TOPIC FIVE
[bookmark: _Toc208739889]FACTORS THAT AFFECT NEGOTIATION
[bookmark: _Toc208739890]5.0 	INTRODUCTION
This topic introduces students to the different aspects affecting a negotiation process and how they can be applied in a Procurement Business Negotiation.  The factors considered in this case include; negotiation variables such as power, time, information and the external environment.  The effect of these factors on the positions of the negotiators in the negotiation process will be highlighted accordingly. 
[bookmark: _Toc208739891]5.1	LEARNING OBJECTIVES
At the end of this chapter, students will be able to: 
1. Describe how power, time and information influence procurement negotiations 
2. Analyse the impact of other external factors in the environment on negotiation and the likely outcomes
3. Identify the different factors that determine the strength and weaknesses of negotiation parties
4. Demonstrate how the different negotiation positions can be applied to achieve set objectives of a given negotiation process.
[bookmark: _Toc208739892]5.2	NEGOTIATION VARIABLES 
Three critical variables have an impact on the nature of negotiation
· Power
· Time
· Information 
(a)	Power
It is important to make a realistic assessment of the power relationship in any purchasing negotiation, power involves being able to control or manage the decisions of the other party. There are many ways in which this can be done, which range from managing their perceptions of potential loss through to reducing their alternative networks. 

Sometimes the balance of power will sit with the buyer, simply because of the size of the contract and the buying power. Sometimes the balance of power is in the supplier’s favour, where the buyer is small customer or the supply has an actual monopoly, a geographical monopoly or a virtual monopoly position in the market.   

Being the powerful party in a negotiation is, in itself neutral. It is neither good nor bad, neither ethical nor unethical, however market power should not be misused to damage, eliminate or exclude competitors from the market. Misuse of power will often incur costs later in the relationship.
Organisations can increase their negotiating power by identifying a number of alternative products / services that could meet their requirements and by having a range of possible suppliers, thus reducing their dependence on buying a particular item from a particular supplier. 
(b)	Time
Most people describe negotiation as if it were an event. This implies that is has a definite start and finish within a fixed time frame. In fact, negotiation is a process rather than an event; the actual starting point of a negotiation is always long before the start of the formal face – to – face negotiation phase. In preparation phase, it is wise to gather as much information as possible both about the organization’s interests and alternatives and the interests and alternatives of the supplier. After the formal negotiation phase has finished and an agreement has been reached, it must be documented, formally agreed, implemented and monitored. 

The management of time within the negotiation, slowing the process down and speeding it up according to the needs of the organizations, is a common tactic. It also helps one party when situations change in an unexpected direction; taking control of time is often a way of taking control of the rest of the negotiation.

However, it should be noted that, generally, good outcomes in purchasing negotiations cannot be achieved in tight time frames, it is worth investing the time that is necessary to explore issues, identify the needs and interests behind expressed positions and develop creative and innovative solutions of mutual benefit to the negotiation. 

Time is a valuable commodity in a purchasing negotiation. The organization can often make best use of available time to improve its negotiating position substantially by gathering useful information – which allows the development of alternatives to the solution being proposed by the supplier.   

(c)	Information
Information is at the heart of any negotiation. Adequate attention to gathering information during the preparation phase of a negotiation can significantly enhance the likelihood of a mutually satisfactory agreement being reached during the formal phase of the negotiation. During the formal phase, it is a common strategy for parties to try to conceal their true interests and priorities. The chance of obtaining accurate information from an experienced negotiator during an adversarial negotiation is quite low. Information is normally easiest to gather during the preparation phase before the formal negotiation begins.

The more information you have about the other party’s financial situation, real priorities, needs, deadlines, costs and organizational pressures, the easier it will be to develop negotiating proposals which address these issues, and the stronger the negotiating position will be. 

There are many sources of information on suppliers and markets. Sources include the media, libraries, government publications and statistics, product and consumer reports, online services and professional bodies – and the suppliers themselves, through their literature, their websites and through their sales force at any exhibitions at which they are displaying their goods or services. Other interesting sources of information include contact with third parties who are familiar with the other party, including current and previous customers or even competitors of the other party, who may be able to give you an insight into industry issues and prevailing conditions, cost and / or price structures, product availability and design features.

You should never behave in a manner that is unethical or unfair in your attempts to gather information to use during negotiations. Be aware that the information you receive may not always be complete or accurate and you should always check information to your own satisfaction before relying on it. Be sure to keep good notes as you go, as it will be almost impossible to keep all this information in your head. Written information is easier to share with other members of your negotiation team, and your notes can be invaluable during the formal negotiating phase.

Activity 
Considering a recent negotiation of your choice, explain how you would go about applying the following negotiation variables in order to influence the negotiation process to your favour.
a) Power 
b) Time 
c) Information

[bookmark: _Toc208739893]5.3	FACTORS THAT INFLUENCE NEGOTIATION AND THEIR OUTCOMES
· The type of relationship you have or would like to create with the other party. For example, with collaborative relationships, it’s easier to resolve a conflict since openness saves time than distributive relationships where there is a high level of competition. 
· Personality – the personalities of the parties play a big role in negotiations.  Your own personality and style will determine how much you trust the other person, how free you are with your emotions and how much you want to conceal or reveal your expectations and intentions in this process.  For example, a problem solver negotiator is cooperative, concerned about the other party’s interests and committed to fairness and efficiency.  Therefore, his approach is to resolve the conflict amicably.
· Time – taking control of time is often a way of taking control of the rest of the negotiation. Good outcomes in purchasing negotiations cannot be achieved in time frames.  It is worth investing the time that is necessary to explore issues, identify needs and create innovative solutions of mutual benefit to the negotiation.
· Your position in the market place – your relative power position will influence the negotiation situation, e.g. if the buyer is the only or one of the few buying firms of a particular item, then he has a relatively higher power position to influence the negotiation in his favour.
· Physical space – sometimes where the negotiation takes place can be important.  Are you negotiating in a space you are uncomfortable and the other is comfortable?  Negotiating space should always be appropriate to both parties.
· The range of options available to you – including the BATNA, you need to know when not to engage at all and when not to continue to engage in negotiation.  For example, it may not be appropriate for one to enter into negotiation;
a) When you could lose everything, you have.
b) When demands made on you are unethical.
c) When you are not prepared to negotiate.
d) When you are not interested in an outcome because you have nothing to gain.
e) When you have no time to negotiate as you would want to.
f) When you do not trust the other party to implement the agreed solution.
g) When waiting will improve your overall position.
· Past interaction – if there is a history of conflict to a resolution with this person, there is a likely hood for this to negatively affect the negotiation due to bias and mistrust among the parties.
· Information – the more information you have about the other party’s financial situation, real priority needs, deadlines, costs and organizational pressures, the easier it will be to develop negotiation proposals which address these issues and the stronger the negotiation will be.
· Skill and experience of the negotiating team or individual will most definitely win the best deal from a given negotiation process.
· Subject utilities

Activity 
Discus how the following environmental factors will affect the negotiation process;
a)  Legal factors, 
b) Political factors,
c) Economic factors,
d) social factors,
e) Technological factors.
[bookmark: _Toc208739894]5.4 POWER AND INFLUNCE IN COMMERCIAL NEGOTIATIONS	
Mastering negotiation skills or the art of negotiation for that matter, means knowing, among other things, whether or not you have the needed power. Remember negotiation definition can be summed up as a process where two parties with differences which they need to resolve are trying to reach agreement through exploring for options and exchanging offers and an agreement.
If you pay close attention to the negotiation meaning as summed up above you realize you only get good at it if you have the ability to influence which is what power is. Power is the ability to influence and this is not the same as authority, since authority refers to the scope and amount of discretion given to a person based on the position they hold in an organization. So power is the ability to influence while authority is the right to influence

Power and influence are crucial elements in negotiations, shaping outcomes and relationships. Understanding different types of power, from positional to expert, allows negotiators to leverage their strengths and navigate complex dynamics effectively. 
Building influence requires developing credibility, strong relationships, and persuasive framing skills. Ethical considerations guide the responsible use of power, while tactics 
like anchoring and coalition-building help negotiators achieve their goals across various real-world contexts.

5.5 WHY IS POWER IMPORTANT IN COMMERCIAL NEGOTIATION
1. It helps you secure a win outcome, as well as gain the interests that come with the win, for instance if you are negotiating a car lease, you get to keep the car in your own terms.
2. It makes it easy to maximize your share of value gains from an otherwise “win-win” co-operative agreement
3. Keeps the negotiation going forward by forcing an issue
4. Secure agreement, commitment and buy-in to positions or solutions
5.6 SHAPES TAKEN BY POWER WHEN NEGOTIATING
In buyer-supplier relationships, power may take various forms often reflected by the tactics used and such include:
Overt power: Which is obvious and transparent, this kind of power is normally seen through the direct tactics such as competitive leverage, hard negotiation, logical persuasion among others.
Covert power: This kind of power is subtle, basically hidden or implied. It can be seen through tactics such as withholding information or even excluding someone from a negotiation or a network. In this case conflicts of interest are not explicitly stated and may not even be apparent to observers
Structural power-This is contextual, it builds into the situation, simply put, this shape of power will just rise as the commercial agreement occurs
5.7 SOURCES OF PERSONAL POWER IN COMMERCIAL NEGOTIATION
In organizational relationships, power can be classified in the following ways;
1. Legitimate power (or position power)- this kind of power is backed by authority, meaning it has to do with the position one has in a given organization for instance if you are a manager then that position comes with ability to influence
2. Expert power– has to do with what you know
3. Reward power (or resources power) you enjoy this power if you have control over resources that are valued by others, this power will depend on how far you control these resources, how scarce they are and how much they are valued by others
4. Referent power – also known as charismatic power. It’s the kind of power which has to do with individual personality and how attractive others find this personality
5. Coercive power– this power is based on the ability to threaten sanctions, hand out punishments or physically intimidate others if compliance is not obtained
An individual can actually portray all these powers it’s just a question of context.
5.7 KEY CONCEPTS
· Power is the ability to influence others and shape outcomes in negotiations
· Influence involves using persuasion, relationships, and credibility to sway others
· Power dynamics refer to the relative levels of power held by each party in a negotiation
· BATNA (Best Alternative to a Negotiated Agreement) is a key source of power
· Interests are the underlying needs, desires, and concerns that motivate parties in a negotiation
· Leverage is the ability to use power to gain an advantage or achieve desired outcomes
· Tactics are specific actions or behaviours used to exert power and influence in negotiations
· Ethics play a crucial role in ensuring fair and principled use of power in negotiations
5.8 BUILDING AND LEVERAGING INFLUENCE
· Develop a strong reputation for integrity, reliability, and competence to enhance credibility
· Build rapport and trust with counterparts through active listening, empathy, and finding common ground
· Identify and align with the interests and priorities of key stakeholders to gain their support
· Frame issues and proposals in ways that resonate with the other party's values and goals
· Use social proof by highlighting endorsements, success stories, or industry benchmarks
· Leverage scarcity by emphasizing the unique value or limited availability of resources or opportunities
· Offer reciprocity by providing favors, concessions, or assistance to create a sense of obligation
· Adapt communication style and approach to match the preferences and needs of the other party
5.9 TACTICS AND STRATEGIES FOR POWER DYNAMICS
· Assess the relative power of each party by evaluating BATNAs, resources, and alternatives
· Gather information to identify the other party's interests, constraints, and decision-making processes
· Use anchoring to set favourable reference points and shape perceptions of value
· Employ the "door-in-the-face" technique by making a large request followed by a more reasonable one
· Use the "foot-in-the-door" tactic by securing small commitments before asking for larger ones
· Create a sense of urgency or deadline pressure to encourage faster decision-making
· Control the agenda and frame the issues to steer the negotiation in a desired direction
· Form coalitions or alliances with other parties to increase collective power and influence
5.10 ETHICAL CONSIDERATIONS
· Adhere to principles of honesty, transparency, and fair dealing in all negotiations
· Avoid using deceptive or manipulative tactics that undermine trust and long-term relationships
· Respect the autonomy and free will of counterparts by avoiding coercion or undue pressure
· Ensure that power is exercised in a manner consistent with organizational values and societal norms
· Consider the potential impact of power tactics on third parties and broader stakeholders
· Maintain confidentiality and protect sensitive information shared during negotiations
· Strive for mutually beneficial outcomes that satisfy the legitimate interests of all parties
· Be willing to walk away from a deal if it violates ethical standards or personal integrity
5.11 COMMON PITFALLS AND HOW TO AVOID THEM
· Overestimating one's own power or underestimating the power of the other party
· Conduct thorough research and analysis to accurately assess power dynamics
· Failing to adapt power tactics to the specific context, culture, or relationship
· Tailor approaches based on the unique characteristics and preferences of each counterpart
· Relying too heavily on a single source of power or influence
· Diversify power bases and develop multiple sources of leverage
· Neglecting to build trust and rapport before employing power tactics
· Invest time in establishing positive relationships and creating a collaborative atmosphere
· Using power in a way that damages long-term relationships or reputation
· Consider the long-term consequences and strive for sustainable, mutually beneficial outcomes
· Allowing emotions or ego to cloud judgment and lead to overuse of power
· Practice self-awareness and emotional intelligence to maintain objectivity and restraint
· Ignoring the potential for backlash or unintended consequences of power moves
· Anticipate and prepare for possible negative reactions or countermoves from the other party
5.12 REAL-WORLD APPLICATIONS
· Salary negotiations between an employee and employer
· Employee can leverage their unique skills, experience, and market value to negotiate higher compensation
· Business-to-business contract negotiations
· Companies can use their market share, brand reputation, and alternative options to secure favourable terms
· Diplomatic negotiations between nations
· Countries can draw on economic, military, and political power to influence international agreements
· Negotiations between a buyer and seller in a real estate transaction
· Buyers can use market conditions, financing options, and competition to negotiate lower prices
· Negotiations between a union and management during collective bargaining
· Unions can leverage the power of collective action and public pressure to secure better working conditions
· Negotiations between a startup founder and potential investors
· Founders can highlight the uniqueness of their vision, team, and traction to attract favorable investment terms
· Negotiations between a consumer and a service provider (cable company, gym)
· Consumers can use their ability to switch providers or negotiate group rates to secure better deals
5.13 KEY TAKEAWAYS
· Understanding and effectively using power and influence is critical for success in negotiations
· Different types of power, such as positional, informational, and referent power, can be leveraged depending on the context
· Building influence requires developing credibility, relationships, and the ability to frame issues persuasively
· Tactics like anchoring, door-in-the-face, and forming coalitions can help navigate power dynamics
· Ethical considerations, such as honesty, respect for autonomy, and concern for long-term relationships, should guide the use of power
· Common pitfalls, like overestimating one's power or neglecting to build trust, can undermine negotiation outcomes
· Power and influence strategies apply across diverse real-world contexts, from business to diplomacy to personal negotiations
· Effective negotiators adapt their approach based on the specific power dynamics and interests at play in each situation
5.14 FACTORS THAT WEAKEN NEGOTIATION POSITIONS
· Lack of enough preparation time.
· Lack of knowledge with regard to market developments, market position of the suppliers and your own company’s relative position.
· Lack of knowledge of the suppliers’ cost structure.
· Too little listening and too much talk by the negotiating parties.
· Non or very few alternative sources available – BATNA
· Where there are very few potential suppliers and buyers of a given product or service.
· In cases where demand for a particular item is urgent and cannot be postponed.
· Anxiety to obtain the business.
· When the supplier uses arguments during the negotiation process that were not anticipated by the buyer.
· Lack of experience. 
· The buyer is well known for unfair business dealing and differed payments.
· Few valid arguments to support either party’s point of view.
· When both parties’ contribution to the other is small or insignificant.
· The buyer lacks relevant information about the suppliers’ financial situation, manufacturing processes and any other relevant information to be considered.
Activity 
Referring to the factors that weaken the negotiating position;
a) Identify the factors that would strengthen the buyers negotiating position.
b) Identify the factors that would strengthen the suppliers negotiating position
