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Incentive systems are a key means of successfully guiding sales 
representatives toward strategic targets. While most sales incentive 
systems are primarily based on revenue, price or discount-related in-
centive components are often missing. The authors explain different 
approaches to integrate such a target into a commission or bonus 
system. They give recommendations regarding the design of such 
variable payment components and explain key success factors for 
implementing an enhanced sales incentive system. Stefan Beeck is 
a Senior Director and regional head of the Competence Center “In-
dustry” at Simon-Kucher & Partners in Switzerland. Dr. Marija Radic 

is a Senior Consultant in the global Competence Center “Insurance” at Simon-Kucher. They can be 
reached at www.simon-kucher.com. 

Price Enforcement: A Key Element of Sales 

The average percentage of variable compensation is con-
tinuously increasing, as sales force compensation sur-
veys reveal. With higher variable compensation, most 
companies hope to motivate their sales people, making 

them “hungrier” and more willing to share the financial risk of 
volatile business with the company. But what is the right balance 
between fixed and variable income? This is a hotly debated ques-
tion among scientists and experts. There are three key factors that 
influence this balance: the type of sales tasks, industry practice 
and regional or corporate culture. As a general rule, the stronger 
a sales representative’s influence is on customer decisions, the 
higher the variable share should be and the more important it is 
to “hunt” rather than “farm” the customer”.

Yet another question is even more important: How can you op-
timize the design of a variable compensation system?

It is shocking how many sales incentive systems are not well 
aligned with the overall corporate goals. While most companies 
state that their growth target and their profit target are balanced, 
sales incentive systems are vastly dominated by pure revenue 
(growth) objectives. But if the sales force is told to increase prof-
itability, the variable incentive based only on revenue will send 
the wrong signal. It will render compensation as a key strategic 
lever not only useless but will even be counterproductive. For 
example, one company, 
a producer of mechani-
cal components, was 
shocked that its sales 
price level and profit 
margin decreased dra-
matically after the sales 
force’s fixed income had 
been enhanced by a sales 
revenue-based commis-
sion. This is why the 
company asked for out-
side support. One of the 

company’s core requests was to optimize the incentive scheme by 
establishing a component that incentivizes price enforcement.

The first and most basic step in designing a compensation sys-
tem is always to be clear on the company’s strategic goals and 
their ranking. Table 1 provides an overview of typical strategic 
goals in sales.

For a compensation scheme to fulfill its full steering potential, 
management needs to pinpoint – in line with the corporate strat-
egy – the two to five most important goals per sales role. The 
weighting of the individual variable components should thereby 
reflect the importance of the different goals. If volume and prof-
itability, for example, are equally important from a strategic per-
spective, then both variable income components should receive 
similar weight. 

For a given sales role, it is important that management defines 
measures that adequately reflect the strategic goals and at the same 
time can actually be influenced by the sales representative. If a 
sales representative cannot sufficiently influence a measure, then 
it will be perceived as unfair and will at best have no impact at all.

For a profitability-related measure, price or margin discretion i.e. 
a sales representative’s flexibility to grant discounts independently 

Table 1: Elements of sales incentive systems derived from strategic goals

Type of 
strategic goals

Volume-oriented
goals

Profitability-oriented
goals

Customer-oriented
goals

Process-oriented
goals

Concrete
objectives/
elements of 
sales incentive 
system

� Sales volume

� ��J����

� Market share

� Contribution margin

� EBITDA

� Price performance/ 
discount  level

� Sales cost

� Penetration of a 
specific customer  
segment

� Customer loyalty

� Share of new
customers

� Churn rate

� Quality/ speed of
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� Won order rate

� Quality/ speed of 
order processing

Maximum commission

Standard commission

Minimum commission

Price
enforcementFloor

price
Target
price

List
price

Extra-ordinary
discounting

Price discretion
of sales person

Commission
rate (%)
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Incentive Systems

Figure 1: Contribution margin-related incentive

within a certain range of a company’s price escalation system, 
is therefore a prerequisite and will be assumed for the authors’ 
entire argumentation below. This is usually the case for sales 
managers and commercial sales representatives. Therefore, the 
following arguments and recommendations apply more to these 
sales roles than they do to technical sales representatives or sales 
support functions.
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As shown in Table 1, a number of measures exist that can be used 
to incentivize profitability. A straightforward way is to introduce 
a price-discount performance component. This component re-
quires gross or target prices and 
defined discount levels. All price 
parameters have to be:

up-to-date
market oriented
accepted by the sales force as 
ambitious but realistic 

In several industries and compa-
nies it is impossible to fulfill these 
requirements. This is particularly 
true for industries with many 
non-standard or even customized 
products or for companies in proj-
ect business in which only project-
specific net prices exist.

This should in no way imply that 
these companies should categori-
cally switch to a purely revenue-
based incentive system. As an al-

ternative, these companies should consider 
basing their variable compensation partly on 
gross profits or contribution margin. Obvi-
ously, there are pros and cons of incentivizing 
profit generation in sales (see Table 2). Some 
managers are clearly hesitant to reveal profit 
or contribution margin information to their 
sales force. Nevertheless, profit and contri-
bution margins reflect price enforcement at 
least in an indirect way.

The easiest way to design such a profit-ori-
ented incentive is to use an absolute contri-
bution target. The sales representative has to 
achieve the target within a defined period. 
Paying sales representatives a fixed commis-
sion rate based on the absolute contribution 
is a similar alternative. It is questionable, 

however, whether the intended impact of this measure on price 
enforcement is strong enough. A sales representative could also 
increase the absolute contribution by over-compensating a drop 
in price with higher sales volume. Although absolute profit is 
each company’s most important target, there is a chance that the 
price level will erode. 

A relative contribution margin target is a much better alterna-
tive. At first glance, implementation seems complex (see Figure 
1), but the three-step approach is easy to use:
1. Figure out your margin target value (e.g. derived from the 

value achieved in the previous period).
2. Determine a lower threshold (certain number of percentage 

�������	�
��������������������������������������������������
Profit and contribution target as part of sales incentive system

Goal with highest importance directly 
incentivized

Direct participation of sales person in 
business opportunities/ risks

Incentive for entrepreneurial behavior

Market-oriented gross/ target prices not 
needed

Simultaneous incentive to
− enforce maximal prices
− focus on profitable business 

Bias regarding cost changes that cannot 
be influenced by sales person

(Valid) information on contribution and 
profit not available in every company

Confidential information shared with 
sales people

Often time-lag until information is 
available

Calculation usually not transparent to 
sales people

Calculation basis often source of 
controversy
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points below the target value) at which 
the sales representative would receive 
no payout. 

3. Interpolate both values to derive the 
incentive function.
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Having looked at the alternative profitabil-
ity measures if price-discount information 
is not readily available, we will now shift 
our focus back to compensation systems 
with a component that directly incentiv-
izes price enforcement. Such a component 
can be integrated into any of the different 
compensation setups – commissions and 
bonus systems are the most frequent ones. 
In a commission setup, the payout is usu-
ally a defined percentage of a deal’s success. 
Under a bonus system, on the other hand, 
the sales representative and manager agree 
on targets for a specific period. The bonus payout for a variable 
component is then calculated based on the sales representative’s 
target achievement. Bonus systems have gained popularity over 
the last decade primarily because they more effectively direct 
the sales force’s attention to the long-term objectives of the com-
pany as opposed to a commission system that promotes more of 
a transactional, short-term focus. 

Figure 2 provides an example of a two-dimensional commission 
system in which the commission rate depends on the achieved 
price level. The focus of the sales representative is simultaneously 
steered to-wards setting a high price that corresponds with a high 
commission rate and towards maximizing sales revenue. From 
a price defense standpoint, however, the step-wise approach is 
suboptimal since the commission rate does not change within 
each price range. The sales representative does not have an incen-

tive to fight for every cent. What’s more, they are often confused 
by combined incentive designs (i.e. commission as a function of 
volume and price). 

A variation of the step-wise commission rate is depicted in Figure 
3. A continuous function is applied in this example. This approach 
is very fair and ensures that the price range is optimally exploited. 
To efficiently utilize the system, we highly recommend an IT tool 
that automatically calculates the commission rate.

If a computer-aided selling approach (CAS) is applied, the com-
mission rate and the total deal-specific commission can be dis-
played to the sales representative during the process of determin-
ing the offer price. In general, implementing such an IT-based 
system has a high return on investment. A German technical 
wholesaler, for example, changed its commission system to such 

a design. Within two months the company 
managed to reduce its average discount from 
16 to 14 percent without losing any volume 
or customers. The corresponding margin 
increase was equivalent with a net price 
boost of two percent. Such a price increase 
was deemed impossible in that industry for 
many years.

Commission systems like the ones explained 
so far have two main disadvantages in com-
mon. 
1. Calculating the variable payout is 
rather complex because it simultaneously 
depends on two performance parameters 
(revenue and price enforcement). It is quite 
challenging if not impossible to administrate 
such a system and continuously give up-to-
date information on the expected payout 
without a specialized IT-based tool. 
2. The commission rate is independent of 
the sales representative’s fulfillment of the 
(budget) target. In other words, the sales 
representative still gets two-thirds of the 

Figure 2: Commission rate differentiated according to price enforcement
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commission paid last year 
if he/she achieves 66 percent 
of last year’s revenue (as-
suming the same degree of 
price enforcement). A one-
third drop in the variable 
income would definitely be 
unsatisfactory for the sales 
representative, but the fi-
nancial impact of a decline 
in revenue by 33 percent is 
very severe for the employer.

Because of these disadvantag-
es, more and more companies 
switch from a commission sys-
tem to a bonus system in sales. 
A commonly applied bonus 
system is depicted in Figure 4. 
It consists of two easily defined 
targets (sales revenue and price 
discount) that are independent of each other. Both are linked to 
individually determined target values that are normally derived 
from budget figures. Furthermore, defined lower thresholds en-
sure that no variable income is paid if target values are clearly 
missed. 

While commission systems are regarded as a very direct incentive 
due to the monthly payout, bonus systems are more long-term 
oriented. In most cases revenue and price enforcement targets 
are defined annually. The risk of the sales force neglecting these 
bonus targets in daily business is somewhat higher compared to 
commissions. 

This disadvantage can be avoided by combining a commission 
system with a bonus system. The incentive system depicted in Fig-
ure 5 is basically a commission system, but the commission rate 
is derived from the simultaneous achievement of a revenue target 
and a price enforcement target. The possibility of a monthly pay-
out and the strong link to (budget) targets are clear advantages of 
this incentive system. It is, however, comparatively complex and 

the commission rate steps are a disadvantage, as explained earlier.
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After management has agreed on the price enforcement com-
ponent type and its relative weight (impact on variable target 
income), two main design elements of the component have to 
be determined. First, how should the payout be calculated and 
made – on a transactional or aggregate basis? And second, what 
should be the shape of the payout function?

As an example, let us take a look at a commission framework that 
includes a linked revenue and price enforcement component. In 
this setup, a transactional design would imply that a sales repre-
sentative receives a commission based on revenue and price for 
each deal. This certainly gives sales representatives a strong in-
centive, since the trade-off between price and revenue needs to 
be made for every single deal. On the other hand, it also takes 
away their commercial decision-making authority since there is 
no flexibility to make up one deal for another. 

A payout on an aggregate basis means 
that the payout for price enforcement 
is dependent on a sales representative’s 
target achievement in a specific period 
(quarter, half-year, year). Compared to 
the transactional design, the incentive 
effect is certainly weaker, but the ag-
gregate design also gives sales represen-
tatives room for maneuvering between 
deals and introduces longer term ob-
jectives that follow a management-by-
objectives philosophy. In recent years, 
more and more companies have shifted 
from a transactional to an aggregate 
design. The pros and cons of both ap-
proaches have to be evaluated, however, 
in light of company specifics such as the 
share of fixed versus variable pay, the 
seasonality of business, administrative 
issues, etc.

Figure 5: Commission rate simultaneously differentiated by two-dimensional target achievement
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In terms of the shape of the payout function, management needs 
to make several decisions: Should you only reward realistic per-
formance, i.e. should the payout function have a threshold? And, 
should there be a cap, i.e. a maximum payout? A threshold such 
as the one shown in Figure 6 has the advantage that only real 
performance is rewarded. It also allows for an over-proportional 
increase in pay for increased performance, thus leading to better 
motivational and steering effects. While the payout is determined 
by the sales representative’s target achievement and the weight of 
the component, management has to decide on the payout cap. A 
rule of thumb: The “leverage” should at the most be three times 
larger than the target amount. 

The questions discussed so far provide a first general framework 
for designing a price enforcement component. The shape of the 
incentive curve will depend on a number of factors such as in-
dustry and company specifics, but also budgetary issues and an 
assessment of the sales force’s payout changes under a remodeled 
compensation scheme. Management’s decision must therefore 
be based on profound data simulations and a company-specific 
discussion.
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Since compensation is a very sensitive subject, the key success 
factor for any redesigning of an existing incentive system is 
change management. Early on, the regional sales managers and 
opinion leaders in sales need to be informed and trained in the 
new compensation system in order to act as multipliers in their 
organizations and gain acceptance. Management needs to dis-
tribute information among the entire sales force that explains 
the rationale of the changes and shows how the sales force will 
benefit from the enhanced incentive system. 

Training is another crucial element for the success of a price en-
forcement component. The importance of pricing and the func-
tion of the compensation scheme need to be trained repeatedly. To 
support the customer negotiation process, the sales force should 
receive in-depth product and negotiation training in order to 
extract the maximum value. 

As mentioned above, an intuitive and 
easy-to-understand IT incentive tool that 
contains all relevant information about 
a sales representative’s current target 
achievement and the expected payout is 
a very helpful support tool for a company 
to enforce the general incentive effects 
of variable compensation. In a transac-
tion business environment, this effect is 
boosted by a real-time incentive calculator 
where – as the name already suggests – the 
impact of a deal’s price on the different 
component payouts is shown in real time.

The target-setting process and the per-
formance review process have to be de-
fined in an absolutely clear way. Rules 
for changing a target value in exceptional 
cases have to be comprehensively defined 
in advance. 

Fairness, equal treatment of all sales people and ambitious but 
realistically defined target values are fundamental pillars of any 
successful incentive system. Only when these pillars are in place 
will the sales force accept the component and the expected in-
centive and steering effects will result.

In terms of the price component, price information used for the 
incentives, i.e. gross and target prices as well as discount levels, 
has to be absolutely reliable. Target values must be determined 
realistically and in a market-oriented way. 

On the same note and as stated already above, only targets that are 
influenced directly and without bias by the sales representative’s 
individual performance should become an element of the variable 
compensation. This is particularly true for a price enforcement-
related incentive. If a sales representative’s pricing decisions are 
frequently overruled by the supervisor, price enforcement should 
not become one of the individual performance criteria. If pricing 
decisions are made within a certain sales team, it makes sense to 
define price enforcement as a team target. In such a case all team 
members are rewarded in the same way.
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Despite defining profitability as one of their main strategic objec-
tives, many companies have not integrated a price enforcement 
target into their sales incentive system. Such a compensation 
component can be designed in several ways in order to opti-
mally enhance the sales incentive system already in place. An 
anti-discount commission or a bonus for (over) achieving target 
prices has various advantages. The design of the incentive com-
ponent always has to factor in company specifics. Several factors 
influence the successful implementation of an enhanced variable 
compensation system. One of these is price targets that are set 
ambitiously, but are still realistic and market oriented. 

If companies initiate a comprehensive pricing excellence pro-
gram consisting of various single measures (such as changing the 
logic of list prices, realigning customer discounts or value-selling 
training), they should also introduce and/or optimize a price en-
forcement incentive.

Figure 6: Design of incentive function
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