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CIPS Commercial Negotiation 58 X L4M5 &4 5k [ /2 (Q224-Q229):

HH #224
Which of the following is potentially a major source of conflict?

A. Shared goals and values
B. Information gathering

C. Teanwork

D. Power imbalance

IEf#: D

A -
Reference: CIPS LAMS Study Guide, Section 1.3 - Sources of Conflict in Negotiation

HA #225
Ifa negotiation results in an offer which does not meet the buyer's minimum requirements, which of the following could the buyer
pursue?

A. BATNA
B. STEEPLE
C.ZOPA

D. PESTLE

Ef#: A

fR e«

Explanation

Best alternative to a negotiatedagreement (BATNA) is the plan B or back-up plan in the event of a 'walk away'. In case of no deal,
buyer (or supplier) may switch to this option.

The zone of potential agreement (ZOPA) is considered an area where two or more negotiating parties may find common ground. It
is this area where parties will often compromise and strike a deal. In order for negotiating parties to find a settlement or reach an
agreement, they must work towards a common goal and seek an area that incorporates at least some of each party's ideas.
STEEPLE offers an overview of various external fields. It is an acronym for Social, Technological, Economic, Environmental,
Political, Legal and Ethical.

PESTLE is a mnemonic which in its expanded form denotes P for Political, E for Economic,S for Social, T for Technological, L for
Legal and E for Environmental. It gives a bird's eye view of the whole environment from many different angles that one wants to
check and keep a track of while contemplating on a certain idea/plan.

LO1,AC1.2

M #226
The buyer's bargaining power tends to be relatively higher than supplier's bargaining power in which of the following circunstances?

¢ A The buyer's spend takes up a small proportion of supplier revenue
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¢ B. The buyer does not have the option to move to an alternative supplier
e (. The buyer is large in size relative to its suppliers
e D. The buyer demand is so urgent that it can't be postponed

IEf#: C
RN -

Buyer power gives customers/consummers (buyers) the ability to squeeze industry margins by pressuring firms (the suppliers) to
reduce prices or increase the quality of services or products offered.

There are four major factors to consider when determining the bargaining power of buyers:

1. Number of buyers relative to suppliers: If the number of buyers is small relative to that of suppliers, the buyer's power will be
stronger.

2. Dependence of a buyer's purchase on a particular supplier: Ifa buyer is able to get similar products

/services from other suppliers, buyers depend less on a particular supplier. Therefore, the power of the buyer would be greater.
3. Switching costs: If there are not many alternative suppliers available, the cost of switching is high.

Therefore, buyer power would be low.

4. Backward Integration: If the buyer is able to integrate or merge suppliers, the buyer has greater bargaining power over the existing
suppliers.

When is Bargaining Power of Buyers High/Strong?

There are fewer buyers relative to that of suppliers

The switching costs of the buyer are low

Ifthe buyer is able to backward integrate

The buyer purchases product in bulk (high volume)

The buyer is able to get similar product/services from other suppliers

The buyer purchases the majority of the seller's products

Several substitutes are available on the market

Product is not differentiated
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HH #228
A buying organisation with a low spend but the reputation for paying on-time. In order to increase buyer's leverage in negotiation

with suppliers, which of the following should be a priority of this buyer?

e A Unclear tender award criteria
¢ B. Spend concentration

¢ C. Volume separation

¢ D. Unavailable technical support

IEf#: B

TR

Explanation

According to Paul Steele's 'The Seller's Perspective', customer can be classified into 4 categories as below:

To increase theleverage in negotiation, buyer may increase its attractiveness and/or increase spend value. In this scenario, the buyer
is already attractive to supplier as it always pays on-time, but the spend is still low. So to have greater leverage, the buyer has
toincrease its spend volume by spend concentration. Spend concentration may take many forms as following:

- Vendor base reduction

- Volume pooling

- Volure redistribution

- Volume consolidation across categories

- Standardisation and harmonisation of specifications

- Forming purchasing consortia
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