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Chapter 9 & 10

Making Rational Decisions in 
Negotiations

Negotiator’s Cognitive Biases

The Interests of the Parties

•A negotiation:
Any situation where you need to reach a joint decision 
with a different party, but the two of you have different 
preferences

- A key to effective negotiation: identifying your own interests and 
the interests of your counterpart.

- Deep interests: not just what your counterpart says their interests 
are, but deeper understanding of the motives behind your 
counterpart’s interests. 

- With a thorough understanding of a counterpart’s motives, you 
can uncover creative solutions that bring your interests in line with 
those of your counterpart.

- Get a better idea of the relative importance they place on each 
issue to facilitate the process of identifying a mutually beneficial 
agreement.

Bargaining zone

• A new MBA is being recruited. The organization has offered $90,000, 
and the employee has counteroffered $100,000. The student, while 
not verbalizing this information, would be willing to take any offer 
over $93,000 rather than lose the offer. The organization, while not 
verbalizing this information, would be willing to pay up to $97,000 
rather than lose the candidate.

• $93,000 is “best alternative to a negotiated agreement” (BATNA), for 
the student.
• reservation point, or the minimum agreement that makes reaching a deal a 

better alternative than reaching an impasse.

• offers below the BATNA should be rejected while offers above the BATNA are 
reasonable to accept

• people frequently accept offers below their BATNA because factors like 
emotions often sway their decision-making.

If there is no positive bargaining zone

- Time to create value in a negotiation 

- Take a first step and reveal information about your own 
interests.

- Benefits, work hours, paid education, promotion opportunities

- You may surprise your counterpart and he or she may 
reciprocate.

- Your counterpart may be able to use this information to 
identify opportunities to create value.

- ONLY REVEAL MINOR INFORMATION
- To minimize the risk that the information will be used against you. 

- If you take a risk by revealing information but your counterpart does not 
reciprocate, then you have not harmed yourself much.

- If you reveal crucial information (your BATNA), then you lose much of your 
bargaining power since your counterpart will know the minimum that he or 
she has to offer for you to accept.

Creating Value for Both Sides: 1978 Camp David Accords 

• Israel had occupied the Sinai Peninsula and was refusing to return it to 
Egypt.

• Egypt wanted to regain possession of the Sinai.

• On paper, this negotiation appears to have no positive bargaining zone, as 
one party wants to keep the land while the other wants it back. 

• It seems that Israel would have no reason to give Egypt the land.

• Through talks, each side started to understand the motives of the other.
• Israel really wanted to land to provide security against a land or air attack.

• Egypt simply wanted sovereignty over a land with important historical 
significance to its people.

• After recognizing their interests, the two sides reached a mutually 
beneficial agreement where Israel gave the land back to Egypt in 
exchange for a demilitarized zone and the right to build new Israeli air 
bases.
• By moving beyond stated interest to understand each other’s true motives, Egypt 

and Israel found a creative solution & arrived at a mutually beneficial agreement.

Creating Value in Negotiation: Use Differences

• Parties often place a different weight on the issues involved in a 
negotiation.
• Israel cared more about security, Egypt about land, so a deal was able to be 

reached where both sides won on the issues that they valued the most.

• Differences are opportunities to create value.

• Negotiators should consider how they weight issues and compare to 
how a counterpart weighs the same issues.

• When a counterpart values one issue more highly than a your side, then 
you can make concessions in exchange for concessions by the 
counterpart on issues that you care more about.

• There are many examples of circumstances where differences between 
two parties have been leveraged to create value:

• Skill differences between parties often allow for strategic alliances 
between individuals with complimentary skills.

• Butterfields, an auctioning company, and eBay formed a successful 
partnership where Butterfields was able to access valuable 
commodities while eBay had the ideal technology to sell them.
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• Contingent contracts: 
• A publisher paying an author a low up-front fee with the promise of future royalties.

• Television shows: actual performance dictates the final payouts to producers. 

• Future sales

• Used when sides have different predictions about future success.

• Disagreements become irrelevant to achieving an outcome.

• Agreements can be reached even when one party is biased. Biased parties 
should be okay with contingent contracts since they provide them with the 
opportunity to bet on their biased beliefs.

• In situations where there may be asymmetric information or an opportunity 
for one party to deceive the other, contingent contracts allow people to 
diagnose whether the other party is being disingenuous. 
• If a counterpart is opposed to a contingent contract that requires a promise to 

become a reality, then the counterpart may have been deceptive in the negotiation.

• Contingent contracts may allow both parties to win more than they 
originally expected since they may motivate people to perform at a level 
beyond that which is contractually specified.

Creating Value in Negotiation: Contingent Contracts The Tools of Value Creation

•How can negotiators obtain the information about their 
counterpart’s interests that are critical for creating value?

•The Tools of Value Creation

1. Build trust and share information
2. Ask questions
3. Strategically disclose information
4. Negotiate multiple issues simultaneously
5. Make multiple offers simultaneously
6. Search for post-settlement settlements

1. Build trust 
• Learn more about your counterpart 

• Give away some information about your own interests.

- Build trust by sharing info when it does not appear to be in your best 
interests. 

- If you build trust when there is no obvious reason to do so, you are more likely 
to build a trusting relationship in a future negotiation with your counterpart.

2. Ask questions
- Questions increase the likelihood of more information being revealed. 

- “How are you going to use our products?”

- “What would an ideal supplier do to make its products attractive to 
you?”

- “How can we make our offer better than that of our competitor?”

- Assessing the need for information before the negotiation starts, 
prepare question necessary to obtain that information.

3. Make the first move, strategically disclose some information

Using tools of value creation to facilitates the process of 
sharing critical information

4.  Negotiate multiple issues simultaneously
- As opposed to: ‘the easy issues first’ or ‘the more difficult 

first’.
- When a party works hard to reach a favorable agreement on 

one issue, there may be little room to accommodate the 
other party’s interests on other issues. 

- This may doom the negotiation and lead to an impasse.

- To avoid this, negotiators should take the perspective that 
no single issue is settled until all issues have been settled. 

- This means that while people may focus on one issue at a 
time, they shouldn’t arrive at a binding agreement on any 
single issue until all other issues have been resolved. 

- Focusing on packages of issues rather than each separately.

Using tools of value creation to facilitates the process of 
sharing critical information

5. Make multiple offers at a given point in time
- All offers should be equally beneficial to you, but they 

should differ on the terms placed on each issue.
- By making multiple offers simultaneously, you can learn 

something even if your counterpart rejects your offers.
- If you ask the counterpart to reveal the offer that is most 

desirable, you can learn something about their 
preferences.

- Armed with indirect information about your 
counterpart’s interests, you can make a counteroffer that 
is beneficial to yourself and likely to be accepted.

- Providing multiple options also signals to your 
counterpart that you want to accommodate their 
interests.

Using tools of value creation to facilitates the process of 
sharing critical information

6. Engage in one final post-settlement negotiation.
• Not an opportunity to squeeze more out of your 

counterpart, but as an opportunity to search for 
value-creating opportunities that the two of you 
missed before.

• It is rare for negotiators to reach an optimal 
agreement that maximizes both of their payoffs, so 
once an agreement has been reached, it may be a 
good idea to ask your counterpart whether he or she 
would be willing to spend some time exploring the 
possibility of alternative agreements that may be 
more beneficial for both parties.
• Emphasize that you will return to your original 

agreement if you can’t find any opportunities for 
improvement.

Using tools of value creation to facilitates the process of 
sharing critical information
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Prepare for a negotiation: Key Preparation Questions

- What is your BATNA? 
- This tells you what terms you should be willing to accept.

- What are the issues at play? 

- How important is each issue to you? How important do you 
think each issue is to your counterpart?

- What do you think your counterpart’s BATNA is?

- Are there opportunities to create value by trading off with your 
counterpart on issues that you value differently?

- Is there a chance that you and your counterpart may disagree on 
future predictions that are crucial to reaching an agreement? 

- If so, it may be in your best interest to propose a contingent contract.

- How will you obtain the information you need to understand 
your counterpart’s interests?

Common Mistakes of Negotiators

Cognitive biases responsible for deviations from rational 
decision-making in negotiations: 

1. The myth of there being a fixed pike of resources in a 
negotiation.

2. Negotiator judgment being influenced by framing.
3. Unnecessary conflict being escalated.
4. Negotiators overestimating their value.
5. Negotiators being influenced by self-serving biases.
6. Negotiators anchoring to arbitrary offers and 

reference points.

The Mythical Fixed Pie of Negotiation

• Negotiators create value by conceding on issues they care little 
about in exchange for counterparts conceding on issues that are 
valued more 

• Negotiators may be unable to create value because they view 
negotiations as a distribution of resources from a “fixed pie”. 

- This assumption holds that negotiator interest directly conflict 
with one another.

- People view any concession as a losing course of action. 

- This fosters a view of negotiations as win-lose rather than win-
win where both sides can obtain outcomes more favorable than 
their BATNA.

- Counterpart concessions are often devalued 
- negotiators rate identical offers more favorably when they proposed the 

offer than when a counterpart proposed the offer to them.

The Framing of Negotiator Judgment

Framing influences our strategies in the negotiation.

You bought your condo in 2015 for $250,000. You have just put it on the 
market for $299,000, with a real target of $290,000 (your estimation of 
the condo’s true market value). An offer comes in for $280,000. Does 
this offer represent a $30,000 gain or a $10,000 loss? 

- Representing the offer as a $30,000 gain will make you likely to 
accept the offer.

- Representing the offer as a $10,000 loss likely leads to a rejection 
of the offer.

- Negotiators should encourage their counterparts to adopt a positive frame. 

- When faced with a negotiator who is negatively framed, call their attention to 
their negative frame by emphasizing that they adopted a risky strategy that may 
lead to an impasse in a situation where mutual gain is possible.

- For mediators: encourage both negotiators to adopt a positive frame. 
- Since a positive frame for one negotiator is likely to be a negative frame from 

the perspective of another, mediators should meet with negotiators separately 
and encourage them to adopt different frames that are each positive. 

- This can also help create a larger bargaining zone.

Irrational Escalation of Conflict

- In 1994, Major League Baseball players went on strike during 
the middle of the season that effectively ended the season.

- Owners and players lost hundreds of millions of dollars during the 
strike.

- A reasonable solution could have been to continue playing out the 
season with money going into a pot that would later be divided once a 
settlement had been reached about how to divide it.

- Both sides were so focused on beating the other side, they escalated 
their commitment to prevent the other side from getting what it 
wanted. 

- This proved economically disastrous for both parties.

- In 2011, the NBA locked out its players as the result of an 
inability to arrive at a new collective bargaining agreement.

- Both sides eventually came to an agreement.
- However, the agreement came after missing 1/5 of the season and 

both sides losing hundreds of millions of dollars.

- Parties are influenced by sunk costs  (prior prices)
- High sunk costs place pressure on negotiators to justify the costs 

by escalating conflict.

- Negotiators also place themselves at risk of escalating 
when they take a firm position on an issue, 

- they do not want to renege on a firm commitment and as a 
result end up holding to unrealistic demands for long periods 
of time.

- How to prevent the escalation of conflict:
- Avoid placing a counterpart in a position where he or she feels 

the need to take a firm stance on an issue. 
- If a counterpart does take a firm stance on an issue, negotiators 

may be better served working around the firm stance than 
attempting to budge a counterpart from it. In doing this, 
negotiators can identify creative ways to create value for 
themselves while still allowing their counterpart to hold firm.

Why Escalation of Conflict?



6/18/2018

4

Overestimating Your Value in Negotiation

- Negotiators who are well-calibrated with respect to their 
value are the most likely to reach agreements and 
overall, they are more successful than overconfident 
negotiators.

- Ways to limit the likelihood of overestimating your value:
• Gain more situational knowledge

• By gaining more knowledge specific to their situation, negotiators 
become more likely to accurately estimate the objective value of 
their position in a negotiation.

• Seek third-party objective assessments

Self-Serving Biases in Negotiation

- We process information in a biased fashion.
- When asked to predict the rulings of judges, people tend to believe that a judge 

will rule in favor of their position.

- Self-serving perceptions of fairness influence social dilemmas.
- In the case of fishing, there is a common goods problem.

- Fishers all want to catch as many fish as they can right now.
- But if all fishers catch as many fish as they want, then there will be no fish left 

for tomorrow.
- The greater the extent to which an individual makes self-serving 

interpretations of fairness, the more he or she chooses to fish in the short-
run.

- Climate change 
- Different countries have their own perceptions of how much they contribute to 

emissions & believe that they bear less responsibility than other countries. 
This is one reason that attempts to regulate emissions are delayed.

- Limit self-serving biases to better understand the perspective of others :
- Ask questions
- Seek tradeoffs
- Make concessions

Anchoring in Negotiations

- Anchors at arbitrary prices can have an influence on negotiation 
outcomes.

- List prices influence brokers’ assessments of property value.
- The order in which potential offers are presented influence outcomes.

- List prices that are listed in descending order of price tend to promote more 
favorable outcomes for buyers than list prices that are listed in ascending order.

- People tend to anchor to the first potential offers that they see. 
- First offer must be reasonable and within the bargaining zone of a counterpart.

- Anchoring have more effect when the item being negotiated is more 
ambiguous or the bargaining zone is less clear.

- Anchoring has less effect when a counterpart has a good sense of the 
bargaining zone and the value they place on the item being negotiated

- We are more likely to anchor to precise offers than rounded offers. 
- Making an initial offer of $199.99 is more likely to create a strong anchor for a 

counterpart than an initial offer of $200.

- Negotiators can take advantage of an ambiguous item by making precise first 
offers that are within the bargaining zone, but close to the more favorable end 
of their own bargaining zone.

- Negotiators can avoid being influenced by anchors by focusing on 
their own goals and BATNA. 

Bounded Awareness in Groups

• Much decision-making occurs in groups.

• People often fail to share the information that they uniquely hold 
and information that all group members share tends to be 
discussed.
• This results in groups making decisions that drastically differ from the 

decisions that individuals with full information would make.

• When information is split among the individuals within a group, groups make 
very different decisions than groups where all members have the same 
information about a problem.

• Groups should allow people to pool information together to gather 
all of the relevant information about a problem before arriving at an 
optimal solution.

• Groups should emphasize the value of unique information and 
identify experts on particular topics who are responsible for sharing 
information that they are the most likely to uniquely hold about a 
problem.


