NEGOTIATION EXERCISE

BACKGROUND NOTES

This computer enhanced negotiation exercise is designed to allow participants to explore the nature of a board negotiation (i.e. one that is performed by a team of buyers and a team of sellers). This analysis of the background to the exercise consists of the following:

PROGRESS OF THE EXERCISE

TRADE-OFFS

NEGOTIATION BEHAVIOUR

TEAM MANAGEMENT

NEGOTIATION STRATEGY

EXERCISE PROGRESS

The design of the exercise and experience in running the exercise with numerous groups suggest that the exercise will develop as follows.

INITIAL MEETING - this information-gathering meeting is where teams can assess each other and obtain information but may prove difficult as the groups get into their roles.

The groups are likely to have considered carefully what information is needed but may be weak in opening the meeting, being prepared to supply information and closing the meeting.

As this is a role playing exercise there is a limited amount of information and teams cannot fall back on the knowledge they have of their own business. However, in retrospect, teams should consider whether they really prepared this aspect well (in particular with respect to the question of what information would be required in the real world).

Finally, the meeting should not drift to a close. In fact at the end of the meeting the key requirements of the buyers should be summarised. For, if this is not done, the following meeting will be confused and a source of conflict.

INITIAL PROPOSAL - this, the second meeting between the groups is likely to be the most antagonistic. This is due partly to the design of the exercise but it is also due to the to the fact that, despite information to the contrary, the proposed price is likely to be significantly higher than the buyer's current price.

The cost sensitivity conflicts are due to the fact that the supplier's costs are high for low volumes (due to high fixed costs and a premium product specification). Thus, especially, when the sellers respond to the buyer's request for, say, a single year's contract and the top product specification the supplier's costs are extreme.

This situation is often worsened as the sellers add a profit margin of significantly more than the maximum suggested. The net result is that the buyers regard the proposal as unreal. For example one response (from a past course) was - Buyer: "Your price is simply a joke.....".

The proposal may be rejected out of hand leading to a breakdown in the trust between the groups and often to conflict as illustrated by the following dialogue in response to a high initial offer price.

Buyer: "You obviously failed to heed our statement on price'

Seller: "No with respect ......."

Buyer: "But when you quoted ......"

Seller: "We did not quote - we mooted ...."

By the end of the initial proposal stage, the teams may have moved significantly apart. This is particularly true if neither group has considered the other party's needs and responses. Also both parties may have replaced their main objectives by the need to win at the expense of the other team.

It is therefore useful to remind the buyers and the sellers of their objectives and the only way to reach these objectives is for the groups to work together!

Finally, although it is important to "aim high" it is possible to aim unrealistically high. This is particularly true in a new relationship where there is limited information. This risk must be recognised and a fall back position prepared. Experience running this negotiation exercise and in the real-world (with insurance loss adjusters and computer suppliers) suggests that the party aiming high may have to move further than otherwise. In other words, aiming reasonably high rather than very high is sensible.

MODIFICATION OF PROPOSAL - after the initial proposal meeting both groups must reflect on conflict that has occurred and consider what needs to be done to recover the situation. This involves attempting to put themselves in the other group's place and considering their objectives, the areas of importance and the relationship. The consideration of the areas on importance should lead to a determination of which trade-offs are possible and desirable.

Once the two groups recognise that they both benefit from an agreement they will work together and progress rapidly to a WIN-WIN agreement.

TRADE-OFFS

In order for the negotiation to be successful in terms of both the buyer's and the seller's objectives it is necessary to understand:

AREAS OF NEGOTIATION

RELATIVE IMPORTANCE

TRADE-OFF STRATEGY

AREAS OF NEGOTIATION - in this exercise these were predefined. In practice this is not so. So the first step is to decide what factors can be negotiated. This will be based on experience in selling products to similar customers, experience that will be modified by the actual customer.

RELATIVE IMPORTANCE - once the areas of negotiation have been defined it is important attempt to see and quantify how they differ from both the buyer's and the seller's viewpoints. This is illustrated in the diagram below. Here the importance for the buyer and seller range from 1 (unimportant) to 9 (very important).
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P - Price
S -  Volume

Q - Product Performance
T - Payment Terms 

R - Shipment Size
 

Note: As the negotiation proceeds and as the two sides move the relative importance of the factors may change.

TRADE-OFFS STRATEGY - it is important to ensure that any movement involves both taking as well as giving. It is sensible if trade-offs involve giving things that are important to the opposite party but are unimportant to you. In the diagram above, the seller should be happy to trade-off T or R to improve his S position. Equally, if the factor is important to both parties (like P) then trading-off will be difficult and focusing on this factor too early in the negotiation can lead to conflict.

NEGOTIATION BEHAVIOUR

The exercise will help to demonstrate behaviour that both helps and hinders the negotiation progress. Helpful behaviour includes the following:

SUMMARISING

SEEKING INFORMATION

TESTING UNDERSTANDING

LABELLING

COMMENTARY ON FEELINGS

SUMMARISING - this ties together all the discussion and hence organises the information in a common language for both sides.  This organisation of key information is important because otherwise it may be confused and hidden in the hurly-burly of the meeting. It therefore, significantly, reduces the risk of misunderstandings and the conflict arising from them.

SEEKING INFORMATION - despite the fact that salesmen should listen more than talk there is a tendency to talk and not listen. By seeking information (asking questions) the onus on the other party to talk and hence both supply information and move their position. Additionally, behaviourally, talking is rewarding. Finally, by seeking information, control is given over the negotiation to the party seeking information.

TESTING UNDERSTANDING - by rephrasing the other side's statements and testing understanding the group ensures that there are no misunderstandings which could, at the worst, cause conflict and, at the best, waste time.

LABELLING - involves preparing the other party for what is going to be said. For example a proposal might be prefaced with the phrase "Let me propose ....." or a request to test understanding might be prefaced with "Can I clarify a point .....". The purpose of labelling not only prepares the others for what is to be said but it gets the attention of the other group and by slowing the negotiation down reduces conflict and ensures clearer communication.

FEELINGS COMMENTARY - a negotiation may become very stilted (particularly when a relationship is breaking down). To overcome this problem and defuse the situation it can be helpful to speak about one's feelings. For example one might say "I feel that we must have misunderstood your requirements and I am upset that this has lead us to quoting too high a price. Perhaps we can .......".

Besides the behaviour that aids the negotiation there are behaviours which hinder it. These include the following:

IRRITATORS

DEFEND ATTACK SPIRALS

COUNTER PROPOSALS

ARGUMENT DILUTION

IRRITATORS - the choice of words and phrases used in the negotiation is very important. Despite this phrases such as "with respect" and "very reasonable" are likely to have been used. Or, in the context of an actual written communication and without any schedule "Please contact me at the relevant time" These will irritate the other group and have a negative effect on the negotiation and leading to potential conflict.

DEFEND ATTACK SPIRALS - as previously illustrated the negotiation can breakdown with each group, in turn, attacking the other group to defend their own position.

COUNTER PROPOSAL - in the heat of the negotiation when both groups are ready to make proposals it is possible for one group to make a proposal which is immediately countered by the other group making a proposal. The impact of this is for the first proposer to see the counter proposal as an out-of-hand rejection of the their proposal and react appropriately. Hence they, too, will reject the counter proposal. To prevent this any proposal, even if it seems untenable, should be discussed and acknowledged before moving on to the next proposal.

ARGUMENT DILUTION - in an attempt to prove the benefit of a proposal a long list of benefits may be described. Usually this list will start with the most important benefit and continue with progressively less important ones. The result of this is that by the time all the benefits have been described the more important benefits will have been forgotten or become confused with the less important benefits. These means that the discussion centres on the least important benefits. To overcome this problem each benefit should be described and discussed before moving on to the next benefit (if necessary).

TEAM MANAGEMENT

A key difference between a board negotiation involving two teams of negotiators and a negotiation on a one to one basis is how the groups are organised and managed. There are, potentially, five different roles in negotiation (although with smaller groups some of these must be combined). These roles are as follows:

CHAIRMAN

SPOKESMEN (2)

RECORDER

OBSERVER

CHAIRMAN - the role of the chairman is to manage the negotiation and to direct questions to the individuals best able to answer them. If the group is small this role may be combined with that of the observer. If possible the chairman should avoid being drawn into the tactical negotiation but should concentrate on its strategic success.

SPOKESMEN - the task of the spokesmen is to conduct the negotiation. It is an advantage to have two spokesmen so that when one is speaking the other is thinking and preparing to speak. (This is because, for most people, speaking and thinking cannot occur simultaneously!)

RECORDER - the dynamic nature of a negotiation (particularly one with large groups) means that some points will be missed and different people will have different perceptions of what has been discussed and agreed. By having one member of the group whose task is to record the progress of the negotiation there will be an accurate record of what has occurred.

OBSERVER - like the recorder the observer takes no direct part in the negotiation but observes the behaviour of the other group. Thus he looks for buying signals, at body language and how the other team is working as a team.

NEGOTIATION STRATEGY

The negotiation strategy must involve a clear understanding of the objectives of both parties and of the basic buying situation. And, except in the very simplest situations, the goal of either the sellers or the buyers is not likely to be based purely on price.

BUYERS' OBJECTIVES

The buyers' objectives may be separated into the following:

GREATEST PROFIT

EASE OF PURCHASE

SAFETY OF PURCHASE

POLITICS

GREATEST PROFIT - for most buyers, price is only one determinant of profit - it is important to consider the factors that add to costs, the factors that influence the commercial success of the buyer and the long term. In the exercise stock holding and the cost of payment all add to the basic price to increase costs and hence reduce profits. In some situation the purchase from a particular supplier can help the buyer's success with his own customers. Finally, there is a need to maintain profits in the long term (rather than just a "good" buy for today). The recognition of these means that it is possible to move the negotiation away from purely a price and feature discussion towards fulfilling the customers needs, reducing costs and benefiting from buying the product.

EASE OF PURCHASE - this covers the less tangible needs of the buyer. Thus it covers factors such as pre and after sales service, the ability to deliver on time and maintain quality, the handling of schedule changes, the range of products and services offered, financing etc.

SAFETY OF PURCHASE - this covers qualitative factors such as the relationship that already exists, the supplier's reputation in the market, the newness of the product and the trust that is built up by the selling team. This can be illustrated as follows:
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1. This is the safest situation where the buyer both understands his need and has a (good) relationship with the supplier.

2. Here the buyer understands his need but a relationship has to be created with the prospective supplier. Hence there is a need to concentrate on developing the relationship rather than proving benefits.

3. This represents the situation where a relationship exists and where the seller (or buyer) has identified a new need. (For example the supplier of a company's mainframe computers may use this relationship to introduce microcomputers to the company's executives). In this situation the need is to prove the benefits of the product.

4. This is the most risky situation where a new product is being sold to a new customer. Thus it involves both building trust, identifying the customers needs and showing how the product will benefit him.

POLITICAL ASPECTS - finally it is sensible to recognise the "political" situation existing in the buying company. In turn this involves both the roles and political objectives of the buying group. The buying group's roles may be separated into the following:

USERS

INFLUENCERS

BUYERS

DECIDERS

GATEKEEPERS

The Users are the people in the organisation who are directly involved with the use of the product. Thus they may be the staff in the manufacturing unit who use the raw material, or the people who use a particular piece of equipment or the retail staff who sell the product to the ultimate consumer.

The Influencers may be the people who specify the use of the product or provide information on alternatives.

The Buyers are those who negotiate with the sellers, manage the buying process and handle the administrative aspects of the purchase. These may be the only point of contact for a repeat purchase but should not be so for a new purchase.

The Deciders are the people who have the ultimate authority to select the supplier. The level of the decider will depend by both the risk and the newness of the purchase. Thus for repeat purchases the decider might be the buyer but for major new purchases it might be a senior executive.

The Gatekeepers' role involves the flow of information to the customer. They might be an executive's secretary or even the buyer limiting the amount of information that will be passed on. Thus, unless managed or bypassed, the gatekeeper can "shut out" the salesman.

In addition it is important to consider the buyers' political objectives and goals. For example if the buyer's profits have declined to a low level a cost saving of only a few thousand will be very visible and hence politically attractive. In other circumstances individuals might see the purchase as a threat or the buyer might need to prove his skills by getting a low price (rather than at the lowest cost).

SELLER'S OBJECTIVES

Just as the buyer's objectives are varied so too are the sellers. They are likely to cover at least the following:

PROFITS & PROFITABILITY

SIZE OF ORDER

FUTURE OPPORTUNITIES

PROFITS & PROFITABILITY - these are important both in terms of margin and return on investment. Thus, as illustrated in the exercise, it is important to negotiate factors that affect revenue, cost of sales, cost of selling & servicing the contract, and, also, those that affect capital needs (such as stock and the time taken for payment). In turn this means that it is important to be able to, accurately, assess the direct costs of fulfilling the contract (and not just the cost of supplying the basic product) and, possible, measure the profitability (in terms of return on investment) of each major negotiation.

SIZE OF ORDER - large orders are attractive because they provide an opportunity for business growth, help to ensure that the company is operating at full capacity and usually make the most effective use of selling time.

FUTURE OPPORTUNITIES - equally it may be attractive to expend significant selling effort or forgo short term profits in order to start trading with a company with significant growth potential or to obtain a reference account and hence obtain entry to a new, profitable, market.
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