NYU Stern School of Business 

Conflict & Negotiation

Summer 2000  Professor Seth Freeman  Class 4

Hotel Teammate: Before you leave today, please be sure to find a classmate to work with on the Hotel Booking Assignment outside class 

Pick up materials for the Hotel Booking Assignment, which is due June 1

I. Totally Ungraded, Anonymous Quiz

II. Simulation- Babylon Cellular Communication Negotiation

III. Alternatives to Agreement

   
A. Two Common Traps Negotiators Fall Into

     
B. How Do You Develop Alternatives to Agreement? 

1. The Central Role of Creativity and Research- Look Beyond the Obvious

2. The Optional Retreats exercise- a way to develop your ability to think about Alternatives


C. What Is the Difference Between Options and Alternatives?  The  Alternatives Challenge

D. How Else Does Knowing Your BATNA Help?

   

1. Use BATNA to Set a Walkaway Price   

2. Use BATNA, WATNA to Bring OP to His Senses

3. A Word About the OP's Alternatives

VI. Answers to quiz

VII. Conclusions 

VIII. The Hotel Booking Negotiation Assignment




Totally Ungraded, Anonymous Quiz

Please take five minutes to assess the outcome of each of the following negotiations.  There is no grade and you needn't turn your answers in.  When you're done, please begin reading the Babylon Cellular Communication Simulation materials.

1. A represents management in talks with B, the union representative, over labor wages and benefits for the coming year.  B insists on a 15% increase in each of the next three years.  A insists the company can not afford more than a 2% increase in each of the next three years.  After bargaining late into the night on the eve of a threatened strike date, A and B finally agree to a tentative contract providing an increase of 5% in each of the next three years.


The negotiation was


___ A success for A but not for B

___ A success for B but not for A

___ A success for A and B

___ A success for neither A nor B

___Can't tell

2.  A visits an electronics store to price a printer.  The list price is $400; the everyday discount price listed on the tag is $350.  After speaking with B, the store manager, A gets the price down to $295.  A accepts the offer.

The negotiation was


___ A success for A but not for B

___ A success for B but not for A

___ A success for A and B

___ A success for neither A nor B

___Can't tell

3. A visits a new car dealership.  He sees a car he likes: a 1995 four door compact sedan with air, power  brakes and steering, driver's side airbag and fuel injection for a base price of $17,000.  He asks B, the car dealer, about the car.  After about 20 minutes of negotiations, B offers A a firm base price of $13,300 for the car plus tax, dealer prep and other standard charges for a total price will be $14,000.  A accepts the offer.

The negotiation was


___ A success for A but not for B

___ A success for B but not for A

___ A success for A and B

___ A success for neither A nor B

___Can't tell
The Babylon Cellular Communications Simulation

General Information  (i.e. information both negotiators know)

You  are  about  to  negotiate  the  purchase or sale of  Babylon Cellular Communications, Corp., the cellular phone division of Sendex Technologies, Inc., a privately held electronics conglomerate. (The Confidential Information sheet, which I will give you separately, will tell you if you are a seller or a buyer.) The  seller  has published the following information about the proposed sale in a cover letter to interested buyers: 

Babylon, like Sendex,  is based in Dallas. The division produces 50,000 units there annually and has an  established cellular system in the Southwestern U.S.  that has competed successful in the region. Babylon had  $7.0M sales and  $700,000 net profits in fiscal 1999.   Seller is asking $17.5M cash (subject to standard due diligence).

Please  prepare  for  negotiations  by  reading the  attached confidential information and developing any plan or strategy you wish. You will have 10 minutes to prepare.

 You  will  have  about  20  minutes  to negotiate a  price of the Babylon Communications cellular phone division..  You  will  need  15 minutes.    You may reach an agreement by  the  end  of  the  allotted time or conclude that you are not able to  agree  and  that you will each explore other alternatives.  If you do  reach  agreement,  complete  the  Statement  of Agreement form and, when the 20 minute period is over, post the results on the board.  Do not post the results until the 20 minutes negotiation period is up. Be sure to write down any additional terms  or  conditions  you  agree  to.   If you don't reach agreement, simply put "No  Agreement" on the board when the 20 minute period is over.  Don't post anything until the Professor says the negotiation period is over.

You  may  add  facts  if necessary for the sake of realism.  Just don't  make  up  facts  that  enhance your bargaining position. Please treat the simulation as if it were a real negotiation. 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 

Statement of Agreement/Non-Agreement for Purchase of the Babylon Communications Cellular Phone Division (Record results on board when the Prof. says after the 20 minute period  is up. Do not hand the Prof. this sheet- it's just for your reference.)

Group Number:

Price:

Manner of Payment:

Special Terms and Conditions:

_______________________________ 
______________________________

Seller                       


   
Buyer
The Babylon Cellular Communications Simulation

     Confidential Information

    (to be distributed by the Professor)

The Retreat Exercise

Try this one at home. You won't turn it in and we won't discuss it, but it's excellent 

practice that may be important on the exam. (It might just help you a lot in your 

actual negotiations too.) I will give you sample answers next class.)

Your  house  of  worship  needs your help with a problem that has  come  up during the planning for its semi-annual retreat. It seems the  bus company that your congregation usually uses is now under new  management and the manager insists on $3,000- a 50% increase over  the  $2,000 they charged you last year for the same service and  far  more  than  your  congregation  can  afford. Also, your congregation  put  up  a  $500  deposit  last year to reserve the date  and,  you'd  thought,  the  price, but now the manager says he  has  no  record of a price guarantee and is suggesting he may keep   the   money   as   a  penalty  if  you  back  out.   (Your administrator,  who  placed  the  deposit,  got  a verbal promise from  the  old manager that the price would be guaranteed, though no  one  documented  this.)   The  retreat  is planned for August in  Southern  Connecticut.   The  retreat  is about 60 miles from midtown  Manhattan,  about  10  miles  off the highway, and about 8 miles from the nearest train station.

Please list at least six alternatives you have  in  the  following  situation  if you can't reach agreement with  your  counterpart. Include at least  three alternatives  you can use to hold  the retreat and at least three alternatives you can use to resolve the $500 dispute.  

Make  sure  that  most of your ideas are plausible, but also make sure  that  at  least  one,  preferably  the first one you think of,   is laugh-out-loud-crazy-nutty-wacky. Some examples of crazy ideas:  convert  to  a  religion  that  doesn't require retreats, convert  the  manager,  use  helicopters,  or  launch  a holy war against the bus company.

Keep  in  mind  that  an  'alternative to agreement' is something you'll  do  alone,  without  the  other  person.  In contrast, an 'option'  is  a  possible  deal.   So  for example an alternative to  buying  a  new car from ABC Chevy is to go to another dealer; in  contrast,  an option would be to strike a deal with ABC Chevy in  which  you  trade  in  your  old car for  a discount on a new car.

(Though  I  won't  ask you to do so here, keep in mind that later in  the  course it will be important to also think about the OP's alternatives.)

* * *

What's the Difference Between Options and  Alternatives to Agreement?


Example: a landlord and a tenant are discussing a renewal of the lease.  The landlord and the tenant have had some arguments recently over the condition of the apartment and late payments by the tenant. 

Options




Landlord's Alternatives to Agreement

5% rent increase (one year lease)

Find another tenant who will pay more


7% increase now/2% in 


Rent to Mr. Abdulah instead for 5% less/month

2nd year (2 year lease)

Sell the apartment

0% rent increase



Evict tenant and sue for back rent 

Tenant waives right to repairs 

Lose rent until apartment re-rented 

Landlord makes repairs in 30 days

(Many other possible)

Month-to-month lease at current rent



Tenant pays on 15th instead of 1st                Tenant's Alternatives to Agreement
Tenant posts higher deposit


Take place 20 blocks away for 5% less/month

(Many others possible) 


Find another apartment for less rent







Buy a house





Sue for constructive eviction





Organize a rent strike

Search for months for another place, pay more 

for less





(Many others possible)


Things that both would 


Things one can do without the other

need to agree to




The Alternatives to Agreement Challenge!

(a non-graded exercise you will not hand in)

I. A friend you want to see has asked you to go to a movie you don't want to see. Please identify which of the following are Options and which are Alternatives to Agreement (A)


1._____ See another movie together


2._____ Cook her dinner


3._____ Stay home alone


4._____ Go out with other friends instead


5._____ Co-host a party with her

II. You are buying a new car at a car dealer. Please identify which of the following are Options (O) and which are your Alternatives to Agreement (A).

1. _____ Trade in old car and get lower price for car from dealer


2. _____  Free rust proofing from dealer


3. _____  Rent a car from Hertz


4. _____  Buy from competitor


5. _____  Low interest finance terms from dealer's finance company


6. ______Use public transportation


7._______Lower price for car from dealer 

III. A car dealer buys your car and gives you bad check.  Please identify which of the following are Options (O) and which are your Alternatives to Agreement (A)


1. _____Sue


2._____Report the dealer to the police


3._____Get cash payment


4._____Get payment in the form of a new car


5._____Tell  local TV news station about dealer

IV. You are an aircraft finance specialist at a bank.  You are renegotiating the terms of a loan by a major airline.  The airline used the original loan money to purchase a fleet of jets. Now the airline reports it may have some difficulty repaying on time.   Please identify which of the following are Options (O) and which are Alternatives to Agreement (A).


1. _____Work out an increase in the amount of collateral backing the loan


2. _____Sue for repayment 


3. _____Report borrower to credit agency so borrower's credit rating is reduced


4. _____Lend an additional amount on terms the airline can realistically meet


5. _____Go in and reposes the airplane

(See below for answers)

Thoughts on Deadlocks

Deadlock.   We   negotiate   because   we   face  the  dread   of disagreement.  Unblocking  deadlock  could  be a victory for good sense,  or  a  triumph  of  bad  judgment.  It depends on what we concede  to  get  agreement.   As  many companies go bust because they  negotiate  unprofitable  agreements as go bust because they cannot  find  enough  customers.  If the most the buyer offers is less   than  the  least  the  seller  will  accept,  deadlock  is inevitable,  unless  one  or  both change their [walkaway] price, or trade off some other variable.

Fear  of  Deadlock.  Extremely  common among negotiators.  Partly to  do  with  the  'success culture' of open societies.  Deadlock implies  'failure'.  Successful negotiations credit the personnel involved  with  high  self-  and  peer group esteem. Junior sales staff  are  judged  by  the  quantity  of  orders gained, and not necessarily  their  profitability.   Not  getting  an  order is a failure  that  is  felt  sorely.   Given  the number of occasions when  they must get 'no' for their trouble, compared to the times they  hear  'yes,'  deadlock,  and  the process leading up to it, is a disheartening experience....

Deadlock  Tactics.  Plays  on  the negotiator's fear of deadlock. If  negotiators  'fail'  to agree, they anticipate pressures from the  people  behind  them.   Hence,  they  move rather than lose. [A   negotiator   may]   threaten  deadlock  by  talking  up  the difficulties  of  reaching  agreement; introduce phony deadlines; stage  phone  walkouts; exhibit phony temper, become unavailable; demonstrate  pessimism;  accuse them of not wanting an agreement; make  'final  offers.   Counter:  Show no concern about deadlock.  [You   can   reduce   your   concern   by   developing  your  own alternatives.]

     Gavin Kennedy, Pocket Negotiator

Answers to 

The Alternatives to Agreement Challenge!

I. A friend you want to see has asked you to go to a movie you don't want to see. Please identify which of the following are Options and which are Alternatives to Agreement (A)


1._O____ See another movie together


2._O____ Cook her dinner


3._A____  Stay home alone


4._A____ Go out with other friends instead

II. You are buying a new car at a car dealer. Please identify which of the following are Options (O) and which are your Alternatives to Agreement (A).

1. _O____  Trade in old car and get lower price for car from dealer


2. _O____  Free rust proofing from dealer


3. _A____  Rent a car from Hertz


4. _A____  Buy from competitor


5. _O____  Low interest finance terms from dealer's finance company


6. _A_____Use public transportation


7.__O_____Lower price for car from dealer 

III. A car dealer buys your car and gives you bad check.  Please identify which of the following are Options (O) and which are your Alternatives to Agreement (A)


1.__A__  Sue


2.__A___Report the dealer to the police


3.__O___Get cash payment


4.__O___Get payment in the form of a new car


5.__A___Tell  local TV news station about dealer

IV. You are an aircraft finance specialist at a bank.  You are renegotiating the terms of a loan by a major airline.  The airline used the original loan money to purchase a fleet of jets. Now the airline reports it may have some difficulty repaying on time.   Please identify which of the following are Options (O) and which are Alternatives to Agreement (A).


1. __O___Work out an increase in the amount of collateral backing the loan


2. __A___Sue for repayment 


3. __A___Report borrower to credit agency so borrower's credit rating is reduced


4. __O___Lend an additional amount on terms the airline can realistically meet


5. __A___Go in and reposes the airplane
* * *
 



Option-	Something one negotiator can offer the other (e.g. bulk discount or stock options) 





Alternative to Agreement-   Something one negotiator will do on his own if he 


can not agree with the other negotiator (e.g., sue or buy elsewhere)
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