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NEGOTIATIONS

1) PROLOGUE

Negotiation is one kind of problem-solving process,
people attempt to reach a joint decision on matters of co
in situations where they are in disagreement, dispute and
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There is no clear distinction between negotiation and bargaining.
Some writers take thém as synonyms. Others have made a slight distinction
and even dictionary definitions are not sufficiently discriminating.

|
|
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2) DEFINITIONS %

Schelling, like some other writers (Cross, Shackle, Ceddington etc.)
saw no particular analytical importance between the two c%ncepts.

Broadly speaking, negotiation can be defined as a process by which
parties interact in developing an agreement. Throughout the process of
interaction, the parties give each other information, directly and in-
directly. Each engages in learning about the other, about himself, and
about the possibilities of their common situation. Negot}ation is a process
of discovery. Discovery leads to some degree of reorganization and adjust-
ment of understanding, expectations, and behaviour, leading eventually to
more specific discussion about possible terms of a final, agreed outcome,

Bargaining can be viewed as a subset, in mathematical terms, of
negotiation, So, the bargaining process occurs with the {rame of negotiation,
and consists of the presentation and exchange of more or less specific
proposals for the terms of agreement on particular issuesL usually that
of buying and selling.

The presence of the parties at the bargaining table lmplies inter-
dependence through a common interest. It also implies the existence of
conflict between the parties., And as Ikle said; "Without commoén interest
there is nothing to negotiate for; without conflict, noth ng to negotiate
about.n

|
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But there are different types of controversies.

Disagreements are commonly resolved within a relatio
and private problem-solving between the parties themselve
fighting between a husband and wife - (in love) - can be
disagreement,

ship by dyadic
. The temporary

iewed as a

Disputes take place when the two parties are unable and/or unwilling
to resolve their disagreement. At least one party is unsatisfied and the
continued disagreement cannot be tolerated. This party therefore attempts
to take the disagreement out of the private, into the public domain with
the intent that something must be done.

Often disputes are not settled amicably and all sides suffer: children
fight each other, husband and wife separate, labour and m nagement settle
grievances through strikes, and nations resolve their differences through
wars.

Other disputes ‘re reconciled through the efforts of intervenors
(mediators and arbitrators) within the public domain. It is true that
disputes could be more efficiently reconciled if the negotiator and the
"third party", (the %ntervenor) were more skillful.

The public domain embodies four types of intervenors The facilitator
who arranges for the‘relevant parties to come to the negotiating table,

1
The mediator is an impartial outsider who tries to aid the negotiators

in their quest to find a compromise agreement.
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The arbitrator (or arbiter) after hearing the argum@nts and proposals

of all sides and after finding out "the facts", may also try to lead the
negotiators to devise their own solutions or may suggest reasonable solutions.

A rules manipulator is given the authority to alter Lr constrain the
process of negotiation -- or, put another way, to modify the rules of the
game,

Conflicts imply a bodily, mental or moral struggle or better warfare
caused by oppossing wviews, beliefs etc. They are worse than disputes, and
they usually have detrimental and heavy physical consequepces. In their
case the intervention of the third party(ies) is compulsory.

Finally, outcome is the calmination of the negotiation process. In
other words, outcome is a positive joint agreement by the| two parties or
the terms relating t? at least a number of the issues in dispute.

Strategy means a complete description of how a player intends to
play a game from beginning to end.

As in every scientific field, in negotiations also exist two views.
The positive (is) and the normatlve (ought) bargaining analysis. The
former, the describers examine how real people (w11dcatters, bankers,
generals, labour leaders, and so on) actually analyze the given choices,
how they actually behave, how they actually think, how they rationalize
their choices to themselves,

The latter, the| prescribers, are interested in how people should or
ought to behave, rather than how they do behave. Their aim is to guide
the perplexed decision maker in choosing an action that is consonant
with the decision maker's true beliefs and values.

\

The "is" and "ought" of decision making gets more complicated when
there are two or mo¢E interacting decision makers, which is certainly the
case 1n bargaining and negotliating.




of interdependent d?cision making. Many of them talk about a conflict
situation (be it economic, political or military) as a " ame", the
putants as "players of the game", and strategic analysis as "game
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descriptive theory and a solution theory.
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outcomes and payoffs.
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3) GAME-THEORETIC MbDELS OF NEGOTIATIONS

Most game theckists regard the bargaining problem as a special case
Thus, the resuitant search for determinate solution

framework of game theory has not led to a general model

choice in interdependent decision making.

Bargaining situations are of two basic types, when it is viewed from

the strategy chosen, The first when each bargainer can threaten the out-
come but nothing worse, the parties may be said to be engaged in "fixed-
threat" bargaining. The second and more general case of| "variable—threat"

bargaining implies that in the absence of some advantage(us agreement,

the parties have options as to the actions that they may| unilaterally adopt;
s0 that threats and counter threats as to the damages that they may inflict
on one another are inherently variable.

Similarly from the viewpoint of the players involve
most well-known theoretic solutions are those associated
Neumann-Morgestern analysis of twe person, zero-sum interactions. Two-
person, zero-sum games are particularly attractive in analytical terms
since they are defined in such a way as to facilitate the efforts of
the rational individual to predict the (probable) choices of the other
player. But if the interaction is not actually zero-sum| in nature, the
use of zero-sum rules to guide decision making can lead to bizarre results,
as Rapoport has plainfully demonstrated in the case of the prisoner's
dilema and as Ellsberg has most persuasively challenged on a number of
grounds.

, the purest and
with the Von

The solution concept for nonzero sum games has received a good deal
of attention especially since Nash proved that all non-zero sum games
exhibit at least one equilibrium point.

Many specific schemes that have been devised to generate prediction
concerning the distribution of payoffs in the so called ooperative games
(or bargaining games) all take the form of detailed decision rules (or
sets of conditions) that produce determinate outcomes. he most well
known of these schemes are associated with scholars as Nash, Shapley,
Raiffa, Braithwaite and Harsany.




Furthermore, these schemes are primarily concerned
of cooperative antagonists with the hypothesis that such
recognize that they have differences of interests; they
to find a compromise, but they fully expect that all par
principally worried about their own interests.

And negotiatio
may behave as if th
themselves as stric
problem solvers.

8 rarely are strictly competitive, b
y were competitive; the players migh
ly opposed disputants rather than jo

Consequently, it is hardly surprising that none of
yields good results when treated as "descriptive" theory
"prescriptive" theory. It is true that each player cou
assuming that the other will behave on the basis of some
decision rules and felect his own optimal strategy accor

Although much of the game-theoretical discussion fo
on two-person games, there is also a large game-theoreti
dealing with N-person interactions (both zero-sum and no
semecof this literature raises analyses of N-person games
two distinguishable issues:

1) the formation of coalitions in games involving ¢t

2) the payoffs to the individual players in an N-pe

. | : -
Therefore, in games involving three or moreplayers

of the players can increase their payoffs by banding toge

ith problems
disputants
ould like
ies will be

t the players
consider
ntly cooperative

hese solutions
rather than

d proceed by
one of these
ingly.

uses entirely
literature

zero-sum), and
concentrateson

lree Oor more players

son interaction.

here some subset
ther, the formation

of coalitions tends [to become a central feature of the interaction.

The characteristic function of an N-person game is g
specifying the payoffs to all possible coalitions in the

1

By contrast, sﬂme scholars have attempted to determi
value or worth of the individual player in an N-person in
of elaborating on the problem of coalition formation.

The most well-k
Valine and Harsanyi'
N-person games.

nown solution concepts of this type a
s generalization of the Nash solution

Although a subs
relevant to the barg
limited. Many of th

tantial part of N-person game theory
aining problem, the formal results ar
e conclusions seem more applicable to

analysis than to the production of descriptive theory.

payoff wvector
game.,

ne the expected
teraction instead

re the Shapley
to cover

is clearly
e severely
prescriptive




(A)

Two Person (N=2) Game

Two-party bargaining can be divided into two types:
(two parties, one issue) and (2) integrative (two parties

(A1)

Two Parties, One Issue

In the distributive case one single issue, such as n
contention and the parties have almost strictly opposing
that issue: the more you get, the less the other party g

Analytically s
must Jjointly decide
money - that they c

a determinate value of a continuous ¥

jeaking, lets consider a case with twg
n mutually adjust.

i
We assume that{the setting, the language, the costun
irrelevant that no neutral third-party interveners exist

single-threat (thationly at breaking off negotiations and
status quo) bargaining model.

(1) distributive
5, many issues).

ioney, is under
interests on
rets.

bargainers who
rariable - namely

es etec. are
and that a
] revert to the

Figf 1 The geometrj of distributive bargaining

Zone of agreement

l

.

Seller’s surplus

I
:4_
I
I
l

-

Bu*efssurphm

.
!

x*

!

s

|
Seller’s reservation price
(seller wants s or more)

I

Final contract

Buyer wants to move x*
to the left

Dollars

Buyer’s reservation price
(buyer wants b or less)

Seller wants to move x*
to the right

e

Lot




The seller has a reservation price s, that represents the very minimum

he will settle for.

Similarily, the buyer has some reservation price b

b
the very maximum he will settle for.

If b<s that is, if the maximum price the buyer wil
lower than the minimum price the seller will settle for,
possible zone of agreement.

x‘) is the interval from s to b. The sum of the surplus
which is independent of the intervening x* value. Tn th
game appears to be quasi constant - sum (in surplus valu

A typical pattern of concessions is depicted in Fig
bl, s2, b2, and so on represent the prices successively
seller and buyer. 'his is called "the negotiation dance
might open with a value of sl = $700;
then in succession cause s2 = 500 (breaking the buyer's
(breaking the seller's RP), s3 = 450, b3 = 40O and a fin

of x% = 425,
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The Boulwzire strategy of making a reasonable opening
firm works sometimes|, but more often than not it antagoni
party, and many of the no- agreements resulted from this

In distributive
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It is true that| during negotiations, real penalties
by one side or the other with the passage of time; but ma
negotiators place a dysfunctional premium on speed. Thei
not only anxiety-along-the-way or fear that the other sid
or concern that a totally unexpected event will intervene
ness, but rather a psychological uneasiness about wasting

Business firms often engage in distributive bargaini
an entire firm is thF prize. An acquiring firm (the buve
incorporate another [firm (the seller) for a given price,

In this limited domain, where there is a single cont
and two monolithic parties, one of which wants more and t
the factor to be jointly determined, and where each party
have only one threat potential: the termination of forma
how can third-party intervention help?

Following are a number of ways.
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could include maintaining rules of civilized debate, acti
discussion leader, helping to set the agenda, suggesting
negotiations, smoothing out interpersonal conflicts, givi
people a chance to steak, and preparing neutral minutes.

By collecting ahd judiciously communicating selected

ng as a neutral
processes for
ng reticent
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material. On the basis of such information, a mediator ¢
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By deflating unreasonable claims and loosening commit

ments.

Mediators can then minimize excessive posturing and aid in
barriers.

By seeking joint gains. Mediators can devise new com
encourage bargainers to be more creative in their search f
They can help negotiators elaborate a single factor proble
integrative negotiating problem with several negotiable fa
enabling the negotiators to exploit their differences in j
values.

By keeping negotiations going. A mediator can provid
with e face saving means of holding the channels of communi
while they wait for a better external environment.

By articulating the rationale for agreement. A media
the results of the negotiation in such a way as to promote
and acceptance,
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(A2) Two Parties, Many Issues

We have already seen that although a buyer and a seller may share no

a

zone of agreement, they still might be able to negotiate

deal if they

enrich the menu of possible contracts by introducing contingency payments

at different time periods.

Such flexibility can enable both parties to exploit their different
perceptions of the future, their different attitudes toward risk, and

the different ways they feel about money now versus money

in the future.

They are, in essence converting a single-factor problem into a

N

multiple-factor problem. Such bargaining - in which there

are two parties

and several issues to be negotiated - is called integrative bargaining.

The parties are not strict competitors. It is no lon

both can get more. T

they eventually will

hey can cooperate in order to enlarge
have to divide.

Some good examples of integrative bargaining are:
Canal Negotiation (1900 and mid-1970's) and The US - PhiT3

1ger true that
if one party gets more, the other necessarily has to get less:

they
the pie that

The Panama
ppine Military

Bage Negotiations (1973).

Just as in the Panama case the analysts, 1) specified
issues 2) assessed an additive value scoring system for b
U.S. perceptions of the other sides's desires 3) derived
frontier and 4) generated different contractual packages
e Egggfé?{ﬁ the USA-Canada Free Trade Deal (1987),in a

once again U.S. negotiators and analysts did not
formalize reservation values for the entire prackage or fon
' . The intervention

turns the initial dyad of a dispute info a triadic interac
kind. The disputingiparties retain their ability to decid
not to agree to and accept proposals for an outcome, irres
source of the proposals. Yet clearly the mediator exercis
in some degree. A mediator may be impartial, that is not
related to either disputing party and his own interests ar
touched by the dispute or by possible outcome.

In contrast, a mediator may be quite clearly interest
his own interests make him concerned with the resolution o
issues in dispute and with the disputants themselves (as i
example of Camp-David negotiations).

Broadly speaking, a mediator, whatever his status and
facilitates and to some degree influences, even controls,
of information, the concomitant learning, and the conseque
of perception, preferences and choices.

Even a quite passive mediator can encourage more posi
and interactions between the parties, stimulating the cont
renewal of the exchange of information.
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However, a mediator is not always a free agent who i
choose his own strategy, he can be more or less forced in
of action by the disputing parties. A more active partic

produces a role something like that of a chairman.,

Furthermore, he goes beyond the role of keeping orde
procedure - perhaps ignoring that kind of action - when h
enunciator of rules and norms relevant to issues in negot
intention is to remind the parties of what they have temp
gotten or neglected.

In the role of prompter, he makes more positive cont
although his suggestions remain tentative and limited. F
role of leader, a mediator more or less, directly injects
and recommendations. He offers evaluations of the infornm
the preferences and demands of either party. But, lets %
a real world situation.- The Camp David Negotiations (197
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negotiations differ from the previous mentioned ones, bec
have a third-party intervenor (that of USA) with mediatin
Israel and Egypt. In this negotiating process a differen
employed, the "single negotiating text'" (SNT) a devise su
Roger Fisher. The use of some sort of SNT is often emplg
national negotiations, especially with multiparty negotia

The US team devised and proposed an entire package f
ation of the two protagonists. They made it clear that t
trying to push this |first proposal, but that it was meant
initial, single negotiating text - a text to be criticize
and then modified and remodified in an iterative manner.
would be made by the US team, based on the criticisms of
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of both sides on the same composite text.
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(B) Many Parties, M
(Coalition Analysis)

any Issues

Game theorists,
and Von Neumann (194
The cornerstone of their theory was the characteristic fu
represents, in a single numerical index, the potential wo
coalition of players There are several ways to define t
istic set, but it is| traditionally denoted by V(S), and h
gspecific properties,| like superadditive, essential, const
symmetric.

i), have investigated the cooperative
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one without a core,
can be granted.

since every cooperative or collusive

A coreless game, must leave at least one coalition u
coreless game some constraints on coalition activity must
in the society or else they will be engendered during the
If a solution is not in the Core, then there is a probabi
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Any two-party coalition can bargain with the remaini
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coalition of two par#ies and divide that in half. Then a

over the three diffe{ent starting two-party coalition and

Perhaps the most immediate way to grasp the n—person{

But many realwwérld negotiations are more complex th
theoretical simplifications. In reality there exist unce
metries of information, the parties are not clear about w
ledge about the interests of otkers is likewise vague.
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n-person games.,
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The multiparty
at best in the Law

multi-issue negotiation problem can
the sea negotiations. The increasi

i

of ocean use for commercial and military navigation, fishing,

:

production, and sci
conflicts between n
to the largest, the
negotiations.

longest and one of the most important

be illustrated
ng frequency
energy

ntific reasearch led repeatedly to frictions and
tions and/or coalitions of states, and consequently

international

By 1978 these ﬁegotiations among 160 nations had reached agreement
on about 90 percent of the contentious maritime issues under debate.

According to Sebenius (1980), from the energy production

viewpoint, four

different major coalitions could be viewed as existing, along with

negotiations from the various disputants. The first was
developed countries with the technological advantages.

formed from the developing countries, who were not produc
relevant minerals.
Eastern Block countries, who were not ready themselves to
deep seabed treasures and who wished to gain the favour o
countries. And lastly, the mixed coalitions of the land+
of the relevant minerals, both developed (like Canada) an
(like Zambia). ‘

During the course of the negotiations many polemical
were heard and alot hard financial tradeoffs took place i
reaching a wothwhile agreement. The eventual outcome was
achievement, a real success story.
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ers of the
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4) A SELECTION OF ECONOMIC MODELS OF BARGAINING

-

heory is undoubtedly the best known s
endent decision making. There are se
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gic interaction,

Although game t
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The oldest and perhaps best known of the economic mo
are those associated with Zeuthen's pioneering work on ec
under conditions of bilateral monopoly. Zeuthen argues t
will assess the gains and losses associated with his barg
at any given point in a negotiation on an
model is capable of producing determinate
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where the parties are maximizing utilities, in Steven's
are avoiding alternatives. In this model, each party ha
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accept the decision of the arbitrator as final and binding.

King Solomon was an arbitrator and its early history arbitration was
used to settle disputes between businessmen (commercial arbitration) or
between countries (international arbitration). Labour arbitration, the
arbitration of union-management disputes, first occurred in North America
in 1865, and can be differentiated into two basic types:  that dealing
with "rights" disputes and that dealing with "interests" disputes. The
latter, is that of contract negotiation disputes and is used when the
parties cannot agree to the terms of a collective agreement. And the

former, the so called "grievance" arbitration is today the most widely
Lsed form of labour arbitration.
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' 5) EPILOGUE

Most negotiations are not strictly competitive, thprL are possibilities
for joint games. The main part of every conflict or HlaﬁUtp consists in
getting people to talk and listen to one another. That is not to say that
extreme selfishness, agressiveness or warfare are non- ,x1bt1ng problems
but individuals or states armed with interpersonal (or international)
skills and as well as analytical gualifications can disarh the polemic
warfare and help substantially the decision making in a rFacefull way
in any type of negotiations; 1in international arms-limitation talks,
economic trade agreements, cartels, divorce mediator, Flobal negotiations
with developing countries, corporate takeovers, and so on.

|

Communication also supports the formation of coali*ibns. And a
coalition is an agreement among two or more persons to coordlnate their
actions (choices or strategies). Coalitions include 1“ormal agreements
of two or more persons to act as a single entity, as well as agreements
to avoid certain joint choices. Coalition also include informal, perhaps
even unobservable, agreements of two or more players to avoid mutually
distasteful outcomes. ‘

\

Thus, it is true that negotiations permit people to Es sess the
preferences of others, to ascertain their willingness to compromlse if
the threat of no agreement is real, and to measure each other‘ beliefs
about these parameters. ‘

Every model of the processes of negotiation, of behaviour and inter-
action among negotiators, are of course conceptual constructions and
simplifications of complex social circumstances. And when taking into
consideration the manipulative and strategic elements of each behaviour
(like misrepresentation of preferences) we can conclude that bargaining
models are not only difficult to formulate but also difficult to solve.

But it is positive that a certain amount of analysis can be of great
help to negotiators and intervenors in many different ways.
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