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Decoding Negotiation Openings is our recent research

program

Toward

Negotiation and Conflict Management Aesearch

a Process Model of First Offers and

Anchoring in Negotlations

Wolfram E Lipp'®, Resmigiusz Smolinski*®, and Peter Kesting'
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Beyond the First
and Their Impact on Economic and Subjective Gutcomes
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Abstract
First offers play a signi i ions as the gotiators’ percep-
tons amd e cgoision o in fvo of e kol proponc Howe
ummmwmumm -making prosess in which a first offer is typisally
ot yet been system-
atically rescarched. W propose thit  courlerofr nflences negeiftion outcomes
like a first offer. In addition, we conceptulize the “anchor zone™ as the distance
between the first offer and the counteroffer. We theorize that the anchor zone influ-
ences negotiation oulcomes becausc il capturcs additional information comparcd
0 a single offer. To test our hypotheses, we conducted two studies: Study 1 was a
Yinen andy (3 = 190 in which pankipas saced 10 8 cocoenr that ey
based on their first offer as part of 3 sinvulated negotiation. Study 2 was an
e xpesmet o = 212 i i patipnts neotted b charsing otk
Our analysis suggests -
i predieo ofeconomie. ocomen Thas ek Hie st ofr ot wih
Tower impac. In addition, the anchor zone predicted how far the final agreement was
from the fiest offer. Furthermore, we found that the third offer, the sverage conces.
sions, and the numbe of offers mediated the effects of the counterofler and anchor

. Finally,
offer reduced the subjective value of both segotiators.
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Research Report

“What is Your Best Price?”—An
Experimental Study of an Alternative
Negotiation Opening

Wolfram Lipp*©, Peter Kesting® and
Remigiusz Smolinski®

Much attention has been devoted 1o the “first offer” in negotiation
research, mmn 50, as strong empirical evidence shous that the
Jirst offer bas a significant impact on the negotiated outcome and,
Theefor, (s @ blghly reevan topic for negotlation schalars and
practitioners. Scholars typically recommend making the first offer.
Hospeio, s el o Sws Sherod an alraiosspring cioe—
asking for the best price that the counterpart is ccept. This
tion reprroenie & real alrmativ 5 mablng 1 i oV by
initiating the discussion of specific settlement proposals, provided the
counterpart answers the query. Does it, bowever, lead tbe otber side
10 make a better offer? How does the question impact the economic
and relational outcomes of the negotiation? I it advisable fo use tbis
tactic in negotiations? We investigated these questions based on @
controlled laboratory experiment, in which 227 dyads of cellphone

Compoeding eubon Wt Lip, TUM Schol of Management, Techal Uniersy of
ch. Mo
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Experiment 1 — Let’s buy a plant!

- Buyers’ BATNA: $25m - What would be

cost to build a new plant, your first offer?
which in an ideal case,
would take at least a
year to be fully
operational

« Purchased 2 years ago
for $15m from a nearly
bankrupt seller

» Appraised for $19m 2
years ago

« Similar but newer plant
sold for $26m, 9 months
ago

Picture source: Pavel Neznanov, Scott Blake @unsplash.com
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First offers have a strong impact on the results of
negotiations

First offer Seller's S

buyer |

/ yi surplus surplus :

: l

RP of th _
se?ler © negotiated RP of the
price buyer
| negotiated
price

But: the higher the first offer, the higher the risk of a deadlock




CENTER
% FOR INTERNATIONAL
NEGOTIATION

Experiment 1 — Results and discussion

First offers Estimation of final outcome
- Histogram of First Offers Histogram of Expected Final Outcomes
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First Offer Antecedents

Determinants of First-Offer Proposer (4)

+ Training

» Experience
* Power

+ Entitlement

Determinants of First-Offer Value (25)

+ Expectations and Impressions Regarding
Counterpart (6)

- Other BATNA

- Fairness
- Perceived Wealth
- Humor

» Own Goals and Possibilities (6)
- Aspirations and Goals

- OwnBATNA

» Action-Specific Knowledge (6)
- Task Experience
- Professional Experience

- Preparation
+  Gender (1)
» Negotiation Context (3)

- External Parties
- Minimum Offers

* Negotiator Role (3)

First Offer Types and
Characteristics

Standard First Offers (see Outcomes)

Precise First Offers (9)

Multiple Value First Offers (3)

Simultaneous First Offers (1)

Specially Communicated First Offers (5)

Unrelated First Offers (5)

Specially Timed First Offers (4)

Y

Negotiation Outcomes

Economic Negotiation Outcomes (19)

Y

Negotiation Process

Counteroffers and Other Immediate
Reactions (11)

* Counteroffer Size
» Counteroffer Effect on Outcome

* Other Reactions (e.g. flinching

Impact on Situation Evaluation (4)

* Check of Own Aspirations

» Inferences About First Offer Sender

Impact on Subsequent Negotiation
Behavior (4)

» Concession Making
+ Disclosing Information

Measures to Reduce First Offer Effect (6)

» Focus on Other Reference Points

* Emotions

Subjective Negotiation Outcomes (4)

+ Satisfaction
*  Willingness to Negotiate in Future

Y

Downsides of First Offer (6)

* Impasse
« Information Disclosure

Limitations of First Offer Effect (4)

> « Auctions
« Multilateral Bargaining

Individual Factors of Negotiators (10)

[1 Gender
[IPsychological States

[Culture

Moderators and Boundary Conditions

[0 Information
Negotiator Role

Negotiation Context (13)

[INegotiation Type
[JTime Constraints
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Experiment 2 - Let’s buy a car!

What is your

negotiation, and the seller

opens it with the following
statement:

I want €11,000

. Low mileage with for the car
approx. 50,000 km _ r 5

. Market price 8,500- . F T
10,500 EUR ¥

» Test drive was pleasant,
and you would like to
buy the car

Picture source: Simon Caban and LinkedIn Sales Solutions @unsplash.com
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Experiment 2 — Results and discussion

Distribution of Counteroffers in Car Buying Experiment

50
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Findings from our recent study (Lipp, Smolinski, Kesting)

r The counteroffer predicts negotiation outcomes,
as the first offers do.1?

The anchor zone (distance between first offer

and counteroffer) predicts the distance first offer
and agreement.

The larger the anchor zone (or the more

pushback), the lower the satisfaction of both
negotiators

1) Intercorrelation existing, but not problematic
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Experiment 3 — Let’s sell an iPad!

« Market price is
between 400 and
500 EUR

* Your colleague said
he would pay 420
EUR for your iPad

eeeco Sprint LTE 1:33 AM 75% )

{ Messages Jane Doe Details

Hi, I'm intersted in your
iPad. What is the best
price you would make?

What would you
answer?

Picture source: Rahul Chakrabofrty @unsplash.com
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Experiment 3 — Results and discussion

Type of responses If you had to respond with
a number
I .

350 400 450 500 550
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Findings from our second study (Lipp, Smolinski, Kesting)

Answers Observed Answer Effects Additional Effects
64 (82%) + We compared the « Counterintuitively, there
answer with “normal” were no downsides in
first offers subjective Value (SVI,
« Answer acted as an Curhan et al.)
54 (69%) anchor also in reply to

the question

9 (12%) Low High
oeEm B o et Tt
An- Boome- Ignore Dodging
swer  rang Seller

after Q
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Our study challenges the traditional view of offer and
counteroffer

= Asking about the best price is a relevant opening tactic

= Asking sensitive questions in negotiations leads to significant
response rates

= In many cases, the question leads to a lower initial offer from the
other party

= The question does not have any significant negative impact on the
relationship

= Is there really no significant difference in the outcome on the first
offer?
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Thank you!

Remi Smolinski
Innovation and Negotiation | Professor and Advisor | Negotiator

Talks about #growth, #innovation, #negotiation, and #sustainability
Hamburg, Hamburg, Germany - Contact info
https:/[remigiuszsmolinski.com/

10,026 followers - 500+ connections

,uy. HHL Leipzig Graduate
School of Management

.y, HHL Leipzig Graduate
School of Management
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