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The Sales Agent Versus the Company Sales Force:
Some I ssues and | nsights

Abstract

The decision whether to use a sales agent rather than an internal sales force is a
complex one. Three criteria are involved, viz.; economics, strategy and control.
The cost of using one's own sales force generally means that small firms are more
apt to use an agent, but even large firms find at times the use of sales agents to be
an economic advantage, for example where the product is relatively unimportant to
the main business or in teritories where the company presence is not well
establisned and the cost to do so is not warranted.

Strategic reasons for using an agent include such issues as; the nature of the market
(how well established a sales agent might be in a particular territory); sales force
turnover disrupts buyer/seller relationships (sales agents tend to have a more
lasting relationship with their clients); and company issues such as lack of
technical expertise and the nature of the product itself (seasonality for example).
The need to control the sales force effort is a major factor in the decision to use a
sades agent. Where tight control is desired an in-house sales force is the preferred

choice since agents, by their vary nature, are independent business people and are
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thus less amenable to control. Control of the sales activity is traded-off in favor of

the strategic or economic advantages of the sales agent.



Sales Agent Versus Company Sales Force:

Some I ssues and | nsights

I ntroduction

Sal es agents are independent representatives who contract with a
manuf acturer to sell their products on a comm ssion basis. They
take neither ownership nor physical possession of the goods. In
recent years there has been a growing tendency to use sales
agents rather than the direct sales force to perform the
personal selling function. According to a survey conducted by
t he National Association of Manufacturers over 60% of its nenber
conpani es enpl oyed i ndependent sal es agents to sell sone or al

of their products (Agency Sal es 2001).

Pur pose of the Study
Rel atively little research has been conducted on the general
i ssue of when to enploy a conpany sales force versus an agent.
The purpose of this present study is to identify those factors
which are inportant in the decision to use or not to use a sales

agent in a given circunstance.

Manageri al | ssues



The decision whether or not to use an agent to cover a
particular product market 1is a conplex one and generally
invol ves the consideration of three mnanagerial choice issues
related to the personal selling task: (1) econonmic (2)
strategic, and(3) control (Churchill, Ford, and Wal ker 1985), as

presented in Figure 1.

Economic Criteria
Cost s
On average, direct sales people are paid around $84,000 a year

(Sal es and Marketing Managenent 2001). Additionally, firnms pay

for selling expenses, social security, taxes and other fringe
benefits such as vacations, nedical coverage, training costs,
and turnover. Agents receive none of the foregoing and they are
responsi ble for all of their own expenses and benefits. They
are paid only a commssion (ranging from 5% to 15% on their
sal es, depending on the industry. This can nean a substanti al
savings to their principals, when sales volunes or other factors
do not favor using a direct sales force. In fact, the snaller
the conpany the nore likely it is to use an agent, nmainly due
to cost-effectiveness (Novick 1988).

Despite the Iimtations of using agents, the primary one



being the loss of direct control of the sales effort, the |ower

cost often makes it an attractive option (Powers 1991).

Ef ficiency

Using an agent can be a very efficient way to acconplish the
personal selling function. Good agents are extrenmely conscious
of time because, w thout the guarantee of a steady incone, they
know t hey nmust produce sales to survive.

A typical agent represents eight to 10 lines (Agency Sales

2000) . These products are generally conplenentary and provide
selling synergies. Wen an agent represents two or nore

conpati bl e products fromdifferent nmanufacturers during a single

sales call, the manufacturers, the custoner, and the agent all
benefit (DuBois and Gace 1987). Selling costs are spread
across all products. This is especially true when there are

frequent calls on the sane custoners, many snmall orders, or when
custonmers are geographically scattered.

Sal es agents can provide coverage of territories, or of
secondary products, that would not otherwise be economcally
viable wusing a direct sales force. These benefits are
particularly relevant for snaller manufacturers.

There are other synergies to be realized for both the



custonmer and agent. For the custoner, the agent can act like a
"mul tiple- lines buying service" to help purchasi ng nmanagers to
nore effectively use their buying tine. From the agent's point
of view, being able to offer a broader |ine of products that
provide a range of solutions to custoner problens, nakes him
| ess dependent on any one nanufacturer.

Using agents can give a manufacturer better overall
flexibility of the sales function along with greater market
responsi veness versus using a direct sales force. Most agents
have a thorough understanding of their territory, established
rel ati onshi ps with cust oners, t echni cal know edge, and

experience with how their market functions (Agency Sal es 2000).

Agents can provide rapid coverage for new product introduction,
or be used to replace a direct sales force in territories with

reduced product denmand due to seasonal or conpetitive factors.

Strategic Criteria

The decision to use agents rather than an in-house sales force
has both control and strategic inplications. Control of the
selling function is a fundanental requirenent for successful

sal es organi zati ons. The traditional answer to the need for



control of the sales function is to use a direct sales force
(Anderson 1985). However, an in-house sales force does not
guar ant ee efficiency, r esponsi veness, or sati sfaction,
especially when the sales force is |arge.

Sonme manufacturers feel that the markets they are in and
the nature of their industry have a bearing on the choice
bet ween an i n-house sales force and a sal es agent. So, for
strategi c reasons even sone large firnms elect to use agents. A
nunber of factors influence the decision:

The Nature of the Market
Sal es force factors
Conpany and i ndustry factors

The Nature of the Product

The Nature of the Market

The use of agents can often provide quicker penetration or
better coverage of a marketplace than a direct sales force.
This is primarily because of the agents' contacts and experience
in an industry (Churchill, Ford, and Wilker 1985). Qui ck
initial sales will be due to the fact that agents wll already
be selling conplenmentary or related products, know which

conpanies to call on, and whom to contact wthin those



conpani es. Agents may also be preferred when the demand is
uneven (Coleman 1983) or custoners want |ocal representation
(Novi ck 1988). Agents are often held in high regard within
their industries (Powers 1991; Washburn 1983). They have | ong
experience with their products and their custoners. They can
provi de assurance to their custonmers that they are buying from
manuf acturers with strong business reputations (Coleman 1983).
Along with nmany additional factors such as technical support
established relationships, and responsiveness, custoners nay
prefer to deal with an agent rather than directly with a
manuf act ur er.
Sal es Force Factors
The use of direct sal es people has sone distinct drawbacks. One
of these is sales force turnover. Rapi d turnover disrupts the
continuity in the relationship between a manufacturer and its
custoners and tends to underm ne custoner confidence. Turnover
al so costs tinme and noney. Large corporations must face the
fact that they will invest up to two or nore years and from
$50, 000-$100, 000 in training new sales people only to |lose them
to other firns.

Agents on the other hand, tend to be nuch nore stable.

They have financial and other ties to their territory making it



unlikely that they would |eave it. Anot her major benefit of
using an agent is the long-term (usually 10-15 years)
relationship to, and experience wth, his custonmer base, and
trading area. Additionally, the agent's operations are usually

| ocated in the sales territory.

Conmpany and I ndustry Factors

Factors specific to a conmpany or industry can influence the
choice of a direct or an indirect sales force. Typically, many
smal | conpani es |ack technical sales conpetence, and as a result

will tend to use agents (Agency Sales 2000). In sone cases the

product in question may only be a side line, or require a sales
flexibility that a conpany | acks. For these, the agent may be
i deal . QG her conpanies nmay use a direct sales force because
managenent has decided that a direct sales force best neets the

goal s of the conpany (cf., Chernow 1979).

Nat ure of Product
Certain characteristics of the product nmay affect the choice of
whether to enploy a direct or indirect sales force. Many

products are seasonal in nature (e.g., clothes, gifts, vacation
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travel) and as such require a sales force which can fluctuate
with demand. Agents can neet this need by providing a sales
force that can be added or deleted as needed. |If the product is
of low unit value, standard, well-accepted, ordered in snall
guantities and/or frequently re-ordered, an agent may be the
best choice (Anderson 1985). The sane applies when the product
is new and has no established demand, or the product is
i nfrequently purchased (Powers 1991).

The technical conplexity of the product nay also affect
the choi ce. Smal | conpanies often lack the resources to sel
hi ghly technical products in the field and so they nust rely on
speci ali zed agencies (Haas 1982). However, the wuse of such
agencies is limted by their availability. In certain product
areas, demand outruns supply thus making agents that are
avai |l abl e expensive and/or nore difficult to manage. Many firns
use their own sales force rather than agents because they do not

believe the latter have the expertise to sell the product.

THE CONTRCL | SSUE

By its nature, selling is acconplished wthin an agency
rel ati onship which exists between the sales people and the firm
An agency relationship exists whenever one party (the principal)
relies on another party (the agent) to undertake sone action on
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the principal's behalf (Bergen, Dutta, and Wal ker 1992). Thi s
relationship is present whether a direct or indirect Sales Force
is enployed (Figure 2).

The agency relationship influences every aspect of sales
managenment from the initial decision to use personal selling to
the day-to-day managenent of the sales force. However,
recognition of the influence of agency is even nore inportant
when agents are used to supplenent or substitute for a conpany
sales force. Cearly they are acting on behalf of the principal
but they are also very nmuch concerned with their own businesses
as well. Divided loyalties, as well as other considerations,
make it difficult for methods of controlling an in-house sales
force to work effectively with independent agents. Unlike a
typi cal Managenent- Sales Force relationship, mnmanufacturers and
agents bilaterally govern their exchange and shoul der nutual
responsibility for the outcone. Thus, in sone relationships,
agents could effectively act as enployers and manufacturers as
enpl oyees. This could occur if the agent agency were relatively
large and well established conpared to the manufacturer,
especially if there were nmany possible suppliers of products or
ready substitutes. Under these circunstances, agents m ght

control access to custoners and so determ ne whi ch nmanufacturer

woul d meet the custoner's needs. A simlar situation occurs
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when a relatively small manufacturer deals with a large well-
est ablished retailer or distributor.
The desire and the ability to control the sales force are

i nportant determ nants of whether to use a direct or independent

agent sales force. Selling through an agent is nore conplex
than selling through a direct sales force, and nmany
manuf acturers fail wholly, or in part, in their use of agents

(Novick 1988). The key is to understand the needs of the agent
and devel oping an effective system of control which is nutually
acceptable to both the manufacturer and the agent.

There are really two types of control that are germane to
the choice of a sales force - behavior control and output

control (Figure 3).

Behavi or Control
Behavior control presunes that if the proper procedures are
followed by the salesperson, sales wll result (cf., Quchi
1977) . Behavi or control focuses on the process used to sell
products such as sales calls, sales reports, and effective
conmuni cati ons with custoners.

The principal advantage of behavior control is the high

degree of hands-on-managenent it affords the sales manager. The
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sal es manager directs the behaviors of the sales force based
upon his view of how the selling process should be conducted.

This works favorably for well understood, standardized products
and nmarkets. It can also allow the selling process to be better
integrated into a long-term business strategy. A longer-term
orientation yields nmany benefits including: 1) enhanced ability
to plan or forecast for future sales of new or present products,

2) enhanced custoner relations because nore tine may be spent
building and maintaining such relationships, 3) easi er
managenent of the sales force since they are not paid solely on
sales but wupon their selling behaviors (e.g., working wth
custoners, maintaining records for the principal, etc.) and 4) a
better trained sales force (Anderson and Oiver 1987).

The di sadvantages of behavior-based control include: (1)
the conplexity and subjectivity of evaluating sales people due
to biases, ignorance, halo effects, and lack of credibility of
the evaluation process; (2) the difficulty of dealing wth
|l onger time horizons; and (3) the anpbunt of data analysis
involved (cf. Anderson and diver 1987; Churchill, Ford and
Wal ker 1985; Ei senhardt 1989).

Qut put Contr ol

Qut put control focuses on the final sale - it is not inportant
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how the sales goal is reached, just that it 1is. The main

advant age of output control is that it is sinple to set up and

adm ni ster. Qut put  control encourages strong individual
notivation because poor producers receive little or no
conpensation (Anderson and diver 1987). Anot her advantage is

that the selling process does not have to be well understood by
the manufacturer. This can be helpful in conplex and uncertain
selling situations.

The difficulty of trying to use either behavior or output-
based control with agents is that they are, of course, not part
of the organization and not subject to its rules and
regul ati ons. Agents can choose whether or not to follow the
dictates of the manufacturer. Their relationship as agents, not
enpl oyees, introduces a new aspect into the issue of control and

makes the application of traditional control nethods suspect.

Concl usi on
Deci sions to engage agents as an alternative to a firnms own
sales force are not as cut and dried as they mght appear.
Whet her the firm is small, medium or large the sane

considerations are involved, although the weighting of the
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decision criteria wll differ.

VWiile it is true that small firns are nore likely to use
agents than larger firms for obvious financial reasons, the
i ncreasi ng use of agents by even very large concerns suggests
that economics is not the driving force behind the decision.
Al t hough always a factor, the cost of wusing an outside sales
force becones |ess relevant as firns grow i n revenues.

Regardl ess of how large the manufacturer is the issue of
control of the sales effort eventually has to be addressed.
Where tight control of the sales force is wanted, for whatever
reason, then an agent is not a viable option. By their very
nature agents are difficult to control. On the other hand, if a
firmcan live with a fairly |oose arrangenent in selling its
products then the agent often is a better overall proposition
than having an internal sales team Control of the sales
activity is traded-off in favor of strategic or economc
advant ages.

The increasing use of the sales agent suggests that
something is happening to the way that business is being
conducted in the United States. It would seem that a fertile

new area of research is presenting itself.
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FIGURE 1
SALESFORCE CHOICE CRITERIA

18

Rep
82-



Sales

I;Is:;&::geerlal Choice Factors Force
- » Costs —»
| Economic
—| Efficiency —>
» Nature of the Market —> Direct
Employee
»| Sales Force Factors — (Employee)
Strategic R _h—"*
Company & Industry Factors Indirect
* Nature of the Product —
r» Behavior-Based —
Form of Control
|_., Output-Based —

Manufacturer

FIGURE 2
AGENCY VIEW OF SALESFORCE MANAGEMENT
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FIGURE 3
TRADITIONAL SALESFORCE CONTROL MODEL
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