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In this briefing paper, we will discuss how some of the latest
thinking in behavioural psychology suggests ways in which
procurement practitioners can improve their negotiation skills.
The work of Nobel Prize winner Dr. Daniel Kahneman and others
has revolutionised thinking about how people think, react to
external stimuli, and make decisions. He won the Nobel Prize
for showing that many economic theories were based on the
false assumption that humans behave logically. But that fallacy
underpins much business thinking, including negotiation theory,
where we tend to assume that all parties will within reason
behave rationally and logically.

In explaining these factors, we will also touch on some of the
long-standing ideas about negotiation that go back 30 years or
more. Some, given Kahneman’s work, are likely to be good advice;
others, we suspect, are highly inappropriate in terms of whether
they are likely to lead to successful outcomes!
Introduction
Procurement has very little in the way of scientifically proven best
practice, and not very much in terms of academic underpinning
to what we do day-to-day. That is in part because many key
procurement activities appear highly subjective and are linked
to behavioural “soft” skills and issues, which are harder to
analyse and study than fact-based actions. Such “soft” activities
include negotiation, relationship management, even arguably risk
management.

Here, we will discuss a number of important factors that explain
why and how behaviour is not always logical. Kahneman’s
definition of System 1 and System 2 thinking differentiates
between the “automatic” thinking that dominates our lives and
the deeper, analytical processes that we use only intermittently.
System 1 leads us into common errors and fallacies, including in
how we behave during the negotiation process.

However, academic work about negotiation has developed
considerably over the last 20 or 30 years. Seminal work by the
Harvard Negotiation Project led to the publication of “Getting
to Yes” in 1981 which laid out a methodology for “principled
negotiation”, and became a basis for much practice in business,
government and elsewhere.

Then, in the main part of the paper, we look at three of the
key behavioural psychology traits that can impact negotiation
success; priming, anchoring and attitudes towards risk. All three
behavioural traits suggest approaches to negotiation that may be
beneficial for procurement practitioners, and (just as important)
some issues we should be aware of in terms of how to ensure the
negotiation does not go in a direction that might be to our own
disadvantage.

Now, a very interesting addition to the “scientific” basis for what
practitioners do has come from an unlikely quarter. Dr Daniel
Kahneman is a psychologist by training, but won the Nobel Prize
for Economics in 2002, by showing that some of the foundations
of classical economics were faulty. Many economic theories were
based on the assumption that people behave as rational beings
when it comes to behaviour and decisions. But Kahneman, his
collaborators and others in the field, proved that this is far from
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System 2 is the harder, out of our comfort zone, thinking.
Answering difficult maths problems, responding to a tricky
interview question, thinking hard about future procurement
strategies perhaps. Because System 2 is difficult, our brains will
do everything possible to stick with a System 1 approach, which
leads it to seek all sorts of short cuts in the way we think day by
day, minute by minute. We don’t have a lot of conscious ability to
change that, and this phenomenon has a number of consequences
and implications that affect every aspect of our lives. Because we
rely on System 1 most of the time, we are vulnerable to making
errors, and that includes in our jobs, whether procurement or any
other field. We are easily manipulated, we are suggestible, we
jump to conclusions, fail to calculate risk or probability properly,
we are influenced by irrelevant factors. That list starts to suggest
some immediate issues in terms of business, procurement and
negotiation activities.

the case, which punched holes in much of the existing economic
thinking.
But Kahneman’s work has far wider ramifications than “just”
as a critique of classical economic theory, and some of the key
findings have implications for negotiation theory and practice too.
In this briefing paper, we will look at three of the key areas which
anyone involved in business negotiations should understand:
Priming, Anchoring, and Risk.
Thinking fast and slow
Kahneman’s book, published in 2011, “Thinking, Fast and Slow”,
brings together his life’s work in a highly readable (but not
dumbed down) manner, and aims to explain, basically, how we
think. It is brilliant and highly recommended to anyone remotely
interested in how our thought processes work and how we make
decisions. At the heart of it is Kahneman’s concept of System 1
and System 2 thinking.
System 1 is the easy, automatic, intuitive, rapid thinking that gets
us through most of life. Driving to work without thinking about
the route. Answering most emails. Skim reading documents.
Recognising our families and close friends.

In this paper, we will look at what Kahneman’s work suggests
about how we negotiate and what we need to do (or not do) to
become more successful negotiators. Now the ideas here were
not in most cases developed by the researchers primarily with
their impact on negotiations in mind, so we have extrapolated
from the scientific findings in some cases. (Perhaps we might
even help suggest some interesting areas for further research.)
But it is clear that there are points here well worth considering for
anyone who negotiates as a serious part of their job. We will now
look at three topics in more detail: Priming, Anchoring, and Risk.
Priming
The formal definition is this; “Priming is an implicit memory
effect in which exposure to one stimulus influences a response to
another stimulus”.
It suggests that we are influenced by everything around us,
consciously and sub-consciously, and this has an effect on our
thinking and ability to carry out rational decision-making. It has
implications for many procurement activities, from negotiation to
tender evaluation and supplier selection.
If I show you a card with the word EAT on it, then ask you to fill in
the missing letter here; S O _ P, you are more likely to say “SOUP”
than “SOAP”. If I show you “WASH” initially, the opposite is true.
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Perhaps one party might try and “prime” ahead of a negotiation. A
supplier might look to prime certain feelings if the buyer is visiting
their premises. Perhaps a notice board in reception with stories
of collaboration, generosity, and kindness to help create those
positive feelings in the buyer’s mind? If the supplier is looking for
a price increase, getting words like “increase” and “higher” in front
of the buyer before the discussion might help. And the converse
applies – can the buyer prime the supplier with words like
“reduce”, or by putting “price reduction” posters up in reception?
Providing information in a more conventional manner prior to the
negotiation can also have a priming effect. Whilst we might not
want to give away too many details of how we plan to negotiate,
getting them thinking about appropriate priming factors might
pay off.

That is priming – the idea of EAT primes the idea of SOUP. It is an
incredibly and almost unbelievably powerful effect, not limited to
words; it applies to actions and emotions too.
Priming can actually change the way we behave quite
dramatically. Voters in Arizona were more likely to vote in favour
of more funds for schools when their polling station was in a
school. And people primed with images related to money (even
just through a screen saver with pictures of floating dollar bills)
behaved in a more selfish manner in an immediately subsequent
experiment.
Priming even works when we’re not consciously aware we have seen
or heard something. Anyone in the UK who has seen Derren Brown’s
amazing “tricks” will have seen priming at work. He can apparently
read the minds of his audience “victims”, but much is achieved by
clever priming through words or images. And often the subject
doesn’t even realise they have been primed before coming on stage.
This is all caused by our System 1 thinking, looking to construct
short cuts and easy ways of operating. We are very susceptible to
being pushed into thinking or feeling in a certain manner, so how
might that play into negotiations?

This may seem far-fetched, but experiments described in
“Thinking, Fast and Slow” have created similar effects. And
it is not totally new thinking. In a sense, we’ve talked about
“conditioning” in the context of negotiation for many years; that
is, how to get a perceived opponent to think in a certain manner.
Kahneman and his academic friends have brought more rigour
and academic backing to some of that very thinking.
But this also suggests that some of the real old school negotiation
techniques are not such a good idea. Ideas we used to see in
negotiation training, such as seating the supplier to look into the
sun, getting them to sit on a lower chair than the buyer, keeping
them waiting and not offering a coffee – how might these prime
the negotiator? We would suggest that unless you can actually
move into the territory of physical fear (“I just want to get out of
here at any price”), then these tactics are likely to prime
negatively and lead to less successful negotiation.
Simple recognition related priming can also help suppliers
establish a positive feeling in the buyer. Just getting a name in
front of people makes them feel more positive and comfortable
about the company, person or concept that is being presented,
compared to something they haven’t seen before. This is called
the “mere exposure” effect, as mere exposure to something
makes us feel more positive about it. We are more comfortable
with repetition - “words you have seen before are easier to see
again,” as Kahneman puts it.
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Being easily primed, this means we almost certainly have a built in
favouritism to incumbent suppliers, simply because we know
them, their names and people. The easy System 1 decision is to
go with what we know and find familiar. We would hypothesise
that this can make us less likely to take a tough negotiation stance
with a familiar supplier, compared to one we don’t know well.
We are also biased by the first thing we see or hear. Kahneman
showed that if a student answered the first question in an exam
well, the marking of the rest of the paper was biased positively.
Outside the pure negotiation environment, that is something we
need to look out for when we assess tender submissions. And in a
negotiation, perhaps if we offer a small concession early on, might
this lead the other negotiating party to think that our general
stance is more positive than it might really be in the round?
Priming - Negotiation recommendations
• Watch out for “familiarity or exposure bias”. Don’t be
relatively soft on a supplier just because you know them or
they are the incumbent.
• The first thing we see / experience colours our views. Watch
out for that in negotiation or use it to your advantage.
• Can we use priming to put ideas into our opponent’s mind?
Perhaps to make them feel kind and generous, or to get
them thinking about savings or price cuts?
• Sending information prior to the negotiation can start to
trigger the feelings we want them to experience and put
thoughts into their heads.
Anchoring
Anchoring is a variant of Priming, but with strong relevance to
negotiation. It describes the way in which our thinking is guided
and even constrained by the information that is put in front of
us. Anchoring is the tendency for us to fix our thoughts around a
particular number, point, or fact rather than thinking logically and
independently about a decision.

“Anchoring” our thoughts has major implications for negotiation,
in particular, but also for supplier management and other
situations. It is interesting that it also takes us back to one of the
negotiation tips which has been around for many years, and may
have proved to be better advice than the “sun in their eyes” idea
we mentioned earlier. More on that later.
In Kahneman’s words, “Anchoring occurs when people consider a
particular value for an unknown quantity before estimating that
quantity.” The estimates then stay close to the initial number
considered, even if there is little logic to that. This is one of the
most tested and robust results in experimental psychology; it is
an absolutely proven phenomenon, and some of the experimental
evidence is quite astounding.
In a somewhat frightening example quoted in “Thinking, Fast and
Slow”, German judges were asked to throw a pair of loaded dice
before being asked what sentence they would give for a particular
crime. The dice came up with either the number 3 or 9. When the
dice said 9, the average sentence was 8 months. When it said 3,
the average was 5 months!
The implication for procurement is very clear in the negotiation
arena. Whatever number gets anchored in your brain is in danger of
becoming the starting point - and indeed the expectation - for the
negotiation. You may work up or down from there, but it is difficult
not to mentally accept that number as an anchor for the discussion.
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Now this is less relevant where there is a clear market price for
something we’re buying, but let’s say it is a piece of professional
services work, software development, or bespoke capital
equipment (We might also assume there isn’t an absolutely fixed
budget). Then try this as a thought experiment:
You’re looking to commission a consulting study. You have
a vague feeling that it’s probably going to cost a few tens of
thousands of dollars, pounds or euros. Maybe £30K, maybe £50K?
But you speak to a potential supplier who says, “I think we could
do this for £20,000.” That is good news, and you’re likely to
negotiate around that point. You might push them to make it
more like £15,000, even though you were happy to pay a little
above that figure.

Exploring that rationally should end up with a fairer price for both
parties and a project that meets the needs of both.

Now, consider case two. The supplier says, “I think we’re looking
at £200,000 here”. What happens? You may start by saying, no
that’s far too expensive, but the temptation is that the negotiation
starts from £200K and perhaps ends up at £100K. The chances of
getting back to £20K or £30K are remote unless you get rid of that
initial anchor.

There may also be more subtle ways of using anchoring during a
negotiation rather than simply the “I don’t expect to pay over
£100” approach. Making sure the supplier sees benchmark data
(even if it is not strictly appropriate for what you are buying) with
much lower numbers than you expect to pay. Perhaps if you aim
to pay £100 you stick big posters on the wall that just say “100”?
We suspect that might be a little too blatant, but you never know!

For many years, there has been a negotiation school of thought
that says procurement should get in first with an unrealistically
low offer. The work by Kahneman and others actually gives some
intellectual backing to that long-standing theory. However,
Kahneman himself lays out some notes of warning, because, of
course, we might be on the receiving end of a supplier getting in
first with the high offer.
He points out that such a tactic can get the negotiation off on a
bad footing, making it less likely that trust will build through
the process. His advice in negotiations, if on the receiving end
of anchoring, is not to respond to an unrealistic offer with
another that is equally unrealistic, thus creating a gap that may
be impossible to bridge. Rather, he suggests you should make a
scene, and threaten to terminate the negotiation unless the first
number is taken off the table. So if the other party is aware you’re
attempting to anchor them, it will be less effective as a tactic.
Another suggested response is to be highly aware of anchoring,
and focus attention on the logic of the negotiation. In effect, we
should activate the System 2 thinking, and try and move onto
more detailed and logical thought processes. In the example
above, why should the work cost £20,000, or indeed £200,000?

So what can we learn from this?
Firstly, there is a time and place when we should be prepared to
use anchoring as a valid negotiation technique ourselves. But we
should also be very aware if the other party is trying it on us. A
typical example is the supplier who suggests that market factors
mean they will have to increase their prices by 20%. We may
then find an eventual agreement at 5% acceptable because our
thoughts have been conditioned in that direction. The key point is
understanding what is happening, so we make sure the suggestion
does not drive our behaviour because our brains get “anchored”.

Anchoring - Negotiation recommendations
• Consider whether making an opening “anchoring” offer in
the negotiation is appropriate given the specific situation.
• Be aware if the other party tries to anchor you - e.g. with a
very low / high opening offer.
• It is best to show you understand what is going on if that
happens, and simply refuse to ‘play the game’.
• Or activate your System 2 thinking consciously and bring
the negotiation back to a logical basis.
• In some circumstances, using subconscious anchoring to
gain advantage may be worth trying.
Attitudes towards risk
The work Kahneman did in the area of risk was central to him
winning the Nobel Prize. He showed how most people have
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illogical attitudes to risk, certainly looked at on a rational,
mathematical basis, and how this can lead to what appear
to be poor economic, personal or business decisions. This
has implications not only for supply chain risk management
(obviously) but also for negotiation.

strong damages clauses in negotiation, to protect against things
that almost certainly will never happen.
2. Most people are risk averse and will turn down what is logically
a good risk (gamble) to protect what they have already got. We
feel regret very strongly. We dislike giving up what we already
have and make illogical decisions based on that. Losing something
makes us feel worse than never having it in the first place!
The “endowment effect” – the premise that people assign more
value to things just because they own them – is one of the most
fascinating of the behavioural psychology discoveries.
To demonstrate the endowment effect, imagine you are a fan of
Bruce Springsteen (or Lady Gaga, or the Last Night of the Proms).
You would be prepared to pay up to £100 to buy the ticket – but
no more than that. If a re-seller was offering it at £200, £150 or
even £120, you would have said no. But good news! You are given
a ticket by a kind friend.
The next day, you are offered £150 for it by another friend who is
desperate to go to the event. Will you sell? Many people say no,
and many will continue saying no until the price is perhaps £200
or even more. But that’s illogical – we established that the value
of the ticket to you was £100 before you owned it, so really you
should be prepared to sell at anything above that.

Here are three key Kahneman findings in this area:
1. People overestimate the probability of unlikely events and
overweight them in their decisions. In procurement and supply
management terms, we should take risks seriously, but there is a
danger that we spend too much time, effort or money looking at
the very low probability, but serious, events. Then the distraction
of looking at the low probability event results in not enough focus
on some events that are more likely to put us at risk–even if less
potentially impactful. That applies both in terms of negotiation, as
well as during contract delivery.
The dislike of low probability, high cost risks means we tend to be
more cautious than we rationally should be about accepting those
risks. For instance, we may put too much focus on pushing for

That is the endowment effect, the dislike of losing what we have,
and it is proven in many different situations. In negotiation, it
can bring real problems. The party who is giving something up
values it more highly than the party who does not have it. So that
makes bargaining difficult. If I currently get a free warranty from
the supplier, my valuation of that may be far higher than what the
supplier will offer as a discount if I give it up.
3. Humans will accept risk that they logically shouldn’t in terms of
trading a sure loss for a low probability gamble of an ever greater
loss. (“If I’ve lost £1000 already, I’ll gamble – I won’t feel much
worse if it is £1500”). This is what we might call the “throwing
good money after bad” syndrome in business terms.
As a mathematician and management scientist by training, I was
personally interested in decision theory back in my days as a
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graduate trainee. As part of a part-time post-graduate diploma,
I ran an experiment on my marketing colleagues to test their
attitude toward decision making and risk. The most significant
finding - and the biggest worry– was exactly that attitude.
Several brand managers were quite prepared to spend large sums
of money, with a low probability of success, to re-launch a failing
brand. “We’ve spent so much already, we might as well throw a bit
more at it,” seemed to be the approach! As well as this irrational
consideration of risk and expected outcomes (in the mathematical
sense), it also seemed likely that their own personal credibility
and career influenced the behaviour more than it should have
if they were thinking rationally. In negotiation terms, this might
encourage us to gamble and risk further problems when we have
a bad position, rather than settling for a loss.
In all of these three risk cases, simply understanding how these
traits tend to work is a big part of the battle. Even sharing the
knowledge with the other party can make a lot of sense; if both
parties understand the endowment effect, there is likely to be less
frustration when agreement seems harder to reach than it should.
Applying logic and rationality wherever possible is the other
key response to the illogicality of the human mind. For instance,

analysing risk, quantifying it wherever possible and expressing
it objectively, can help to get those elements of the negotiation
onto a more secure footing.
Attitudes to risk - Negotiation recommendations
• Look at risk logically and analyse in objective terms
to overcome the “feelings” we might have about the
decisions we are faced with.
• Understand that the other party will naturally be reluctant
to give up what they already have – and that you will feel
that way too. Discuss the endowment effect openly if
necessary to draw out the issues.
• Don’t pay unreasonable attention to low probability risk
issues and let them derail a negotiation.
• Understand that our attitudes to losses and gains can be
illogical in negotiations and indeed at other times.
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Conclusions
We have described just a few of the behavioural psychology
issues that scientists have exposed and explained over recent
years. Dr. Daniel Kahneman and others have shown that our
thinking is far from logical most of the time, and that we look for
easy ways to get through the situations we are faced with, rather
than thinking logically and thoroughly about matters.
This can have a major effect on our business activities, including
negotiation. Factors such as priming, anchoring and risk attitudes
can play a serious role in how we behave in negotiations.
Understanding these and other biases, fallacies and illogicalities
can help us make sure that a clever negotiation opponent
does not take advantage of us; and can help us use techniques
appropriately to put ourselves in a better negotiation position.
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