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So, let me explain the model for the baseline commission group, and hopefully things will start to make 

some sense. Remember, looking at Table 14.1, both dummies will be coded as 0 here, so ignoring the error 

term ε1 we estimate:

Sales Performance    1 2= + ×( ) + ×( )b b b0 0 0

	 Sales Performance = b0

	 x̄Commission = b0

What this means is that the 100% salary and mixed incentive groups are excluded, because of their 0 

codes. As such, we are predicting sales performance when the two treatment levels of the independent 

variable are ignored, and the predicted value of sales performance will be the mean of the 100% commis-

sion group – the only group included in the model. So, it can be seen that the intercept b0 is always the 

mean of the baseline category (for this case the 100% commission category). 

Looking at the 100% salary group, the Salary dummy will be coded 1 and the Mix dummy will be 

coded 0, so substituting into the equation, we get:

Sales Performancei = b0 + (b1 × 1) + (b2× 0)

	 Sales Performancei = b0 + b1

Similarly, looking at the mixed salary and commission group, the Mix dummy variable is coded as 1, and 

the Salary as 0, so as such:

Sales Performancei = b0 + (b1 × 0) + (b2 × 1)

	 Sales Performancei = b0 + b2

However, we can also discover something else from these equations. More specifically, looking first at the 

100% salary group, the model should predict that the value for sales performance should equal the mean 

of the 100% salary group, in the same way as above where the predicted value of sales performance for 

the 100% commission group is the mean of that group. This can help us by changing the equation to:

Sales Performance = +b b0 1

	 x̄Salary = x̄Commission + b1

	 b1 = x̄Salary − x̄Commission

This means that b1 represents the difference between the 100% salary group and the baseline 100% com-

mission group. 

The situation is just the same when considering the mixed incentive group:

Sales Performance = +b b0 2

	 x̄Mix = x̄Commission + b2

		       b2 = x̄Mix − x̄Commission

Table 14.1  Dummy coding for the sales incentive experiment

Group Dummy 1 (Salary) Dummy 2 (Mix)

100% commission (base) 0 0

100% salary 1 0

Mix 0 1
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