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Introduction:





Negotiation is part of both personal and professional interaction.  Its challenges encompass many levels of behavior and the fundamental principles behind successful negotiation are thus applicable to numerous situations.  Job negotiations provide a good example of how application of the principles of rational negotiation can optimize outcomes for all parties. Understanding and applying concepts such as bargaining zone (BZ), reservation price (RP), target price and integrative bargaining are essential to successful job negotiations.  Within this context we have relied on application of these key concepts as drawn from class discussion, case negotiations and outside literature as tools for analysis. 





The bargaining zone refers to a range between reservation prices where settlement can take place.  The reservation price is a “negotiator’s bottom line - the most she will pay, the smallest amount she will settle for, and so on.” (Lewicki, “Negotiation”, ch.3) and the overlap between the reservation prices of negotiators is the bargaining zone.  Even with a multitude of negotiating techniques, it is still difficult to reach a mutually agreeable settlement if such a bargaining zone does not exist.  Therefore, one way to increase the likelihood of an agreeable settlement is to expand the bargaining zone.  This is particularly applicable to integrative negotiations.  Whereas distributive negotiations entail some form of division of a fixed pie, integrative negotiations can involve mutually exploiting asymmetries such that there are increases in gains for both sides and ultimately a greater bargaining zone.  We believe that employment contract negotiations fall into this category, where trade-offs can be made which maximize gains.  This maximization involves both creating and claiming value so that nothing is left on the table and the negotiation is on the efficient frontier.  The efficient frontier describes a situation where all possible trade offs have been made and both sides have optimized their settlement. 





We analyzed actual job negotiations in terms of these concepts and evaluated whether the outcomes of such negotiations are being optimized for all parties.  Our assumption was that there is room for improvement in this area.  We believed that there are inefficiencies for companies and job seekers due to bargaining chips being underutilized as trade-off items in negotiations.  From observations based on our experience as well as shared information from others, too many people approach employment contract negotiations from the perspective of a distributive fixed pie.  Such an approach may inhibit the creative trading of bargaining chips, which could otherwise optimize mutual gains for both company and job candidate.  The hiring process can involve significant investment of time and resources for both companies and potential employees.  When the bargaining zone is not optimized through use of trade offs, both sides potentially lose.  An otherwise good fit becomes a job not taken and a potentially excellent employee working for someone else.  We would thus suggest that viewing job negotiations as integrative rather than distributive could facilitate the expansion of the bargaining zone and ultimately more successful negotiations.


 


In light of these assumptions, our hypothesis is that neither companies nor job candidates are optimizing the bargaining zone.  We believe that they either are not negotiating at all, or are not efficiently utilizing potential bargaining chips apart from salary.  If this is true, then we believe it should be possible to determine which bargaining chips are routinely left on the table by both sides, such that bargaining zones might be expanded.  Such expansion should ideally facilitate more mutually acceptable job offers with a greater number of job acceptances.





Methodology:





To substantiate our hypothesis and explore key determining factors in employment contract negotiations, we interviewed and gathered data from three key groups; current MBA candidates, a group of recent alumni and company HR representatives / recruiters.





Questionnaires were used as a means of primary research, to see if bargaining chips were routinely being perceived to be left on the table.  Such questionnaires were administered to pre and post MBA’s.  An almost identical version was given to companies as well as recruiters.  Exhibits 1-2 show the different sample questionnaires.  The questions were carefully structured to try to elicit specific information.  Rationale behind the questions is described in detail in the appendices.  Interviews were conducted with companies and recruiters and the results are also summarized in appendices.  Secondary research included reading current literature on the topic of job negotiations.   





Once again, a more detailed description of our  methodology and copies of the questionnaires and/or interview type questions we used to gather data are outlined in the Exhibits and Appendix section





Results:





A survey of the GSB evening students and ‘96 Alumni was conducted via e-mail, fax, and mail folder.  The questionnaire was somewhat complex and formatting problems due to different e-mail applications led to several incorrect responses that could not be tabulated.  The survey was distributed to the entire evening class and the majority of the Alumni class.  Although the survey was not completely random, we assumed a normal distribution and received enough responses from each class (N  = 79 students and N = 43 for Alumni) to believe the data is fairly representative of the population.  Means were calculated to rank the importance of chips for both the alumni and the students.  (See Exhibits!)





Specific results include the following information:


In job negotiations the most important bargaining chips for students tend to be: job title, benefits and first review. However, in negotiations they most often bring up: bonus, training, vacation and job title.  Alumni’s most important bargaining chips include: bonus, job title and benefits.  In job negotiations they most often bring up: bonus, job title and training.  For both alumni and students there is not a complete overlap between what is most important to them and what the companies bring up.  There is also a large gender difference in terms of who is negotiating, with 40% of males having negotiated as compared to 24% of females.  (For more detailed and specific results, please see exhibits 3-7).





Discussion / Summary of Findings:





There are several areas of consensus in comments from companies, recruiters and MBA’s (to review comments see appendices 2-9).  A primary area of consensus is that preparation is an extremely important aspect of good negotiating.  As Bazerman and Neale say in “Negotiating Rationally”: “One of the surest ways to negotiate more rationally is to be well prepared.”(p.171).  Our data suggests that in order to optimize job negotiations for both sides, it is very important that everyone do their homework.  In “Negotiation” chapter 5, Lewicki summarizes effective planning as including several issues: “Defining issues… and interests, consulting with others, and analyzing the other party.”  When these ideas are applied to a job negotiation, preparation for both sides should specifically include: researching industry standards for compensation packages, having a clear understanding of one’s goals and best alternative to negotiated agreement (BATNA), anticipating the other side’s needs and desired outcome, estimating the potential value each side has to the other as well as using the negotiation themselves as preparation.  Preparation is ideally a process that occurs both before and during the negotiation.  In “Negotiating Rationally”, Bazerman and Neale say: 


“You enter a negotiation well prepared.  You are ready to negotiate rationally.  The    negotiation begins.  Your preparation is over, right?  Wrong!  The negotiation process itself provides you with a wealth of information to update your rational negotiation strategy.  Don’t simply escalate commitment to your initial strategy.  Instead, use each break in the negotiation as an opportunity to reassess, incorporate new information, and reformulate your strategy.” (p.174)





A second area of consensus is that it is important to be knowledgeable.  This includes more than the knowledge gained from comparing salaries across industries.  Several comments mentioned the importance of being knowledgeable relative to both tangible and intangible aspects of fit.  From the perspective of the job candidate for example, this might include: knowledge about the company itself, its goals and strategies as well as how one’s own goals do or do not fit with a given company, the quality of colleagues and the corporate culture.  Both sides in a job negotiation are ideally looking for a good fit in both tangible areas of salary and benefits as well as intangible areas such as: working environment, colleagues, job roles and career paths.  Although people negotiate over compensation, their job decisions often involve consideration of the intangibles.  These intangibles are thus important variables in negotiation.  Not only can they expand the bargaining zone, but their use as measures of personal fit can increase the likelihood of a longer stay with a given company.  The greater the knowledge each side has about one another the greater their likelihood of assessing mutual fit as well as being able to position themselves to meet the needs of the other side.  Within the negotiation itself, knowledge is useful as a means of avoiding unreasonable anchoring, keeping an open mind and optimally choosing areas for trade offs.  Good communication is a key component in knowledge-based negotiation.  For example, both companies and recruiters mentioned that the proper framing and presentation of demands is a crucial aspect of successful negotiations. 





A third area of consensus is that each situation needs to be assessed according to its individual merits.  Careful consideration should be given before accepting any job offer.  The job applicant needs to carefully assess whether the offer is reasonable and if there are any areas, which could reasonably be negotiated.  Although it is important to negotiate where applicable, especially since approximately 60% of people do not accept the first offer and companies often anticipate this and offer low, it is equally important to use common sense.  There is no rule of thumb.  There can be situations where it would be foolish to negotiate, just as there are situations where it would be foolish not to negotiate.  Thus it is a good idea to approach a negotiation from a context of rational assessment.  It is important not to lose opportunities to move towards the efficient frontier through negotiating while remembering that the people you negotiate with could be the people you work for and therefore any negotiations should be carried out in such a way that goodwill is not jeopardized.





With specific reference to the negotiation process, there seems to be a standardization of packages in large companies that encompass many of the bargaining chips.  Large companies typically negotiate around areas of compensation including salaries, bonuses, stock options and possibly other benefits such as club memberships or company car.  Such supplemental benefits tend to allow some room for negotiation and can also include special relocation assistance, professional organization memberships, publication subscriptions and other perks above and beyond the standard compensation packages.  There is a great degree of variability in the nature of special requests which applicants make in these areas, but there are definite indications that companies will do their best to facilitate reasonable and justifiable requests.  Although our research did not specifically address the correlation between company size and flexibility, we assume from experience that there would be greater flexibility around the bargaining chips in smaller companies.  Apart from company size there seem to be other variables which effect the likelihood of a person negotiating (see exhibits 3-8).  Gender appears to influence negotiation behavior, with fewer females negotiating than males in each category.  There is an uneven distribution of likelihood of negotiation across job categories, sales people being more likely to negotiate than bankers and consultants.  Alumni are negotiating more than current students and the fact of having taken a negotiation class could possibly make someone more likely to negotiate. 





Conclusion:





We were very surprised by the results of this study.  We had not anticipated the extent to which people are not negotiating at all, particularly students in the MBA program, 95% of whom are currently employed.  Seventy five percent of those who did negotiate say they are satisfied although there seem to be many bargaining chips left on the table in these negotiations and there were many comments about what they could have done better.  It would appear that these people are satisfied either because they were unaware of the extent to which they could have maximized their gains or they could not realistically have done any better.  If we had anticipated the large number of people who did not negotiate, we would have addressed whether or not they were satisfied with their respective outcomes.  If we were to do further research we would explore the nature of the satisfaction with negotiations in greater detail. 





Furthermore, it was also surprising to learn that in large Fortune 100 companies, many of the bargaining chips we had outlined are not negotiable because they are part of standard packages which are industry competitive.  Such companies seem to negotiate around areas of compensation, including; salary, sign-on bonus and stock options.  We had not anticipated the extent to which the bargaining chips we had researched were not negotiable depending on company size.  However, our assumption based on observation and experience is that the bargaining chips could more easily be utilized in smaller companies which characteristically have greater flexibility.  We found large areas of overlap relative to which chips are most often brought up by both sides including: bonus, training, vacation, and job title. Such an overlap possibly indicates either some awareness of common areas of interest or standard protocol in job negotiations.  





Another interesting finding is the discrepancy between the importance of bargaining chips and what is actually brought up in negotiations (see exhibits 3-8).  For example, students rank job title, benefits, first review and bonus as the bargaining chips which have the highest level of importance.  However, in actual negotiations they bring up bonus, training, vacation and then job title.  Such a discrepancy indicates possible room for improvement and optimization of the bargaining zone.  If job candidates more routinely brought up their issues of importance there could be more satisfactory settlements.  This is further supported by the data showing that jobs were turned down due to salary when companies c
