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Preface

Negotiation is an essential skill for any professional involved in supply chain management,
procurement, or business management. Whether you are a buyer, supplier, or intermediary, the
ability to negotiate effectively plays a critical role in securing the best deals, fostering long-term
relationships, and driving business success. In today’s dynamic and interconnected global
marketplace, the ability to manage negotiation processes efficiently is more important than ever.

This textbook, Negotiation in Supply Chain, aims to provide students with a comprehensive
understanding of the theories, principles, and practical techniques involved in commercial
negotiation. Designed specifically for the KISEB APS-K Diploma in Supply Chain Management,
this book covers the fundamental concepts of negotiation, including its importance in supply
chain management, common negotiation styles, strategies, and ethical considerations.

The book also highlights the emerging trends and challenges in modern-day negotiations, such
as socio-cultural, technological, economic, environmental, and legal factors, all of which play a
vital role in shaping negotiation practices and outcomes. As businesses evolve and become more
interconnected, negotiators must adapt to these changes, understanding how to manage these
external factors and turn them into opportunities for mutually beneficial agreements.

This text is divided into chapters that progressively build upon each other, starting with
foundational concepts and moving into more advanced techniques and strategies. Each section
is enriched with practical examples, real-world scenarios, and case studies designed to enhance
your understanding of the negotiation process in the context of the supply chain.

By the end of this book, you will have gained the theoretical knowledge and practical skills to
confidently engage in negotiations, solve problems creatively, and make decisions that align with
both your organisation’s goals and ethical standards. Whether you are just beginning your
journey in supply chain management or looking to refine your skills, this book will provide the
insights and tools needed to excel in the competitive field of commercial negotiations.

| encourage you to approach this textbook with an open mind and a willingness to explore new
ways of thinking and interacting with the various stakeholders you will encounter throughout
your career. Negotiation is not just about securing a deal—it’s about fostering relationships,
building trust, and contributing to the long-term success of your organisation and its partners.

Evans Langat, CPSP-K, MSC, BCOM

Synapse Global Institute
2025
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CHAPTER 1: COMMERCIAL NEGOTIATION

1.1 Definition of Terms Used in Commercial Negotiations

Commercial negotiation involves specific terms that are essential for students and
professionals in supply chain management to understand. These terms guide how businesses
interact to ensure goods and services are exchanged efficiently, profitably, and fairly. Below
are key terms used in commercial negotiations, with examples to aid understanding.

1. Negotiation

Definition:
Negotiation is the process where two or more parties discuss their needs, interests, and goals
to reach a mutually agreeable solution.

Example:
A procurement officer from a manufacturing firm meets with a supplier to negotiate better
prices for raw materials due to increased order volumes.

2. Commercial Negotiation

Definition:

This refers to negotiations related specifically to business transactions such as buying or
selling goods and services. It includes agreeing on prices, payment terms, delivery schedules,
warranties, and service levels.

Example:
A supermarket chain negotiating with a logistics company for lower transport charges in
exchange for a long-term contract.

3. Buyer (Purchaser)

Definition:
The buyer is the party in a negotiation that seeks to acquire goods or services.

Example:
Kenya National Trading Corporation (KNTC) negotiating with a rice farmer’s cooperative to
buy produce in bulk at favourable prices.

4. Supplier (Vendor)

Definition:
A supplier is the party offering goods or services to the buyer. Suppliers aim to protect their
margins while meeting client expectations.

Example:
A software vendor negotiating with a county government to supply inventory management
software for public hospitals.
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5. Bargaining Power

Definition:
This refers to the strength one party has over another in negotiation. It is influenced by
market conditions, alternatives available, urgency, and knowledge.

Example:
If there is only one supplier of a critical vaccine, the supplier has high bargaining power due
to scarcity.

6. Win-Win Outcome

Definition:
A result where both parties feel satisfied with the agreement, promoting long-term
relationships and repeated business.

Example:
A construction company agrees to pay a supplier slightly more per unit, but in return gets
priority delivery during peak project months — benefiting both sides.

7. Contract

Definition:
A legally binding document that formalises what both parties agreed upon during the
negotiation.

Example:
After negotiating terms, a transport company signs a one-year contract with a courier firm to
deliver school textbooks to various counties.

8. Terms and Conditions

Definition:
These are the specific clauses in a contract that spell out responsibilities, timelines, penalties,
and expectations of both parties.

Example:
A supplier agrees to deliver pharmaceutical products by the 5th of every month. Failure to do
so results in a 5% penalty on the invoice amount.

9. Value for Money (VIM)

Definition:
This refers to achieving the best balance of quality, cost, and sustainability over the life of a
product or service — not just buying the cheapest option.

Example:

A school buys slightly more expensive textbooks from a publisher because they are more
durable and come with free teacher guides — saving money in the long run.

Bt



10. Request for Quotation (RFQ)

Definition:
A document sent to potential suppliers asking them to submit prices and terms for specified
goods or services.

Example:
A government agency issues an RFQ to three suppliers to supply laptops under the digital
literacy programme.

11. Counteroffer

Definition:
A new offer made in response to an earlier one, showing willingness to negotiate further
instead of accepting or rejecting outright.

Example:
A vendor quotes Ksh 1,000 per unit for office chairs. The buyer responds with a counteroffer
of Ksh 850 per unit if 100 units are ordered.

12. BATNA (Best Alternative to a Negotiated Agreement)

Definition:
This is the best course of action a party can take if negotiations fail. Knowing your BATNA
strengthens your position during talks.

Example:
A university is negotiating with an internet service provider. If talks fail, their BATNA is to
switch to a rival ISP offering similar packages.

13. Concession

Definition:
This is a compromise where one party agrees to give up something small in exchange for a
more important gain.

Example:
A cleaning company reduces its monthly charges slightly to win a three-year contract from a
large office complex.



1.2 Importance of Commercial Negotiation

Commercial negotiation plays a crucial role in supply chain management. It is not just about
agreeing on prices — it involves building long-term business relationships, ensuring value for
money, and maintaining smooth operations across the supply chain. Here are the key reasons
why commercial negotiation is important:

1. Achieving Cost Savings

Negotiation allows businesses to reduce procurement and operational costs by bargaining for
better prices, discounts, or value-added services.

Example:
A retail chain negotiates with a wholesaler to supply goods at a 10% discount in exchange for
paying within 7 days instead of the usual 30 days.

2. Ensuring Value for Money (VM)

Negotiation ensures that organisations get the best combination of price, quality, and service
— not just the lowest cost.

Example:
A government department buying office supplies might negotiate with a supplier who offers
slightly higher prices, but includes free delivery, better quality pens, and faster replacements.

3. Building Strong Supplier Relationships

Effective negotiations create trust and mutual understanding between buyers and suppliers.
This leads to long-term partnerships that can benefit both sides.

Example:
A hospital negotiates a three-year supply contract for medical gloves, agreeing to fair prices
and clear communication — ensuring the supplier remains reliable even during shortages.

4. Minimising Risks

Good negotiations result in well-structured contracts that reduce risks such as delivery delays,
price changes, or quality failures.

Example:
A contractor negotiates penalty clauses into a delivery contract to protect against late
shipments that could delay a construction project.

5. Enhancing Flexibility and Innovation

Negotiations can lead to agreements that allow for adjustments, new ideas, or customised
solutions.

Example:
A school negotiates with a textbook publisher to customise learning materials with the
school’s logo and colour scheme — at no extra cost — in return for a bulk purchase.
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6. Improving Operational Efficiency

Through negotiation, buyers can streamline delivery schedules, batch orders, and coordinate
inventory levels more effectively.

Example:
A warehouse negotiates with transporters to align delivery times with off-peak hours to avoid
congestion and reduce offloading delays.

7. Gaining Competitive Advantage

Organisations that negotiate effectively often enjoy lower costs, better terms, and improved
service levels — giving them an edge over competitors.

Example:
A logistics firm wins more clients because it negotiated favourable fuel prices with suppliers,
allowing it to offer cheaper transport rates.

8. Conflict Prevention and Dispute Resolution

Negotiation helps in setting clear expectations from the beginning, reducing chances of
misunderstanding or disputes.

Example:
A beverage distributor and a hotel agree in writing on delivery days, storage conditions, and
payment terms — preventing future conflicts.

9. Supporting Organisational Goals

Negotiation aligns purchasing decisions with strategic objectives such as cost control, quality
assurance, and sustainability.

Example:
A university aims to go green. It negotiates with suppliers for recycled paper and energy-
efficient equipment — supporting its sustainability goals.

10. Promoting Ethical Practices

Well-structured negotiations follow ethical guidelines such as fairness, transparency, and
respect — promoting professionalism in supply chains.

Example:
A county government refuses to work with a supplier who demands kickbacks, insisting on
fair and open negotiation procedures.



1.3 Setting Objectives in Commercial Negotiations

Before entering any commercial negotiation, it is important for both buyers and suppliers to
set clear objectives. Objectives act as a roadmap — guiding the direction of the discussion,

helping to avoid confusion, and ensuring both parties work toward a successful agreement.
1. Clarifying Needs and Priorities

Definition:
Objectives help organisations clarify what they want to achieve from the negotiation. This
includes identifying the most important outcomes and setting limits on what they can or

cannot accept.

Example:
A school negotiating with a stationery supplier may set the following priority: “Ensure

delivery of exercise books before schools reopen — price flexibility is secondary.”
2. Achieving Specific Targets
Setting measurable targets makes it easier to assess the success of the negotiation.
Common targets include:

e A specific price reduction (e.g. 5% discount)

e Improved delivery lead time (e.g. reduce from 10 days to 5 days)

e Better payment terms (e.g. extend payment period from 14 to 30 days)

o [Extended warranty periods or service levels

Example:
A hospital procurement team sets a target to negotiate for free maintenance support for two

years when purchasing diagnostic machines.
3. Ensuring Compliance with Policy or Law

Especially in public procurement, objectives must comply with government regulations,

procurement laws, and ethical standards.



Example:
A county government ensures that its negotiation for road construction complies with the
Public Procurement and Asset Disposal Act (PPADA), which requires fair competition and

transparency.
4. Preparing a Negotiation Strategy

By knowing the objectives, a negotiation team can prepare a strategy — including who

will lead the negotiation, what concessions can be made, and when to walk away.

Example:
A supermarket chain assigns a lead negotiator to secure better terms for bulk delivery of

groceries, with the strategy to offer a 12-month contract as a bargaining chip.
5. Building Long-Term Relationships

An objective may go beyond the short-term gains and focus on creating a lasting business

relationship.

Example:
An electronics store sets an objective to develop a long-term partnership with a TV

manufacturer, ensuring priority supply during the December peak season.
6. Promoting Win-Win Qutcomes
Setting objectives that benetit both parties promotes cooperation and trust.

Example:
A rice processor negotiates with a farmers' cooperative with the aim of securing a stable

supply at fair prices — while the farmers gain guaranteed buyers and better income.
7. Avoiding Surprises During Negotiation

Clear objectives help teams stay focused and avoid being caught off guard during

discussions.
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