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Abstract:

In many sales environments, the salespeople have superior information about the market because
of their close contact with consumers. This information is potentially very useful for the firm's
production planning. Therefore, as Gonik (1978) has articulated many years ago, a good salesforce
compensation scheme should achieve two goals: one is to motivate the salespeople to work hard,
and the other is to elicit market information from them for the firm's production purposes. In
many sales organizations, we often see incentive programs that include a sales contest, under
which a salesperson's bonus is determined by his performance relative to that of the other
salespeople. It is the main purpose of this paper to study sales contests in light of the needs to
motivate hard work and elicit information. We observe that a common sales contest provides
incentive for exerting sales effort but does not achieve information elicitation. We propose a new
sales contest which measures each salesperson's performance based on not only his sales volume,
but also his sales forecast. We show that this forecast-based sales contest achieves full information
screening, while retaining the power to motivate sales efforts. While sales contests are based on
relative performance, it is also prevalent to reward salespeople based on their individual
performance. For example, the piece rate system rewards each salesperson linearly based on his
sales volume. Another purpose of the paper is to compare the above forecast-based sales contests
with menus of linear contracts (the purpose of providing a menu of contracts is for information
screening). We find that the need for information elicitation changes the comparison between sales
contests and linear contracts.
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