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Business

Background to International
, Negotiqtions

What are negotiations and what is this book all about? In their simplest
form, negotiations are about two people, each of whom possesses something
that the other wants, meeting to discuss an exchange so that both get what they
want. Of course, the conditions under which the exchanges take place will vary
from case to case, but the key is that both sides are satisfied at the time when the
exchange takes place.

In the earliest times, negotiations were probably simple and brutal; one
party wanted what the other had, and, if it was not forthcoming, a simple blow
with a club ended the negotiations to the satisfaction of, at least, one party. With
time, of course, people realized that it was much more efficient to talk rather
than fight and the principles of negotiations became established.

Fairness in the exchange soon became a factor for discussion. One can
well imagine that an exchange of, say, a tiger skin would be valued the same as
the meat from two or three large deer, but once trades became more complex,
discussions would not only deal with what and how to exchange, but also
with the relative values of the items to be exchanged. Sometimes in historical
situations, the negotiations seem by today’s standards ridiculous, as, for
example, the exchanges of lands for beads or blankets which characterized some
negotiations between early American Indians and European settlers. At the time,
however, the Indians were satisfied that a fair deal had been struck even if the
Europeans danced with joy at the naiveté of the Indians who exchanged valuable

land for almost worthless baubles.



Negotiations since those days have advanced considerably. With many years
of experience, negotiations have become intricate, demanding, and subject to
principles and conventions that govern how negotiations are to be conducted.
Negotiations now focus on value, clarity and reciprocal undertakings.

The exchange of goods for consideration is a legal phrase meaning that
goods are exchanged for something of value, usually and simply, money. That
having been said, it should become clear that there will be opinions on the
value of the goods or, stated another way, for how much money or for what
value should goods be exchanged. In some cases, it is easy to establish a value in
others. If the value is to be in the form of cash, it is a straightforward discussion
of how much, but if the value is for something intangible such as intellectual

property or access to a market, the discussions may be quite complex.

Example

A person wants to buy a loaf of bread, so a simple trip to the next door bakery will be satisfactory.
If the buyer thinks the baker is charging too much, he can argue about it or the buyer will go to the
bakery a liitle farther down the road. Afier several arguments and visits to several different bakeries,
the buyer will come to realize that the prices are all approximately equal and that either the demanded
price must be paid or there will be no bread on the table. A value for the bread has been established.

If the bread is not made at the local bakery, but is imported from much farther away and maybe
even from another country, the buyer will find that the prices are higher and possible arguments are
fewer because the seller cannot control all the elements that make up the price at which the goods will

be sold.

] easonfor Inter
Negotiations

The delivery of goods from far away may be subject to factors outside the
control of the seller or buyer, but must be factored into the sales price. When
European purchasers bought Chinese silk in the times before the discovery of
the sea route from China to Europe, the price of silk in Europe was made up of
several elements. These elements were the cost of buying the material in China,
transporting it overland along the Silk Road to modern Pakistan, then overland
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or by sea to modern Israel or Lebanon, then by sea to Italy and overland to the
rest of Europe. The costs of transport were enormous and at each stage taxes
had to be paid to the local governor before the goods could move on. In addition
to all these factors, risks of loss by robbers or as a result of natural disasters
made any trading venturesome. These risks were compounded by the fact that
payment along the way had to be made in cash, so that the merchant was faced
with risks of transporting the money for all stages of the trip out to the buying
place and back, and, on the return journey, the risks of transporting the goods.

In Europe, the risks were reduced by banking houses which introduced the
idea of depositing money with a bank in one city and collecting the money from
a branch of the bank in another city. The Medici family in Italy was among the
leaders in this field. Other risks could be reduced by making the transporter
responsible if the goods were lost; and the notion of marine insurance started.
In time, the notion of insurance spread to other elements of trade, and modern
trade, as it is now known, became a complex web of sellers, transporters,
insurance companies, money exchangers, and buyers. With time and the
development of new ideas and techniques, manufacturers joined the web and
sellers found marketers to help them sell the goods.

The foregoing short overview of trade over different countries should
immediately raise questions such as how all the costs were paid (in what form of
money or currency), how the merchants agreed on the costs of all the elements
of buying, transporting and selling goods in, and through different countries.
Obviously, discussions would take place at each stage of the process and would
have been complex, but they would also have been successful. With time,
merchants would have realized that the nature and substances of discussions in
one country were really very similar to the discussions in another country and a
pattern would have been established. As trade expanded, the pattern would have
become applied in more and more instances until the pattern became a standard
to be used in general. This pattern has become the basis on which merchants the
world over discuss or negotiate the exchange of goods for consideration.

A negotiation will differ from a discussion in that the purpose of a
negotiation is focused totally on an exchange between the parties, while a
discussion may take the form of exchange of information and not have a
specific purpose or end in mind. Given that negotiations have followed patterns
established by experience, they have, with time, also followed rules or conventions
which people of different cultures and even languages can recognize.

International negotiations are discussions about, and for the reasons

of developing an exchange of goods for consideration in a manner, which is



generally recognized by most of, if not all those who carry on trade between

different countries.

The background overview description of the development with time of

international business negotiations touched on elements which would be subject
to business negotiations in international trade. Briefly, a buyer having decided to
purchase goods in another country will want to discuss the consideration, usually
money, to be paid to acquire the goods.

Several issues arise that need settling before an exchange finally takes
place. The first question is where the buyer and the seller will meet to have the
discussions. Obviously, if they are in different countries, the buyer or the seller
will have to travel and that may prove very expensive if negotiations are lengthy.
An agreement on where the negotiations will take place may itself be a subject
for negotiations.

The buyer and the seller having agreed that they will negotiate on an
exchange of goods for consideration will negotiate the substance of the
agreement. For instance, to effect the exchange, the buyer and the seller will
discuss first the nature of the goods to be exchanged and second, the value to be
paid. Once there is agreement on the goods and the value, they will then need to
discuss how the exchange will take place, that is, where the seller will deliver the
goods and where the buyer will deliver the money. The seller will want to have
money (currency) that can be used in the seller’s country, but the buyer will have
currency that is used in the buyer’s country, so an exchange of currencies may be
necessary. Note the use of the words “may be” because the seller or the buyer
may be quite happy to use the other’ currency if more exchanges will take place
in the future.

In all of these discussions or negotiations both the buyer and the seller
will want to get information leading to a deal or arrangement which is to their
own advantage or, stated in another way, to get the best deal. Each side will,
therefore, try to persuade or even trick the other side to accept offers of benefit
to the persuading side and will, or should, carefully plan how to get what they
want. The planning and implementation of how they will get what they want are
the strategies and tactics which will be used during the negotiations.
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The preparation of strategies and tactics requires careful preparation not
only on the substance of the negotiations but also on the people who will be
negotiating. There is a Scottish saying (attributed to the Scottish King Robert
the Bruce) that “the plans of mice and men gang aft agley” meaning that all
the planning in the world does not guarantee success, because events do not
always develop as expected. One important factor which can upset plans is the
people who are involved, who may have their own plans, and who may not react
as expected. It is important, therefore, to reduce the risks of plan failure by
knowing as much as possible about the people involved, and how they may react
in a given situation.

Negotiations follow generally accepted progressions. There will be
negotiations about the price of the goods and the terms of the exchange of
goods and considerations. There will be negotiations about the contract, which
is the binding document committing each side to perform certain actions for
the exchange to take place. There will also be a stage in the negotiations when
a final agreement is close on a contract, but not certain, so that measures to
get the final agreement must be introduced. Finally, after a contract is signed,
renegotiations may be necessary if events develop differently from the stimulated
conditions in the contract.

If the substance of the negotiations is complex, that is, if there is a large
complicated deal, several parties may be involved and strategies for dealing with
the individual parties severally and collectively may be necessary.

In sum, the features of international business negotiations can be itemized:

® Two parties from different countries meet to get agreement on an

exchange of goods for consideration, usually money;

® The two parties will discuss the substance of the exchange, that is, the

description of the goods and the consideration and how the exchanges
will take place, that is, the terms of delivery;

® The two parties will seek to get the best deal for themselves and will

develop strategies and tactics to get their own preferred deal. They will
prepare for the negotiations by doing research on the substance of the
exchange and the people involved; and

® The parties will negotiate the substance of, and the contract binding

the exchange of goods. Other negotiations may cover how to close an
agreement on the exchange or when a renegotiation is necessary after a

contract has been signed.




hesotations

International negotiations may have several purposes or roles to play, some
of which are explicit and some of which are implicit. In the section titled “The
Features of International Business Negotiations”, some of the explicit roles
were briefly described. Implicit roles will rarely, if ever, be identified, but are as
important as the explicit roles.

International business negotiations are about people from different nations,
with various backgrounds, languages, cultures, customs, and, maybe, races,
religions and beliefs, meeting to get an agreement about an exchange between
them. This exchange is seen to be of benefit to both sides. International business
negotiations form a basis by which people from different backgrounds can
establish relations for the future.

Trade relations usually do not stop after an agreement has been reached
and executed. If the exchanges were satisfactory, both sides will want to repeat
the experience. If an agreement is satisfactory to two parties, other parties may
be expected to develop their own international agreements and soon countries
develop relationships of benefit among them.

The people involved in negotiations build a relationship between them
which, in turn will lead to understandings between them and can have future
ramifications on a personal or wider basis. Any move that helps two people
understand each other, removes fears about people of other backgrounds, helps
reduce the possibilities of future disagreements, and helps strengthen the future
cooperative undertakings.

International undertakings will not only be of benefit to the principals
involved in the negotiations, but can indirectly benefit a myriad of others who
will be employed in providing supplies or services to the principals. For instance,
corporate entities and governments can also derive benefits through profits and
regional development respectively.

In sum, the roles of international business negotiations are explicit and
implicit.

® The explicit roles are those which deal with the substance of

negotiations.

@ The implicit roles include:

O developing understandings between people of different backgrounds,
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languages, cultures, customs, and, maybe races, religions and beliefs;
O establishing a foundation on which future cooperative ventures can be
initiated; and
O reducing possible misunderstandings and even fears between people

of different nations.

\ The Principles of International Business

Negotiations

International business negotiations are all about getting agreements on deals
of benefits to both sides in the negotiations. Experience over several centuries of
negotiations has been joined by modern research into how people behave and as a
result, several principles have been developed and shown to be useful in negotiations.

International negotiations should be approached with the recognition that
not all negotiations need to end in one very satisfied and one rather dissatisfied
negotiator; it is possible for both negotiators to be pleased even if for different
reasons. Good negotiations will seek to ensure that all sides are happy with the
results. Negotiations are between people and people behave in ways resulting
from pressures and/or needs, which, when identified, can be satisfied. When
negotiators identify the pressures and/or needs, they can use this knowledge in their
negotiations to get agreement by moving in satisfying directions. The definition of
the pressures and/or needs follows from work done in the fields of psychology and
other social studies. Methods of satisfying those pressures and needs have used game
theory concepts in analyzing how satisfaction can be obtained. As a result, notions
of cooperation, fairness, and understanding have entered a field generally viewed as
confrontational and combative. To reach win-win results, participants should adopt
cooperative rather than competitive attitudes towards negotiations, realize their
equal rights and obligations, treat each other sincerely, and conclude business fairly
to the benefit of both parties. In a word, the principles of equality, mutual benefits,

fairness, and cooperation should be followed throughout negotiations.

This book is primarily intended for the use of undergraduate and

e

postgraduate students majoring or minoring in Business English, majoring in




Business Management and/or Economics, and who are learning the rudiments of
negotiations. It will provide a solid foundation to take the first step into, and become
proficient in the art of negotiation. The book will also serve as a useful referenceé
for people who may already be working in sales or purchasing and who may enter
into negotiations with foreign enterprises. The best way to become an excellent
negotiator is to listen to other negotiators, to learn from their experiences, and then
to try negotiating simple exchanges. Experience is the best teacher of all.

The book is divided into four principal sections. Chapters 1 through
5 comprise Section 1 of this book, introducing and discussing the phases of
negotiations. Section 2 contains Chapters 6 through 10 and discusses specific
negotiations that commonly occur. Section 3 contains Chapters 11 and 12
and discusses some other aspects of negotiations, which may occur but are
not normally a feature of negotiations in general. Chapters 13 to 15 comprise
Section 4 and discuss cultural background to negotiating principles. Reading
references and acknowledgements are provided at the back. (Teacher’s Notes
including keys to exercises from Chapter 1 to Chapter 15, a set of supplementary
cases for tests, Negotiating in International Business DVD and its Script can be
found from the website of www.englishxp.edu/net.cn)

Chapters are followed by exercises, which have been designed to meet
different purposes. The True or False questions are designed to check the
students’ understanding of the material in the chapter. Discussions are designed
for the purpose of the student’s practice of oral English. The Role Plays are to
help students practice what they have learned while Case Studies are designed to

improve students’ ability to solve problems.
Y p
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Case Studies

| Case

: The price of the rug

A couple went for shopping, and the wife saw a rug she loved. The difference between
the asking price and what the husband wanted to pay was very small, but the husband didn’t




