Distributive Negotiations

During the campaign for the presidential election in 1912, President Roosevelt wanted to distribute a small brochure with his picture on the cover and a speech to his people inside. After having printed 3 Mio. copies one of the campaign workers discovered that on each photograph there was a small line to read: “Moffet Studios – Chicago”. Knowing that unauthorized use of this copyrighted picture could cost them $ 1 per copy, they thought how to negotiate with Moffet. Their position seemed pretty weak: they were in an obvious hurry, brochures already printed and packed, the other’s target value $ 3 Mio.

There campaign manager decided, after thinking through the problem to send the following cable: “We are planning to distribute many brochures with Roosevelt’s picture on the cover. It will be great publicity for the studio whose photograph we use. How much will you pay for us to use yours? Respond immediately!”
Shortly after he got this reply: “We’ve never done this before, but we’d be pleased to offer you $250 for using our photograph.” 

This story suggests a number of things.

Many assume that the aspiration range runs from the campaign paying nothing all the way up to $ 3 Mio. That the range could also include the other side (Moffet’s) paying anything, rarely occurs to people. This exemplifies how incorrect assumptions often fence us. 

The episode underlines the crucial role of information about each side’s perception of its own and other’s alternatives to agreement. 

1. Realistically without an agreement the campaign was in severe trouble. But the cable was worded carefully, suggesting “no problems”. If there were no deal, they would merely use another photo.

2. But the cable limited Moffet’s alternatives as well: the studio was left with the impression, without a deal life just goes on, not that they could win a huge settlement in court in case the campaign went ahead and used the already printed photos. If they had known the alternative to their agreement their position in dealing with the campaign could have dramatically improved!

3. The anecdote leaves one uncertain in respect to the ethical valuation of the campaign’s behavior. 

To demonstrate distributive negotiation let’s take the example of a buyer and a seller bargaining about the price of a house. The seller wants to have $300.000 and has another buyer for $200.000 and the buyer has found an equivalent house for sale for $260.000. But none of the negotiators knows about the other’s end of range. 
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The Roosevelt campaign example showed, how important it is to affect the perception of the other side. To accomplish this tactics can be applied.

Tactics for shaping perceptions of Alternatives

1. Try to shift upwards the other side’s beliefs (e.g. by persuasion) about one’s own minimum (reservation value) and try to shift downwards the other side’s belief of his own minimum. 

The seller might bluff and portray the other offer as high as $240.000 or he might really find another buyer offering a higher price. So in the eyes of the buyer the seller’s reservation price increases to $240000, leaving just $20.000 (between $240.000 and his own $260.000) to settle. 

2. Make a binding, credible, communicated commitment (showing the counterpart that one can not be moved, that one can or will concede no further)

The buyer who claims that his wife will divorce him if he pays more than $245000 may get the house for $245000 if he can make his claim credible. 
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As a result the seller’s perception of the bargaining range has shrunk.

3. Negotiations are often resolved at psychologically prominent “focal points”. In addition to round numbers (a deal settled at $250000 instead of $251968,40) people are attracted to outcomes that accord with simple formulas such as “equal division”, “each person should be compensated on the basis of the number of hours worked” or other norms or principles of fairness. Settling at a focal point may be less costly than trying otherwise to resolve an indeterminate situation. 

Attempts to claim value that way can lead to high initial offers of a seller and then a try to split the difference between this high offer and the buyer’s reasonable first offer in the name of fairness (e.g. bargaining in a bazaar).

There is a fundamental tension between integrative bargaining and distributive bargaining. While integrative bargaining tries to create joint gains, distributive bargaining is about claiming these gains. While integrative bargaining is about enlarging the pie, distributive bargaining is always about dividing the pie. With enlarging the pie everybody “wins” (“win-win”)because there is more to distribute, but with dividing up the pie, what one wins the other loses (“win-lose”). Since nobody wants to lose in the distributive game, often the integrative “game” doesn’t start and joint gains are not discovered. The integrative “game” makes revealing of information about one’s preferences, introducing new creative offers and so forth, necessary. How much one party gets in the distributive game depends on exploiting these information while claiming for an as large as possible piece of the pie. Therefore moves to claim value drive out moves to create it and can even end up in missing mutually beneficial terms for agreement. 

This constellation can be modeled in the Negotiator’s Dilemma Graph. Two negotiators (John and Tom) can choose between two negotiating styles: creating value (being open, sharing information about preferences and beliefs, not being misleading about minimum requirements and so forth) and claiming value (being cautious and misleading about preferences, beliefs, minimum requirements; making commitments and threats and so forth). Each has the same two options for any tactical choice. 

If both create value, they receive a good outcome, we will call GOOD. 

If John chooses to create value and Tom chooses to claim value, then Tom does even better (GREAT) than if he had chosen to create value (due to being able to exploit the revealed information and creative offers of John) but John does worse for the same reason. (TERRIBLE). Similarly, if John claims and Tom is the creative one, John’s outcome is GREAT and Tom’s is TERRIBLE. If both claim (everybody holding back information, not giving in their creative ideas and so forth), they will fail to find joint gains and come up with a MEDIOCRE outcome. The following Figure summarizes the outcomes for each choice.
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In each box, John’s payoff is in the lower left corner (Italics font), Tom’s payoff is in the upper right. Thus, when John Claims and Tom creates, John’s outcome is GREAT while Tom’s is TERRIBLE. 

Now, if John were going to Create, Tom would prefer the GREAT outcome (obtained by claiming) to the GOOD outcome (obtained by creating). Consequence: Tom should claim.

Now, if John were going to Claim, Tom would prefer the MEDIOCRE outcome (obtained from claiming) to the TERRIBLE outcome (obtained from creating). So, it seems that Tom always is better off trying to claim value!

Similarly from Tom’s point of view. If he chooses to create, John prefers the GREAT outcome (obtained from claiming) to the GOOD outcome (obtained from creating). If Tom claims, John prefers the MEDIOCRE outcome (obtained from claiming) over the TERRIBLE outcome (obtained from creating). 

Both negotiators end up with claiming. They land in the lower-right hand box and receive MEDIOCRE outcomes. They don’t realize joint gains, although they actually would prefer the GOOD outcomes, they could have received, had they both chosen to create value and ended up in the upper-left-hand box. 

This is the crux of the Negotiators Dilemma: Individually rational decisions to emphasize claiming tactics (being cautious and misleading) over creating tactics lead to a mutually undesirable outcome. 

Because tactics for claiming value impede the creation of value, negotiators in many situations leave joint gains on the table instead of sharing them in a mutually beneficial agreement. 

Moreover, a negotiator tending towards sharing information and constructive creative, mutually desirable agreements, may bitterly change his strategy to more self-protective, value-claiming tactics after he has encountered being tricked in several negotiations by experienced value-claimers. Thus, negotiators will “learn” to become value claimers. 

So, is there a way to arrive at a point of cooperation in negotiation? Scientific research findings suggest that there is a chance for cooperation in negotiation, when negotiations are done repetitively, i.e. several times. In such a situation the actions negotiators take in the first round affect their future outcomes, since their opponent has the chance to “take revenge” by defecting in the second round. Being aware of this a negotiator has an incentive to cooperate in the first round.

Repetition can take many forms in negotiations. 

· A negotiation can be broken down into many steps by separating issues, writing a number of drafts or by taking several meetings to reach an agreement. 

· Two negotiators may have to deal with each other on many matters over a longer time, e.g. two managers in a company, who need each other’s coop.

· Even in one time negotiations repetition might be present in form of reputation. A movie maker who is believed to have cheated on his investors (e.g. creative accounting) may have difficulty raising money in the future because he has lost his reputation as honest negotiator.

Is there a strategy for these kind of negotiations? The most successful strategy in computer simulations with the dilemma game is TIT-FOR-TAT (in german: wie du mir, so ich dir). This strategy is nice (it does not cheat first) it is provocable (cheating is punished by cheating in the next round) , it is forgiving (the opponent has the opportunity to return to cooperation) and it is a clear (you can’t play tricks). 

So the attempt to create value is linked to an implicit threat to claim strongly if the counterpart does, but also to assure to return to good graces, if the opponent claimer does. 

(from: D. Lax, J: Sebenius: The Manager as Negotiator, New York, 1986, Ch. 2,6,7)
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