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ACROSS THE TABLE

The Fine Art of Making Concessions

A concession unrecognized is a concession wasted. To encourage
trust and reciprocation, make concessions strategically.

BY DEEPAK MALHOTRA

MOST PEOPLE UNDERSTAND THAT NEGOTIATION is a matter of
give-and-take: you have to be willing to make conces-
sions to get concessions in return. But the process of mak-
ing concessions is easier said than done. Consider how
events unfolded in the following management-union nego-
tiation, adapted from Richard E. Walton and Robert B.
McKersie’s book A Behavioral Theory of Labor Negotiations:
An Analysis of a Social Interaction System (ILR Press, 1991).

The head of a manufacturing firm was preparing to ini-
tiate talks with the leadership of the employees’ union. The
biggest issue on the table was a wage increase. The union
was asking for a 4% increase, while management wanted to
raise salaries by only 1%.

The executive considered the situation. During past
negotiations, weeks were lost as each side jockeyed for
position, feigned willingness to walk away, and eventually
compromised on an unsurprising

look, ignore, or downplay your concessions. Why? To avoid
the strong social obligation to reciprocate. As a result, it is
your responsibility to label your concessions and make
them salient to the other party—a responsibility that the
manufacturer in the introductory example neglected.

When it comes to labeling, there are a few rules to
follow. First, let it be known that what you have given up
(or what you have stopped demanding) is costly to you. By
doing so, you clarify that a concession was, in fact, made.
For example, the manufacturer could have explained the
effect of a 3% wage increase on his firm’s bottom line or
discussed how difficult it would be for him to justify it to
his board of directors.

Second, emphasize the benefits to the other side. My
own research suggests that negotiators reciprocate conces-
sions based on the benefits they receive, while tending to

ignore how much others are sacrific-

outcome. In this case, a deal at 2.5%, YOUI' CO“CGSSiO“S are ing. One way for the manufacturer to
the midpoint of the two parties’ open- highlight the benefits he was provid-
ing positions, seemed likely to be more POWGI"I:UI when your ing to the union would be to contrast

agreeable to both sides.

This time things would be differ-
ent, he resolved. He would save every-
one hassle and delay by making
concessions early. Against the advice of the mediator, he
opened discussions by announcing that the eventual out-
come was obvious and that he was prepared to make a final
offer: 3%, the most he could have offered. The union’s lead-
ership was pleased by this offer—yet they did not accept it.
If the firm could offer so much at the outset, they reasoned,
perhaps they had set their sights too low. As the union’s
aspirations rose to unrealistic levels, a promising negotia-
tion unraveled and culminated in a strike.

Concessions are often necessary in negotiation. But, as
this story shows, they often go unappreciated and unrecip-
rocated. In this article, I present four strategies to help you
maximize the likelihood that others will acknowledge your
gestures of goodwill and reciprocate in kind.

1. Label your concessions

In negotiation, don’t assume that your actions will speak for
themselves. Your counterparts will be motivated to over-
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counterpart views your initial
demands as reasonable.

his offer with those made by similar
firms (assuming they were lower).

Third, don’t give up on your origi-
nal demands too hastily. If the other
side considers your first offer to be frivolous, your willing-
ness to move away from it will not be seen as concessionary
behavior. By contrast, your concessions will be more pow-
erful when your counterpart views your initial demands as
serious and reasonable. Accordingly, spend time legitimat-
ing your original offer and then use it as a reference point
when labeling your concession. The manufacturer, for
example, would have been wise to make concessions
slowly. Eventually, he could point out that his final offer
was closer to the union’s original demands than it was to
his own.

2. Demand and define reciprocity

Labeling your concessions helps trigger an obligation to
reciprocate, but sometimes your counterpart will be slow
to act on that obligation. To increase the likelihood that
you get something in return for your concession, try to
explicitly—but diplomatically—demand reciprocity.



Strategic Concessions (continued)

For example, consider the following negotiation
between an IT services firm and a client. The client sug-
gests that the IT firm’s cost estimates are unreasonably
high; the IT firm’s project manager believes that the cost
estimates are accurate (and perhaps conservative) given
the complexity of the project and the short deadline. If the
project manager is willing to make a concession, she might
say: “This isn't easy for us, but we've made some adjust-
ments on price to accommodate your concerns. We expect
that you are now in a better position to make some changes
to the project deadlines. An extra month for each mile-
stone would help us immeasurably”

Notice that this statement achieves three goals. First, it
labels the concession (“This isn’t easy for us, but we've made
some adjustments...”). Second, it tactfully demands reci-
procity (“We expect that you are now in a better position to
make some changes...”). Third, it also begins to define the
precise form that reciprocity should take (“An extra month
for each milestone...”). While each of these elements is crit-
ical, negotiators often overlook the need to define reciproc-
ity. Remember that no one understands what you value
better than you do. If you don’t speak up, you're going to get

WHEELERS AND DEALERS

Car salespeople truly understand how to use modest
concessions to extract much larger ones. First, they
spend a long time legitimating the sticker price and
suggesting that it’s not only fair, but nonnegotiable.
When they do make concessions, they make sure
these are salient to the buyer through techniques such
as these: (1) seeming apprehensive as they drop the
price, (2) making a show of speaking to the “boss” to
get special permission, and (3) suggesting that they
rarely, if ever, make such concessions.

Car salespeople are also careful never to give up all
their potential concessions in one shot. Typically, a
salesperson will drop the price a few hundred dollars
at a time while demanding much greater incremental
price increases from the buyer. Many salespeople will
use contingent concessions as well, ratifying price
reductions only if a buyer agrees to purchase acces-
sories and add-ons. Dealers typically make huge profit
margins on accessories and would prefer that you
spend your money on these rather than on the car
itself. Smart buyers can use this knowledge to their
advantage. If you offer to purchase a $250 accessory in
exchange for a $300 drop in overall price, the salesper-
son is quite likely to agree.
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what your counterpart thinks you value or, worse, what is
most convenient for your counterpart to give.

The strategy of demanding and defining reciprocity
plays out in a variety of contexts; those who understand
how to use it can profit from it immensely. A great exam-
ple is a tactic consultants and contractors use. When a
client praises her work, a smart consultant will quickly
point out that the person who would really love to hear
this praise is her boss (or other potential customers). In
this way, she defines for the appreciative customer how
best to reciprocate.

3. Make contingent concessions

One hallmark of a good working relationship is that parties
don’t nickel-and-dime each other for concessions. Rather,
each side learns about the interests and concerns of the other
and makes good-faith efforts toward achieving joint gains.

Unfortunately, while fostering such norms is desirable,
it is not always possible. Recently, one of my students in an
executive education class explained that while he would be
more than happy to engage in mutual give-and-take dur-
ing his negotiations, he often has trouble doing so with his
contractors and customers. Some are clearly untrustwor-
thy or entirely self-interested. Such negotiators are likely to
exploit his goodwill by refusing to reciprocate at all, much
less in the way he has defined.

My advice to the executive: When trust is low or when
you’re engaged in a one-shot negotiation, consider making
contingent concessions. A concession is contingent when
you state that you can make it only if the other party agrees
to make a specified concession in return. For example, if
the executive was renegotiating a service contract with a
customer, he might suggest that a requested concession is
impossible given the current contract but possible under
certain conditions. He might say, “We can provide addi-
tional support but only if you agree to purchase some of the
following additional services,” or, “This is literally the best
we can do on price right now. But if you can adjust some of
your demands, we might be able to reopen the price issue”

Contingent concessions are almost risk-free. They allow
you to signal to the other party that while you have room to
make more concessions, it may be impossible for you to
budge if reciprocity is not guaranteed. Keep in mind, how-
ever, that an over-reliance on contingent concessions can
interfere with building trust. If you demand immediate
compensation every time you make a concession, your
behavior will be seen as self-serving rather than oriented
toward achieving mutual satisfaction.

4. Make concessions in installments
Which of these scenarios would make you happier?



Strategic Concessions (continued)

Scenario A:
While walking down the street, you find a $20 bill.

Scenario B:
While walking down the street, you find a $10 bill. The
next day, on a different street, you find another $10 bill.

The total amount of money found is the same in each
scenario—yet the vast majority of people report that
Scenario B would make them happier. More generally,
extensive research (beginning with the work of the late
Stanford University professor Amos Tversky and the
Princeton University professor and Nobel Laureate Daniel
Kahneman in the 1970s) demonstrates that while most of
us prefer to get bad news all at once, we prefer to get good
news in installments.

This finding suggests that the same concession will be
more positively received if it is broken into installments.
For example, imagine that you are negotiating the pur-
chase of a house and that a wide gap exists between your
initial offer and the seller’s asking price. You are willing to
increase your offer by a maximum of $40,000. You will be
more effective if you make two smaller concessions, such
as $30,000 followed by $10,000, than if you make one
$40,000 concession.

There are other reasons to make concessions in install-
ments. First, most negotiators expect that they will trade
offers back and forth several times, with each side making
multiple concessions before the deal is done. If you give
away everything in your first offer, the other party may
think that you’re holding back even though you've been as
generous as you can be. The manufacturer who offered a

3% wage increase to the employees’ union up front faced
exactly this problem.

Installments may also lead you to discover that you don’t
have to make as large a concession as you thought. When
you give away a little at a time, you might get everything
you want in return before using up your entire concession-
making capacity. Whatever is left over is yours to keep—or
to use to induce further reciprocity. In the real estate exam-
ple, you might discover that the initial $30,000 increase in
your offer was all that you needed to sign the deal!

Finally, making multiple, small concessions tells the
other party that you are flexible and willing to listen to his
needs. Each time you make a concession, you have the
opportunity to label it and extract goodwill in return.

All of the above strategies are aimed at guaranteeing that
the concessions you make are not ignored or exploited. It is
important to note, however, that when someone refuses to
reciprocate, the refusal often hurts her as much as the party
who made the concession. Nonreciprocity sours the rela-
tionship, making it difficult for negotiators to trust each
other or risk further concessions. Thus, effective negotia-
tors ensure not only that their own concessions are recipro-
cated but also that they acknowledge and reciprocate the
concessions of others. <
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