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Basic Theories for International
Business Negotiation

To be successful, you have to be able to relate to people; they have to be
satisfied with your personality to be able to do business with you and to build
a relationship with mutual trust.

—George Ross

\‘“\Sectlon (/

ABB and Forll crealmg Value Thrnugh (:noneratmn in Negouauon

A survey of U.S. automotive suppliers noted that the old behavior of aggressive competition
still persisted in most negotiations between manufacturers and suppliers. The larger(and more
powerful) manufacturers extracted concessions and achieved improvements at the expense
of the smaller (and less powerful) suppliers. Through the eyes of the suppliers, the climate of
cooperation had not emerged; manufacturers reaped the gains, while suppliers lost their margins.
Some even argued that the future of cooperative buyer-supplier relationships was at a crossroads,
and in the extreme, suppliers might even withdraw from the automotive industry when faced
with such inequitable conditions.

While the way of negotiation practiced in the case of the Ford-ABB Oakville Paint-Finishing
Project (hereafter called Oakville) may rekindle optimism for cooperative and innovative buyer-
supplier relationships in the U.S. automotive industry and in other industries where adversarial
practices are common. In Oakville, ABB and Ford have created a genuine, mutually beneficial and
win-win relationship in the negotiation and have innovated beyond the current practices of the
Japanese automotive industry.

The Oakville project

The Oakville project was the design and construction of one of the largest automotive paint-
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finishing plants in the world: a 730,000-square-foot, 75-car-per-hour, $300 million facility attached
to Ford’s Oakville, Canada, assembly plant. Not only is Oakville a large project by anyone’s
standards, but it also houses a particularly challenging and critical aspect of the automotive
production process. As a result of the Japanese expertise in fit-and-finish, the quality of an
automobile’s finish (visual appearance as well as durability) has become increasingly important
in a customer’s purchase decision. Paint finishing is a sensitive process comprising many steps,
each of which compounds the chances of defect. Rejection rates are high: 25 percent is normal
and 10 percent is exceptional. As a result, throughput rates suffer, and paint finishing requires
five of the thirty hours needed to produce an automobile. Moreover, the environmental problems
associated with paint finishing are considerable because less than 80 percent of the paint directed
at the automobile actually reaches it. These large amounts of free spray create significant emission
problems that demand sophisticated environmental controls. In summary, the pressures of
market, technology, and environment have created considerable technical challenges for a paint
finishing facility and call for state-of-the-art responses.

In addition to the technical challenges, the construction of a paint-finishing facility is a
complex undertaking, with complicated design and intricate interfaces in the manufacturing
processes. Oakville was more difficult than usual because of a workweek of only thirty-six hours
in the Canadian plant, weather conditions that could lead to schedule delays, strong trade unions
with specific and demanding practices, and foreign exchange risk.

Although Oakville was an exceptionally large and challenging project, it was one of the
several paint-finishing facilities that Ford had planned to construct worldwide and one of many
paint-finishing facilities being built by other companies both within and outside the automotive
industry. Oakville was neither a one-shot opportunity within Ford nor one within the broader
scope of paint-finishing facilities.

Ford’s objectives: quality, timeliness, low price, and no risk in the negotiation
Ford was planning to produce its new Tempo and Topaz models in Oakville and had decided

to use the leading-edge paint-finishing technology. As part of a companywide effort to improve
its global competitiveness, Ford had committed itself to achieving a 25 percent to 30 percent
reduction in the cost of its capital investment projects (in particular, the cost of Oakville) as
compared to similar undertakings in the past. This improvement was to be achieved through
new efficiencies in design, engineering, layout, and supplier performance. Benchmarking against
foreign and domestic competitors had convinced Ford that such cost improvement was possible,
but the company had yet to define the detailed procedures needed to achieve the improvement.
Benchmarking had also persuaded Ford that it could reduce the time for the completion
of capital projects and, as a result, shorten the time for its new products to reach the market.

Despite the complexity of the Oakville project, Ford allotted only two years (from January 1990 to
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December 1991) from bid invitation to the turnover of an operational facility.

Ford also did not want to be exposed to the typical risks of cost overruns and time delays. As
a result, the company decided to offer the Oakville facility as a “turnkey” project to a single, “full-
service” contractor that would assume management responsibility for the entire project. Although
other industries had undertaken turnkey projects, they were not Ford’s or the automobile
industry’s traditional approach. Traditionally, a company such as Ford would assign a team of
one or two engineers the responsibility for each discipline—building, structural work, electrical
services, conveyor systems, ovens, booths, and spraying processes. Each small team would then
work with a contractor to perform its portion of the job. This decentralized approach gave rise
to constant coordination problems, extensive engineering and design rework, schedule delays,
safety hazards, and problematical facility launches. Cost overruns on such projects could be as
high as 10 percent of the total project cost.

ABB'’s objectives in the negotiation: customer satisfaction, profitable business,
and customary risk

With a market value of $11 billion (as compared to $17 billion for Ford), ABB is a global
electric company whose portfolio of expertise includes power generation, power transmission
and distribution, mass transportation, environmental controls, and industrial process
optimization.

In the mid-1980s, in the face of the languishing performance in its paint-finishing business
area, ABB affirmed its commitment to the business with the proviso that more effective
relationships with the automotive companies be developed. To foster these relationships, ABB
launched three strategic initiatives. First, it strengthened the internal capabilities of the paint-
finishing division by recruiting experienced engineers and acquiring small companies with unique
expertise and technology. Second, ABB undertook efforts to demonstrate to the manufacturers
the value of the “turnkey” approach—ABB was a participant in the construction of the Mazda
Flatrock plant that ultimately became a benchmark for the industry. This project provided the
initial contact between Ford and ABB. Finally, and most importantly, ABB worked at developing
innovative approaches to doing business in paint finishing and, in particular, at defining valuable
solutions for becoming an effective supplier of “turnkey” projects.

When discussing the Oakville project with Ford, ABB had positioned itself as a potential
player in the global automotive paint-finishing business, but had not firmly established that role.
The Oakville project could demonstrate to the industry that ABB was indeed a key player in global
engineering and project management, one that could create economies for its clients through
strong engineering and astute project management. If Oakville project were to have execution
problems, the financial impact on ABB’s paint-finishing business area could be significant; therefore,
risks had to be minimized. Oakville could, in summary, make or break the business area’s future.

- A2 R
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Confrontation in the negotiation

In early January 1990, Ford approached ABB with an invitation to bid as a full-service
contractor. The relationship got off to an all-too-common start: Ford gave ABB a short deadline
(one week) by which to develop a fixed-price proposal for a total project that would be
responsive to Ford’s process and design specifications.

ABB met the deadline. The proposal satisfied the Ford specifications, and made use of an
advanced but well-known technology, which was based on rough estimates of subcontractor
costs, and included a risk premium.

One of the important challenges was that Ford had decided to innovate this facility and, at
the time of the bid, was still considering alternatives for improving several critical components of
the project. While this unsettled situation might offer ABB the opportunity for lucrative change
orders, a shifting project definition could, on the other hand, threaten the project’s integrity and
risk its ultimate success. ABB’s quoted price, approximately $300 million, was close to the typical
industry price and, as a result, was not even close to meeting Ford’s cost reduction goal of 25
percent to 30 percent. Ford immediately rejected the offer.

In many situations, such a rejection would trigger a sequence of further negotiations on
how to reduce costs, create intricate payment schedules, and craft formulas for reworking
compensation. Even with the best of intentions, the negotiations could be confrontational and
debilitating. The results could be determined by the power associated with each party’s size or
relative core competencies.

From confrontation to implementation

In this particular instance, ABB and Ford took a different direction. They entered into a
“deferred fixed-price contract negotiation” —a three-step process that involved establishing an
appropriation price, executing a three-month cooperative-engineering contract, and submitting a
final fixed-price bid.

Step One

The appropriation price was approximately 10 percent less than ABB’s initial bid and
was a fixed price at which ABB would be willing to deliver the facility that was proposed in
its quotation. Because Ford’s interest was in getting the final price as low as possible without
compromising performance or schedule, it saw the 10 percent reduction as a step in the right
direction, assuming the proposed facility met performance expectations. ABB and Ford agreed
in the negotiation to a formula for sharing the cost reductions: all cost reductions that resulted
from firming up the project specifications and the subcontractors’ bids would go to Ford through

~ a decrease in the appropriation price; all further cost reductions that resulted from new solutions

created by the joint value-engineering efforts would benefit Ford and ABB according to a pre-
established split. The appropriation price was a way to signal an intention to cooperate.

AR
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Step Two

The three-month cooperative-engineering phase permitted Ford and ABB to bring their
respective distinctive competencies to bear on the final design of the facility. Ford contributed to its
understanding of the appropriate tradeoffs among performance specifications and its experience
in operating paint-finishing facilities. ABB contributed to its understanding of the state-of-the-art
technology and its expertise in process design. The cooperative-engineering phase also permitted
the design to be carried out in the proper sequence. As a result, the Oakville building could be
designed to house the process instead of the more common method of designing the process to
fit the building. Not only did this approach reduce expenses by changing the building footprint,
but it also enhanced the process through a rearrangement of the process flow.

The postponement in establishing the final price also gave ABB and Ford time to understand
more fully the potential schedule and process risks and to find means to avoid most of those risks
before the start of construction. The delay allowed Ford and ABB to work together and develop
trust in each other.

Step Three

The final fixed-price bid provided each party with the opportunity to step away from the
relationship without significant losses. If the process innovations, which ABB believed would
reduce the cost of the project, were not as beneficial as anticipated, ABB would set the final price
near the appropriation price. If Ford’s performance specifications required a plant whose cost
exceeded the appropriation price, ABB would specify a final price higher than the appropriation
price. In either case, Ford could decide if it would go ahead based on direct knowledge of the
technology, its costs, and its anticipated performance. If Ford were not to continue with ABB,
the engineering time would not be totally wasted because it would be partially transferable to
another contractor. In actuality, the cooperative-engineering phase allowed both parties to agree
comfortably to a fixed price that was approximately 25 percent below the initial bid.

From Ford’s point of view, the redefined Oakville project met its initial objectives (quality,
on-time delivery, low price, and no risk) and actually resulted in one of the best on-time project
launches it had ever achieved.

Similarly, ABB was able to satisfy its initial objectives of demonstrating that it could manage a
high customer value contract that provided ABB with the same profitability as the initial bid but at

a lower level of risk.

Creating trust in negotiation

The Ford/ABB negotiation in Oakville was based on trust. Ford’s traditional contracting
methods were not producing cost-competitive facilities. ABB’s strategy for paint finishing was
predicated on developing close working relationships with its customers and demonstrating
its ability to be an effective single-source supplier of major engineering projects. Beyond the

¢
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apparent need for a cooperative principle in negotiation, the companies created later the
necessary trust as a result of the process they employed for working together. They formed a
governance structure that brought about repeated encounters; they used the passage of time
to their advantage; they created open and simple structures for sharing financial benefits.
The cooperative principle adhered to in the negotiation, together with these trust-developing
mechanisms was an important key to the success of the Oakville project and would not have been
available through traditional competitive-bidding processes.

(Adapted from ABB and Ford: Creating Value Through Cooperation in Negotiation)

Case Discussion Questions

1. What do you think led to Ford’s rejection of ABB’s bid at first?

2. What is the principle adhered to in the negotiation between Ford and ABB and how is it
practiced in the process?

3. What do you think is the key to the success of the Oakville project?

3 Humor: The Sunshine to Life
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“ Hadn’t He Been Sick”

’I‘fegon’an'ons between union members and their em}afoyer were at an impasse. The union denied

that their workers were ﬂagmntfy aﬁusing their contract’s sick-leave provisions.
One morning at the Bargaining table, the com}aany’s cﬁief negotiator held a[qft the morm’ng
edition qf the newspaper, “This man,” he announced, “called in sick yestem(ay! o
There on the sports page, was a photo of the supposedly ill employee, who had just won a local|

gog( tournament with an excellent score.
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The silence in the room was broken By a union negotiator.

“Wow,” he said. “Just think of what kind qf score he could have had lf he hadn’t been sick!”
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Prisoner’s Dilemmma

Tanya and Cinque have been arrested for robbing the Hibernia Savings Bank and placed in



separate isolation cells. Both care much more
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You
about their personal freedom than about Confess Confess Silence
the welfare of their omplice. :
o accomplice. A clever Confess Both doing You lose,
prosecutor makes the following offer to each, serious time your partner
arole i
“You may choose to confess or remain silent.  Your Partner (parole) wins
“If you confess and your accomplice Silence You win, “Token
remains silent, I will drop all charges against yeurpauner | ‘efitendest
loses Both free
you and use your testimony to ensure that

your accomplice does serious time.

“If your accomplice confesses while you remain silent, he/she will go free while you do the time.

“If you both confess, I get two convictions, but I'll see to it that you both get early parole.

“If you both remain silent, I'll have to settle for token sentences on firearms possession
charges.

“If you wish to confess, you must leave a note with the jailer before my return tomorrow
morning.”

From a combined standpoint, the best option is that both remain silent and get the token
sentences (Co-operation).

Self-interest of each prisoner says that confession is the best. However, the outcome obtained
when both confess is worse for each than the outcome they would have obtained when both
remained silent.

Prisoner’s Dilemma shows that both parties are made worse off by following rational self-
interest. Both would be better off if they could agree on a story, and to threaten the other if he/
she deviated from the story.

| need that orange

There was once only one orange left in a kitchen
and two prominent chefs were fighting over it.

“I need that orange!”

“Yes, but I need that orange as well!”

Time was running out and they both needed

an orange to finish their particular recipes for the

President’s dinner. They decided on a compromise:
they grabbed one of the large kitchen knives that was lying around, split the orange in half, and
each went to his corner to finish preparing his/her meal.

One chef squeezed the juice from the orange and poured it into the special sauce he was
making. It wasn’t quite enough, but it would have to do. The other grated the peel and stirred the

scrapings into the batter for his famous cake. He, either, didn’t have as much as he would have
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liked, but given the situation, what else could he have done?
What went wrong?

Positional negotiation and win-win negotiation

Traditional negotiations take the positional bargaining approach, where each side in the
negotiation process tries to gain favorable terms with scant regards for the other side, and which
naturally meet resistance from the other side. Negotiations end when both parties identify a
common ground and reach an agreement on this basis.

The win-win negotiation approach is newer to negotiation, and it is the preferred option
among the other negotiation styles of win-lose, lose-win, and lose-lose. In this approach, one
party looks at the other as a partner instead of trying to corner the maximum advantage. The
examples of win-win negotiations illustrate the concept as one where both sides not only win,
but aiso feel that they have won.

Price

Assume a software vendor pricing a top end software program for $20,000. The next
alternative costs $15,000 and as such, the vendor is prepared to go down to $15,000 as the
least acceptable settlement. Any settlement between $20,000 and $15,000, therefore becomes
acceptable to the software vendor. Now, a company who needs the software for project
implementation has a budget of only $17,000, and anything beyond $17,000 would make the
product not worth the price for the project.

$15,000 to $17,000 is the common ground among the parties involved in the negotiation,
and a win-win negotiation would reach a settlement anywhere within this bracket. A win-
lose negotiation on the other hand would result in one side trying to exploit the weakness or
vulnerability of the other party. For instance, if the software vendor finds that the company
desperately needs the software to implement the project and is not aware of the alternative
provided by the competitor, he may not budge below $19,000. Similarly, the project manager
may try to give the vendor an impression of developing the software in house and try to net the
software for, say, $14,000.

Sentiments

Win-win principles do not center on price alone. It also pays due regards to feelings. In the
example quoted above, the project manager readily agreeing to an offer of $17,000 might make
the software vendor feel he has quoted too low, and the vendor readily agreeing for $15,000
might make the project manager regret not having quoted $14,000.

This negotiation strategy not only ensures both sides win, but it also provides each side
with a feeling of having won. For instance, consider examples of win-win negotiations when
negotiating wage and working conditions. A project manager readily conceding trade union’s

demand for wage increase or for reduced working hours to mitigate stress creates an impression
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of the workers getting a raw deal. The project manager allowing for the same after much
deliberation, analysis, and study creates the impression of a fair deal. Similarly, the project
manager agreeing to a perfect proposal of project deliverables without any comments might lead
to project owners developing an impression that the schedules are too tight, causing them to
push for additional work or bring forward the deliverables.

Relationships

A third dimension of win-win negotiation is that of valuing relationships based on trust and
credibility. This entails honoring commitments and having an open approach.

In the example of the software vendor above, the vendor quoting $16,000 as the absolute
last price when offering $15,000 to a similar company next door, or the vendor striking an
agreement for $15,000 and then charging $1,000 extra during billings for an unavoidable add-
on not mentioned at the time of negotiations are both instances of unethical and untrustworthy
behavior. Similarly, a project manager engaged in a win-win negotiation with workers on project
deliverables understands the workers’ personal commitments and quality of life requirements
and does not try to squeeze in more work to close the project ahead of schedule.

Effective win-win negotiations are the cornerstone of successful deals and help establish
long-lasting mutually beneficial relationships.

Case Discussion Questions

1. What is positional bargaining approach and what drawbacks may it lead to?
2. What is the win-win negotiation approach and why do you think it is a preferred option?
3. Do you think win-win principles only center on splitting money? If no, use the above cases

to explain what else are involved in addition.

\ €ase Two
A Negotiation Aching to Find Way Out

Gotabhaya Corporation is a Sri Lankan company established in 1975. It deals in machinery
and equipments for industrial use. It has a very good reputation as a supplier of quality products.

The Marketing Director, Mr. Gotabhaya Jayaratne is a respected marketer in the field of
machinery and equipments. He improved the business of Gotabhaya Corporation with two
salesmen from a very low scale. The average sales were around Rs. 10,000 per day at the initial
stages when he assumed office. In order to encourage the sales staff Mr. Jayaratne adopted a
system where every member of the marketing team in the company gets a commission of 3%

of the sales income. This commission was shared among them equally. However, 25% of the
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