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The Psychology of
Sales Com

There’s a time in sales compensation when you have to put away the
calculator, look away from the numbers and focus on the mental aspects.

By Josh Miller, OnTarget Incentives
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The Psychology of
Sales Comp

ANY PRACTITIONER WILL TELL YOU: Sales compen-
sation involves a lot of math. Whether it's plans with
multiple commission rates, tiers, multipliers, guotas,
compensation targets and so on, there are many vari-
ables and formulas that test the limits of our algebraic
skills. But even if you understand the math and can
perfectly design the equations, doing so without con-
sidering the psychology will result in failure.

Realize it or not, accept it or not, psychology is a
required component for success in sales compen-
sation design, stratégy and administration. In fact,
the combination of the two disciplines of mathe-
matics and psychology make sales compensation
unigue, particularly because of the ability to quan-
tify the success or failure of decisions made. There
are five areas of sales compensation — all with easily
identifiable psychological implications — that sales
compensation professionals must consider when
making decisions.

Consideration 1: Quota Setting

Quotas that are set too low give a psychological
feeling of relief to a salesperson: Moderate effort
allows them to meet and exceed previous earnings
amounts, and the pressure to perform is lessened.
Conversely, quotas that are set too high have a dif-
ferent psychological effect. A quota or target that
feels unattainable leads to a decrease in confidence
and motivation. Or, perhaps it leads to a moderated
level of effort as the salesperson feels resigned to
failure. Maybe he/she starts looking for a job else-
where. Accurately setting quotas requires research
and data, including historical performance. But this
research and use of data is all in the context of cre-
ating the desired psychological effect of maximizing
the salesperson’s maotivation.

Consideration 2:

Acceleration / Deceleration

Acceleration is intended to inspire greater levels of
performance. It alsc provides a sense of momentum
and accomplishment, which are particularly important
in annual plans. And a continued sense of accom-
plishment helps fuel solid performance. Similarly,
deceleration needs to be used to moderate for risk
but employed carefully to mitigate the negative psy-
chological effect of salespeople feeling like they've
provided strong performance but have moved back-
ward in earnings. The data and research that drive
modeling are still required to properly set the tiers

or gates for acceleration with the goal being balance.
Too many gates or tiers, or gates and tiers that occur
too early or too late, can complicate matters and water
down the sense of progression,

Consideration 3: Penaity vs. Reward /
Carrot vs. Stick

Consider a sales strategy intended to place greater
emphasis on cross-selling ancillary products in a
role. Cross-selling could be additive within the com-
pensation plan, or penalties could be built in for
not cross-selling. There is no single best practice
that applies to all scenarios, but there are several
considerations, including the frequency with which
cross-selling opportunities occur. Penalties almost
certainly will have a negative psychological effect on

Quotas that are set too
low give a psychological
feeling of relief to a
salesperson: Moderate
effort allows them to
meet and exceed previous
earnings amounts, and
the pressure to perform
is lessened.

the salesperson, hindering motivation and excite-
ment unless substantial upside is built in, tdo. Cuts
and penalties must be used carefully with data that
supports the frequency of opportunity so it doesn'’t
negatively affect the salesperson. Communication is
an important psychological facet in how penalties
and rewards are explained and emphasized.

Consideration &4: Compensation Plan
Complexity and Component Weighting
A successful compensation plan design needs to
clearly communicate how compensation aligns with
desired sales behaviors. If a plan includes 10 differ-
ent components that signal 10 different behaviors
tc incent, the salesperson walks away confused.
Components and metrics must be carefully vetted
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and prioritized to include only the most important
measurable metrics in the plan. Component weights
directly communicate prioritization. A plan with
eight different components with equal weights of
12.5% gives very little indication of where the sales-
person should focus. A plan with two components
weighted at 45% and a third component weighted at
10% sends a signal to not apply much focus to that
third component. Even within a reasonably weighted
metric, too many different rates or tiers can lead
to confusion — certainly not a desired state for
our salespeople.

Consideration 5: Compensation
Administration Policy Setting

Consider your windfall and cap policies. A payout cap
policy can communicate that, regardless of how much
revenue a salesperson brings in, his/her own reward
has a limit. There's little motivation to increase the
size of a deal if he/she has one that has the poten-
tial to meet and exceed the amount in a windfall or
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cap policy. This is true whether applied to a single
transaction or across cumulative performance in a
perfermance period. Once you've reached the perform-
ance that triggers the cap, why push further? These
policies do have a time and place for risk-mitigation
purposes, or if the salesperson’s role in a transaction
is unclear. But they should be used carefully, with full
awareness of the psychological effect they carry.

Reviewing Considerations + Avoiding
Heuristics = A Winning Formula

Given the considerations we must weigh and the heu-
ristics we must acknowledge, we as sales compensation
practitioners should carefully consider multiple facets
of psychology to help us avoid errors in our decisions
and judgments. Psycholagy has an important place in
our field, and we'd be wise not to underestimate its
effect on the success or failure of what we do. ws

Josh Miller is managing principal at OnTarget Incentives. He can be
reached at josh@ontargetincentives.com or on LinkedIn at /in/jimilleraz.




