of real estate 

sales performance was conducted by Abelson, Kacmar, and Jackofsky (1988). 
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Abelson et al. (1988) examined the relationship between seven factors and sales 

performance (measured as dollar commissions earned in the year of and the year after 

administration of the survey). The seven factors were biographical factors (age, 

experience, gender, marital status, education, hours worked per week); personality 

factors (need for achievement, need for autonomy, need for affiliation); perceptions 

directly related to the job (satisfaction, organizational commitment, job stress, job 

conflict, job frustration, job attachment, pay satisfaction, client pressure); withdrawal 

perceptions or actions (turnover from another firm, intention to search for another 

job, intent to leave, number of times leaving a real estate firm); management systems 

(extent of acknowledgement of need for training, satisfaction with supervisor, extent 

manager demonstrates appropriate qualities, organization's market reputation); listing 

and sales related factors (number of listings, number of properties sold, listing 

commission percentage, sales commission percentage); and income factors (proportion 

of family income made, total income from real estate). The profile of the successful 

real estate agent that emerges from the Abelson et al. (1988) study is as follows: 

female, unmarried, high level of experience in the industry and at the firm in which 

she is employed, works long hours, commited to the employing broker with no 

intention of leaving; she has a high volume of both listings and sales, and she is 

highly dependent upon her sales income for economic survival. Interestingly, in 

contrast to the Collier (1990) study, Abelson et al. (1988) found that successful real 

estate salespersons are highly committed to their organizations. Furthermore, 

Abelson et al. could identify no personality traits that characterize successful agents, 
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nor did perceptions such as satisfaction, pressure, frustration, conflict, etc. seem to 

make a difference in sales performance. In a related study, DeConinck (1993) 

suggested that real estate salespersons go through four career stages: exploration, 

establishment, maintenance, and disengagement. 

McDaniel and Louargand (1994) found that, from a customer satisfaction 

standpoint, real estate agents may not be as successful as they perceive themselves to 

be. In a study of 176 buyers and 195 real estate agents, McDaniel and Louargand 

found that home buyers felt they had not received quality service from agents, who 

were unaware of their own failure to meet their customers' expectations. As noted in 

Chapter 2, the relationship, if any, between customer satisfaction and sales 

compensation is in need of further research. 

In summary, the previous literature on the subject of U.S. real estate practitioner 

sales performance and motivation suggests that successful real estate salespeople are 

more independent, entrepreneurial, and less risk-averse than their counterparts in 

other industries. There is ambiguity on the question of whether high organizational 

commitment is associated with greater levels of success. Furthermore, the personality 

characteristics, if any, that differentiate successful from unsuccessful real estate agents 

remains an area in need of further exploration. 
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REAL ESTATE AGENT QUESTIONNAIRE 

Please Answer each question to the best of your ability. All responses will be kept confidential. 

1. How long have you been a real estate agent? Years Mo. 

2. How long have you been employed by your present broker? Yrs Mos 

3. How long has the brokerage firm or franchisee (not branch) you work for been in business? 

Years Months 

4. What is your current commission split (when you make a sale, what percentage of the commission 
do you receive prior to deducting any fixed payments to or from your broker)? 

percent 

5. Which of the following best describes your commission arrangement? 

Straight Commission Salary + Commission 100% Commission 

5A: If you are paid on 100% basis, how much is your monthly desk fee? $ 

6. How many agents are currently employed at your office? Agents 

7. What percentage of your listings for the past year were shared with another agent? 

percent 

For the following questions, write the number best reflecting your relative agreement or disagreement 
with each of the statements in the space provided. The choices of response are as follows: 

1. completely disagree 5. tend to agree 
2. very much disagree 6. very much agree 
3. tend to disagree 7. completely agree 
4. neither agree nor disagree 

8 Most customers do business with my brokerage firm because of the positive reputation of the 
firm as opposed to the positive reputation of their chosen agent. 

9 Salespersons at my firm are closely monitored by supervisors to see what the salesperson is 
doing on the job. 
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For the following questions, write the number best reflecting your relative agreement or disagreement 
with each of the statements in the space provided. The choices of response are as follows: 

1. completely disagree 5. tend to agree 
2. very much disagree 6. very much agree 
3. tend to disagree 7. completely agree 
4. neither agree nor disagree 

1 0 My brokerage firm will turn down highly risky listings or sales, such as those that increase 
the firm's legal exposure, even if it means angering the agent who listed or sold the 
property. 

1 1 My brokerage firm has made a large investment in office space, equipment, and facilities. 

1 2 My brokerage firm often calls upon me to perform duties for which I receive no commission. 

1 3 If I were to leave my brokerage firm, information about my firm and the way we do business 

would be very valuable to my firm's competitors. 

1 4 When I write a new listing I am filled with a sense of purpose. 

1 5 My office manager can evaluate my performance quite well by the number of listings and/or 
sales I get. 

1 6 If I left my brokerage firm to work at another firm, most of my customers would come with 

me. 

1 7 I don't like to take chances. 

1 8 A large portion of my sales and listings come from leads generated by my brokerage firm. 

1 9 When I try to do projects on my own, without exact directions, they usually work out very 
well. 

2 0 Even if a salesperson violates company policy or the code of ethics, penalties are rarely 
imposed. 

2 1 I am evaluated by my brokerage firm according to how well I get along with others in my 

firm. 

2 2 Other firms in my area often try to copy the way we do things at my brokerage firm. 

2 3 I often share my listings with other agents. 

2 4 My brokerage firm requires that I attend periodic sales training seminars. 

2 5 When I prospect for new business, I tend to view it as a competition between me and the 
customer. 
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For the following questions, write the number best reflecting your relative agreement or disagreement 
with each of the statements in the space provided. The choices of response are as follows: 

1. completely disagree 5. tend to agree 
2. very much disagree 6. very much agree 
3. tend to disagree 7. completely agree 
4. neither agree nor disagree 

2 6 My sales manager is not very familiar with the on-the-job performance of the salespersons at 

my firm. 

2 7 Advertising campaigns for my listings are determined in detail by my brokerage firm. 

2 8 My brokerage firm has spent a lot of time, effort and money for me to learn the ins and outs 
of the real estate business. 

2 9 At my brokerage firm we aggressively try to close listings on the first call, rather than 
accepting the customer's request to think about it. 

3 0 Brokerage firms that compete with my brokerage firm are not very interested in the way we 
do things at my firm. 

3 1 If it weren't for me, most of my listings and sales would have gone to another brokerage 

firm. 

3 2 The real estate business is competitive, and my primary motivation is to win. 

3 3 I often H double-end" deals by selling my own listings. 

3 4 I am not always clear as to what my brokerage firm would like me to do on the job. 

3 5 My brokerage firm does not have a very good training program. 

3 6 I like to give my clients ample time to consider their various options carefully. 

3 7 A large number of my sales and listings come from the reputation and promotional efforts of 

my brokerage firm. 

3 8 It is difficult for my sales manager to evaluate how much effort I put into my job. 

3 9 I would not cold call unless I expected to gain some benefit from it. 

4 0 Compared to other firms, my brokerage firm has not made a very large investment in office, 
equipment, etc. 

4 1 I wish there was more security in the real estate business. 
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For the following questions, write the number best reflecting your relative agreement or disagreement 
with each of the statements in the space provided. The choices of response are as follows: 

1. completely disagree 5. tend to agree 
2. very much disagree 6. very much agree 
3. tend to disagree 7. completely agree 
4. neither agree nor disagree 

4 2 I have considerable influence on the development of advertising and promotion of my listings. 

4 3 Some things my brokerage firm continually requires me to do at work should really be part 

of someone else's job. 

4 4 I consider myself a "team player" at work. 

4 5 In my brokerage firm, salespersons must refer even small matters to someone higher up. 

4 6 I think my brokerage firm spends too much time, effort and money trying to train 

inexperienced agents instead of recruiting experienced people. 

4 7 If I left my brokerage firm, it would make little difference to my customers. 

4 8 Sometimes years go by between the time I originally contact a prospective seller and when I 

get the listing. 

4 9 There is a lot of walk-in business at my brokerage firm. 

5 0 I like to take risks; I'm not afraid to stick my neck out to get ahead at work. 

5 1 I pay most or all of the cost to advertise my listings. 

5 2 I am penalized by my broker if I fail to participate in company social functions. 

5 3 I spend a lot of my time on nonselling activities such as property management or improving 

the organization. 

5 4 My brokerage firm is not very concerned about other firms stealing our secrets. 

5 5 My brokerage firm employs a full-time sales trainer. 
5 6 I usually do my own work and let others do theirs. 
5 7 I generally show prospective buyers a large number of homes before I ask for an offer. 
5 8 Customers insist on doing business with my brokerage firm. 

5 9 The houses pretty much sell themselves; I just make it easier for people to buy them. 
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For the following questions, write the number best reflecting your relative agreement or disagreement 
with each of the statements in the space provided. The choices of response are as follows: 

1. completely disagree 5. tend to agree 
2. very much disagree 6. very much agree 
3. tend to disagree 7. completely agree 
4. neither agree nor disagree 

6 0 My brokerage firm discourages promoting individual agents in their ads; they like to feature 

the listings and the firm. 

6 1 My brokerage firm requires that I do a lot of work for which I receive no commissions. 

6 2 Given the potential for lawsuits today, you can't be too cautious when it comes to selling or 

listing real estate. 

6 3 My brokerage firm spends a lot of time, money, and effort training new salespeople. 

6 4 Rather than feeling pressured to reach a decision quickly, my clients may decide to buy 
months after they have seen the home that interests them. 

6 5 If I left my brokerage firm, and the firm did not allow me to take my listings with me, most 
of my clients would cancel. 

6 6 Truthfully, listings sell more because of the price and the market than because of anything I 
do. 

6 7 Selling is the name of the game; my brokerage firm evaluates me strictly according to my 

listing and sales record. 

6 8 Most of the decisions made by salespersons at my firm must have a superior's approval. 

6 9 In this business, winning is everything. 

7 0 I have had threats of litigation for my activities as a real estate agent. 

7 1 I consider myself an independent salesperson and must generate most of my listings and sales 
based on my individual efforts. 

7 2 I feel ads are more to sell my company and get their name out in the community than to sell 
my listings. 

73. I have been sued. 
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AGENT PROFILE 

The Name of your Brokerage Firm: 

Your Gender: Male Female Education Completed: Less than High School 

Your Age: 

Your income from real estate last year (1994) $_ 

High School 
Some College 
College Degree 
Graduate Degree 

Your household income last year? $_ 

Yes, I would like a copy of the results of this survey: 

Name 

Address^ 

City State ZIP 
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REAL ESTATE AGENT QUESTIONNAIRE 

Please Answer each question to the best of your ability. All responses will be kept confidential. 

1. How long have you been a real estate agent? Years Months 

2. How long have you been with your present broker? Yrs Months 

3. How long has the brokerage firm or franchisee you work for been in business? Years 

4. What is your current commission split (when you make your next sale, what percentage of the 
commission will you receive prior to deducting any fixed payments to or from your broker)? 

percent 

5. Which of the following best describes your commission arrangement? 

Straight Commission Salary + Commission 100% - Desk Fee 

5A: If you are paid on 100% basis, how much is your monthly desk fee? $ 

5B: If you are paid on salary + commission, how much is your monthly base? $ 

6. How many agents are currently with your office? Agents 

In this section, there are statements concerning you and your company. Please indicate whether 
you agree or disagree with each statement by circling the appropriate number. 

Strongly Strongly 
Disagree Neutral Agree 

CUSTOMER LOYALTY 
Most of my customers do business with me rather than my 
brokerage firm 1 2 3 4 5 6 7 

If I left my brokerage firm to work at another firm, most of my 
clients would come with me 1 2 3 4 5 6 7 

If I left my brokerage firm, it would make little difference to 
my clients, they'd continue to do business with me anyway 1 2 3 4 5 6 7 

Customers insist on doing business with my brokerage firm; who 
their agent is makes little difference to them 1 2 3 4 5 6 7 

FIRM CONTROL 
At my brokerage firm, salespersons must refer even small 
matters to someone higher up 1 2 3 4 5 6 7 

Most of the decisions made by salespersons at my firm must 
have a superior's approval 1 2 3 4 5 6 7 
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FIRM CONTROL (Continued) 
Salespeople at my firm make their own decisions, management 
stays out of the way 

My firm closely monitors its agents to see what they are doing. 

RESOURCE COMMITMENT 
Compared to other firms, my brokerage firm has made a large 
investment in office space, equipment, and facilities 

My brokerage firm has the best offices and most updated 
equipment in the industry 

In order to keep up with competitors, my brokerage firm needs 
to invest more in office space, equipment, and facilities 

NONSELLING ACTIVITIES 
Some things my brokerage firm requires me to do should be 
part of someone else's job 

I spend a lot of time on the job doing activities that aren't 
related to selling real estate 

My brokerage firm requires that I do a lot of work for which I 
receive no commissions 

DISSEMINATION RISK 
Knowing the way we do business at my brokerage firm would be 
valuable to my firm's competitors 

Other firms often try to copy the way we do things at my 
brokerage firm 

Brokerage firms that compete with my firm are NOT very 
interested in the way we do things 

MOTIVATION 
The real estate business is competitive, and my primary 
motivation is to win 

In this business, winning is everything 

I am a "go-getter" who can't stand to lose 

Strongly 
Disagree Neutral 

2 

2 

2 

2 

2 

3 

3 

3 

4 

4 

4 

4 

4 

5 

5 

5 

5 

5 

Strongly 
Agree 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 
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Strongly 
Disagree Neutral 

SALESPERSON ASSESSMENT 
My office manager evaluates my performance strictly by the 
number of listings and sales I get 

Selling is the name of the game; my brokerage firm is 
concerned only about my listing and sales record 

My brokerage firm evaluates me by nonperformance criteria, 
such as whether I attend sales meetings and how I get along. . . . 

I am penalized by my broker if I fail to attend sales 
meetings or company functions 

RISK-TAKING 
I like to take risks; I'm not afraid to stick my neck out 
to get ahead 

I don't like to take chances; I'd rather things were safe 

and sure 

I wish there was more security in the real estate business 

I like the riskiness and uncertainty of real estate 
ADVERTISING EMPHASIS 
My firm's advertising tends to feature the agents rather 
than the firm 

My company's advertising is designed more to get their name 
out in the community than to promote me 

My brokerage firm discourages promoting individual agents in 
their ads; they like to feature the listings and the firm 

The focus of my firm's advertising is the firm 

TEAM SELLING 
I usually collaborate with other agents when I prospect for 
new business 

I prefer to work on my own when it comes to my real estate 
practice 

I often share my listings with other agents 

I consider myself a "team player" when it comes to practicing 
real estate 

2 

2 

2 

2 

2 

2 

2 

4 

4 

4 

4 

4 

4 

4 

5 

5 

5 

5 

5 

Strongly 
Agree 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 

6 7 
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Strongly Strongly 
Disagree Neutral Agree 

TRAINING 
My brokerage firm spends a lot of time, effort and money on 
training 

My brokerage firm employs a full-time sales trainer. 

My brokerage firm encourages me to attend periodic training 
seminars 

Compared to other firms, my brokerage firm does not spend 
much on training 

TIME BETWEEN PROSPECTING AND SALE 
I aggressively try to close listings on the first call 

I prefer to give my clients time to consider their various 
options carefully 

I like to give my clients plenty of time to think about 
their decisions 

To be successful in real estate, you must be an aggressive, 
first-call closer 

IMPACT OF SELLING EFFORT 
Truthfully, listings sell more because of the price and the 
market than because of anything I do 

There is a lot of walk-in business at my brokerage firm. 

Most of my sales can be attributed to my efforts rather than 
to the efforts of my brokerage firm 

My brokerage firm plays a bigger role than I do in determining 
whether I make sales 

LITIGATION 
I have had threats of litigation for my activities as a real 
estate agent 

I have been sued. 

Lawsuits are a fact of life in the real estate business; they 
can't be prevented 

2 

2 

2 

2 

2 

2 

4 

4 

4 

4 

5 

5 

4 

4 

6 7 

6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

5 

5 

6 7 

6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

5 

5 

6 7 

6 7 

2 3 4 5 6 7 



OPPORTUNISM 
Sometimes, I have to alter the facts slightly in order to get what 
I need . 

Sometimes it's necessary to overpromise a little to get ahead in 
real estate 

Real estate salespeople should absolutely never alter the facts or 
overpromise at any time 

There is no harm in puffing the attractiveness of a deal if a 
sale results 

LONG-TERM ORIENTATION 
My brokerage firm focusses on long-term goals in its 
relationship with me 

I expect to be working with my current brokerage firm for a 
long time 

When it comes to my relationship with my brokerage firm, I 
am only concerned with outcomes 

I believe that over the long run my relationship with my 
brokerage firm will be profitable 
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Strongly Strongly 
Disagree Neutral Agree 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

2 3 4 5 6 7 

Please complete the following agent profile. 

The Name of your Brokerage Firm: 

Your Gender: 
(check one) 

Your Age: 

Male 
Female 

Education Completed: Less than High School 
High School 
Some College 
College Degree 
Graduate Degree 

Marital Status (check one) Married Unmarried 

Your income from real estate last year? (1994) $_ 

Your household income last year? (1994) $ 

How much income do you EXPECT to earn from real estate this year? (1995) $_ 
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APPENDIX D 

COVER LETTER 

FROM: Victor J. Massad, Teaching Fellow 

RE: Doctoral Dissertation 

Dear Participant: 

I request that you fill out the attached questionnaire, the purpose of which is to 
determine incentives and motivations of real estate salespersons. The study will be of 
benefit to you as a real estate salesperson in that it will advance the current state of 
knowledge regarding real estate compensation plans. It should take no longer than ten 
minutes of your time to answer the questions on the survey. Your participation in 
this research is strictly voluntary, and you may withdraw at anytime without penalty, 
prejudice, or loss of benefits. 

Your responses to the questions on the survey will be kept strictly confidential. 
In fact, in order to ensure that you will be forthright in your answers, the survey does 
not ask you to identify yourself in any way. If you have any questions regarding this 
survey, please contact me at (817) 898-8711. 

This project has been reviewed by the University of North Texas Committee for 
the Protection of Human Subjects (817) 565-3940. 

Thank you for your assistance. 

Sincerely, 

VICTOR J. MASSAD 
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APPENDIX E 

Descriptive Statistics 

Table AE. 1 indicates the values reported by respondents to the items which make 

up the construct of customer loyalty. The results indicate that real estate agents 

generally feel that customers are loyal to agents rather than the firms that employ 

them. These questions will be referred to as variables CUSTLOY1, CUSTLOY2, 

CUSTLOY3, and CUSTLOY4. 

TABLE AE.l 

RESPONDENT SCORES CUSTOMER LOYALTY (CUSTLOY) 

QUESTION X SD N 

Most of my customers do business with me 
rather than my brokerage firm. 

If I left my brokerage firm to work at another 
firm, most of my clients would come with me. 

5.6 1.33 310 

5.9 1.15 310 

If I left my brokerage firm, it would make little 
difference to my clients, they'd continue to do 
business with me anyway. 5.8 1.31 310 

Customers insist on doing business with my 
brokerage firm; who their agent is makes little 
difference to them. 2.2 1.37 311 
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Table AE.2 indicates the mean scores, standard deviations, and sample sizes 

forthe questions which make up the construct of firm control. Agents disagree with 

the notion that their firms exercise an inordinate amount of control over their 

activities, and feel they have autonomy. These variables will be referred to as 

CONTROL1, CONTROL2, CONTROL3, CONTROL4. 

TABLE AE.2 

RESPONDENT SCORES FIRM CONTROL (CONTROL) 

QUESTION X SD N 

At my brokerage firm, sales-
persons must refer even small matters to 
someone higher up. 2.3 1.61 309 

Most of the decisions made by salespersons at 
my firm must have a superior's approval. 

Salespeople at my firm make their own 
decisions, management stays out of the way. 

My firm closely monitors its agents to see what 
they are doing. 

2.6 1.67 300 

4.7 1.88 300 

3.5 1.85 299 

Table AE.3 shows the responses to the survey items related to the construct 

resource commitment. Agents appear to be somewhat satisfied with the amount of 

support they are receiving from their brokers. Note, however, that the response to 

the reverse question (#3) is only slightly below neutral. For purposes of 

identification, the variables representing these questions will be referred to as 

RESCOMM1, RESCOMM2, and RESCOMM3. 
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TABLE AE.3 

RESPONDENT SCORES RESOURCE COMMITMENT (RESCOMM) 

QUESTION X SD N 

Compared to other firms, my brokerage firm 
has made a large investment in office space, 
equipment, and facilities. 5.4 1.46 299 

My brokerage firm has the best offices and 
most updated equipment in the industry. 

4.9 1.62 300 

In order to keep up with competitors, my 
brokerage firm needs to invest more in office 
space, equipment, and facilities. 3.8 1.87 298 

TABLE AE.4 

RESPONDENT SCORES NONSELLING ACTIVITIES (NONSELL) 

QUESTION X SD N 

Some things my brokerage firm requires me to 
do should be part of someone else's job. 

2.9 1.90 299 

I spend a lot of time on the job doing activities 
that aren't related to selling real estate. 

3.0 1.80 299 

My brokerage firm requires that I do a lot of 
work for which I receive no commissions. 

2.6 1.71 299 
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Table AE.4 summarizes the responses to the question which make up the 

construct nonselling activities. Agents 

tend to somewhat disagree that they are often called upon to perform activities 

unrelated to selling real estate; however, the values are marginally neutral. These 

variables are labeled NONSELL1, NONSELL2, and NONSELL3. 

Table AE.5 reports the responses to the items which make up the construct 

dissemination risk. Agents appear to be neutral as to whether other firms are 

interested in the way their firms do business. The average response to the reverse 

question (#3) is only slightly in the disagree range, whereas the other two questions 

are slightly in the agree range. These variables will henceforth be referred to as 

DISRISK1, DISRISK2, and DISRISK3. 

Table AE.6 reports the results of the survey items related to the motivation 

construct. The mean scores on each of these questions are close to neutral, the 

middle ground between disagree and agree as to whether they are 

in the real estate business to win. These variables will be referred to as MOTIV1, 

MOTIV2, and MOTIV3. 

The outcomes to the questions which make up the construct salesperson 

assessment are shown in Table AE.7. Agents appear to be somewhat ambivalent as 

to whether they are assessed primarily by performance alone. However, there is 
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TABLE AE.5 

RESPONDENT SCORES DISSEMINATION RISK (DISRISK) 

QUESTION X SD N 

Knowing the way we do business at my 
brokerage firm would be valuable to my firm's 
competitors. 4.2 1.65 299 

Other firms often try to copy the way we do 
things at my brokerage firm. 

4.6 1.69 300 

Brokerage firms that compete with my firm are 
NOT very interested in the way we do things. 

3.4 1.56 299 

TABLE AE.6 

RESPONDENT SCORES MOTIVATION (MOTIVE) 

QUESTION X SD N 

The real estate business is competitive, and my 
primary motivation is to win. 

4.9 1.73 298 

In this business, winning is everything. 4.0 1.90 299 

I am a "go getter" who can't stand to lose. 4.3 1.77 299 
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TABLE AE.7 

RESPONDENT SCORES SALESPERSON ASSESSMENT (ASSESS) 

QUESTION X SD N 

My office manager evaluates my 
performance strictly by the number of 
listings and sales I get. 3.7 1.90 303 

Selling is the name of the game; my 
brokerage firm is concerned only about my 
listing and sales record. 3.9 1.85 303 

My brokerage firm evaluates me by 
nonperformance criteria, such as whether I 
attend sales meetings and how I get along. 3.6 1.78 302 

I am penalized by my broker if I fail to 
attend sales meetings or company functions. 

2.4 1.69 303 

strong disagreement that brokers penalize agents for failing to attend sales meetings. 

It appears that respondents' answers to question 4 differ from those of the other three, 

which may hinder the reliability of this measure. These variables are henceforth 

referred to as ASSESS1, ASSESS2, ASSESS3, and ASSESS4. 

Real estate salespersons' scores on risk-taking propensity are reported in Table 

AE.8. While agents on average reported that they are slightly favorable toward 

taking risks generally (questions #1 & #2), they tended not to like the specific 

riskiness of the real estate industry. These variables are labeled RISK1, RISK2, 

RISK3, and RISK4. 
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TABLE AE.8 

RESPONDENT SCORES RISK-TAKING PROPENSITY (RISK) 

QUESTION X SD N 

I like to take risks; I'm not afraid to stick 
my neck out to get ahead. 

4.8 1.63 299 

I don't like to take chances; I'd rather 
things were safe and sure. 

3.3 1.71 302 

I wish there was more security in the real 
estate business. 5.2 1.72 301 

I like the riskiness and uncertainty of real 
estate. 3.3 1.77 300 

Table AE.9 reports the results concerning respondents' perceptions of firm 

advertising emphasis. While the responses to all four questions were somewhat 

neutral, agents on average thought that the focus of their firm's advertising was on the 

firm. These variables will henceforth be referred to as EDEMPH1, ADEMPH2, 

ADEMPH3, and ADEMPH4. 

The degree to which real estate agents reported engaging in team selling is 

indicated in Table AE. 10. The results support a priori expectations that team selling, 

as previously defined, is not widespread in the real estate industry. However, a few 

respondents noted on their surveys that they often represent only one side of a 

transaction (e.g., the listing), while another agent represents the other side (e.g., the 

buyer). While these questions were intentionally designed to eliminate such 
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TABLE AE.9 

RESPONDENT SCORES ADVERTISING EMPHASIS (ADEMPH) 

QUESTION X SD N 

My firm's advertising tends to feature the 
agents rather than the firm. 

3.5 1.83 302 

My company's advertising is designed more 
to get their name out in the community than 
to promote me. 4.6 1.85 301 

My brokerage firm discourages promoting 
individual agents in their ads; they like to 
feature the listings and the firm. 3.4 1.97 300 

The focus of my firm's advertising is the 
firm. 4.2 1.90 301 

ambiguity, they apparently were not wholly successful. At least on respondent noted 

on her survey: "do you mean do I share my listings, or share information about my 

listings with other agents?" These variables are labeled TEAMSEL1, TEAMSEL2, 

and TEAMSEL3. 

Agent perceptions regarding sales training are presented in Table AE.ll. Real 

estate salespersons appear to be generally happy with the level of training provided 

them by their firms. Note, however, the large amount of variance in three of the four 

responses, suggesting that there may be significant difference between firms. The 

variables representing these questions will henceforth be known as TRAIN1, 

TRAIN2, TRAIN3, and TRAIN4. 



145 

TABLE AE.10 

RESPONDENT SCORES TEAM SELLING (TEAMSEL) 

QUESTION X SD N 

I usually collaborate with other agents when 
I prospect for new business. 

I prefer to work on my own when it comes 
to my real estate practice. 

I often share my listings with other agents. 

2.8 1.85 303 

5.3 1.85 303 

3.1 2.05 303 

Table AE. 12 indicates the degree to which agents feel they aggressively close 

sales early in their relationship with customers, as opposed to allowing more time to 

go by prior to closing for listings and sales. The results here suggest that agents 

perceived the meaning of at least one of the questions differently than the author. 

Agents reported that they themselves were aggressive, first call closers, but were 

equal in their agreement that they liked to give their customers time to consider their 

various options carefully. Perhaps some agents felt that letting customers think about 

a decision overnight was not the same as giving them adequate time. Nonetheless, 

reliability problems may arise with this construct. Variables are labeled TIME1, 

TIME2, TIME3 and TIME4. 

Respondent scores regarding whether agents feel sales result from their efforts as 
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opposed to the efforts of the firm are reported in Table AE.13. Agents largely feel 

they are the parties responsible for making sales, and that the firm plays a supporting 

role. Note the extreme disagreement with the notion that the firm plays a bigger role 

in determining whether agents make sales than the individual agent (question #4). 

Also, the mean score regarding whether 

sales can be attributed to the agent rather than the firm is strongly in favor of the 

agent (question #3). However, there appears to be some acknowledgement as to the 

role of the market (question #1). These variables are IMPACT1, IMPACT2, 

IMPACT3, and IMPACT4. 

TABLE AE.ll 

RESPONDENT SCORES TRAINING (TRAIN) 

QUESTION X SD N 

My brokerage firm spends a lot of time, 
effort and money on training. 4.6 2.21 307 

My brokerage firm employs a full-time 
trainer. 

4.4 2.60 304 

My brokerage firm encourages me to attend 
periodic training seminars 

5.6 1.69 303 

Compared to other firms, my firm does not 
spend much on training. 

2.9 2.19 306 
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TABLE AE.12 

RESPONDENT SCORES TIME BETWEEN PROSPECT AND SALE (TIME) 

QUESTION X SD N 

I aggressively try to close listings on the 
first call. 4.7 1.13 307 

I prefer to give my clients time to consider 
their various options carefully. 

I like to give my clients plenty of time to 
think about their decisions. 

4.7 1.67 304 

To be successful in real estate, you must be 
an aggressive, first-call closer. 

4.2 1.71 304 

3.5 1.80 306 

Table AE. 14 reports of real estate agents' perceptions of their long-term 

relationship with their brokerage firms. On average, agents strongly expect to be 

working with their firms for a long length of time, and feel that the relationship will 

be profitable (the mean response to question #4 was the highest mean of any question 

asked on the survey). There is agreement, though less strong, that brokerage firms 

focus on long-term goals (question #1), and neutrality as to whether they are 

primarily interested in outcomes when it comes to their relationships with their 

brokerage firms. 
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TABLE AE.13 

RESPONDENT SCORES IMPACT OF SELLING EFFORT (IMPACT) 

QUESTION X SD N 

Truthfully, listings sell more because of the 
price and the market than because of 
anything I do. 

4.9 1.70 306 

There is a lot of walk-in business at my 
brokerage firm. 3.5 1.74 303 

Most of my sales can be attributed to my 
efforts rather than to the efforts of my 
brokerage firm. 

5.6 1.42 307 

My brokerage firm plays a bigger role than 
I do in determining whether I make sales. 

2.0 1.22 307 

In addition to the firm and salesperson variables, a number of variables related to 

market information were incorporated into the study. Table AE.15 summarizes the 

market-related variables. 

The total number of surveys returned with market information is 204. Many 

(approximately one-third) of the respondents indicated which firm employed them 

without indicating which branch, rendering impossible the task of determining which 

responses came from which markets for firms with multiple branches. Originally, the 

author intended to use the postmark to determine the market. However, all of the 

envelopes contained the "North Texas" postmark without further identifying 
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TABLE AE.14 

RESPONDENT SCORES LONG-TERM ORIENTATION (LTERM) 

QUESTION X SD N 

My brokerage firm focusses on long-term 
goals in its relationship with me. 

I expect to be working with my current 
brokerage firm for a long time. 

4.8 1.82 308 

5.5 1.57 309 

When it comes to my relationship with my 
brokerage firm, I am only concerned with 
outcomes. 4.0 1.78 306 

I believe that over the long run my 
relationship with my brokerage firm will be 
profitable. 

6.0 1.29 310 

information. Once this error was realized, subsequent surveys were coded as to 

market and firm, resulting in 204 usable responses. 

Market size was determined by calculating the total number of closed sales 

reported to the Multiple Listing Service (MLS) for 30 dates (weekdays only) chosen 

at random between January 1, 1995 and June 30, 1995. Weekdays were used because 

escrows cannot close on weekends due to county recorder offices being closed. The 

random sample was used because of the search characteristics of the MLS system. 

The search program will not allow for individual searches in excess of 350 items. 

Given this constraint, it would have been unwieldy to search the entire population. 
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Assuming the data will be standardized before advanced analysis, the resulting sample 

of 2445 sales is consistent with a .985 confidence level at .05 error. 

Market growth rates were determined by averaging the total number of housing 

building permits issued in each county for the thirteen year period between 1980 and 

1992. 

Because the MLS system went back only 18 months, and because not all local board 

MLS committees agreed to cooperate with this research, it was not possible to 

calculate market growth using MLS data. Building permits are used as a surrogate, 

which is consistent with the methodology of previous research (Hughes and Sternlieb 

1989). 

TABLE AE.15 

MARKET-RELATED VARIABLES 

MARKET N MKT COMP AGT MKT MKT 
GROWTH ENV RPLCE VOLA SIZE 

Dallas 89 -.069 .157 .345 58.6 1193 

Tarrnt 95 -.063 .144 .434 53.4 831 

Collin 11 .198 .251 2.075 28.2 239 

Denton 9 .186 .217 1.516 24.0 182 

TOTAL 204 2445 

MEAN .063 .192 1.093 41.0 
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Market volatility is a measure of the variance of the stream of 13 values 

contained in the market growth calculation. The value assigned to each county is the 

standard deviation of the sample of 13 values for that county. 

The competitive environment variable is the ratio of the total number of brokers 

reporting sales within each county through MLS by the market size for each county. 

Agent replacement cost is the ratio of real estate agents residing within each county 

(County and City Data Bank) divided by the market size for that county. 
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