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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.
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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 (VIM)

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:

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

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

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

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.



If the item is mission-critical or essential to operations, the buyer will prefer a dependable
and collaborative supplier relationship.

Example:
A hospital relies on a steady supply of essential drugs — so it forms a high-trust partnership
with the pharmaceutical supplier.

3. Frequency of Purchase

Items bought frequently (e.g. weekly or monthly) require better coordination and smoother
processes, often leading to collaborative or strategic relationships.

Example:
A supermarket that buys dairy products daily works closely with a dairy farm to plan delivery
schedules, packaging, and quality checks.

4. Availability of Suppliers (Market Competition)

Explanation:
If many alternative suppliers exist, buyers may maintain transactional relationships. If
suppliers are few, a closer relationship may be necessary.

Example:
For stationery items, a school may switch suppliers regularly. But for specialised lab
equipment, it may rely on a single supplier, building a closer relationship.

5. Risk Exposure

Explanation:

High-risk categories (e.g. politically sensitive, health-related, or safety-critical goods) require
careful supplier selection and relationship building to manage exposure.

Example:

A food processing plant partners closely with a hygiene and safety consultancy to meet health
standards and avoid regulatory penalties.

6. Level of Technological or Technical Complexity

Explanation:

Complex items or services may require continuous support, training, or joint development —
leading to deeper engagement.

Example:

A company buying an industrial printing machine requires the supplier to provide

installation, training, and maintenance — promoting a strategic relationship.

7. Duration of the Contract or Engagement
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Explanation:
Long-term contracts naturally encourage stronger relationships to support service delivery,
compliance, and performance reviews.

Example:
A three-year outsourced cleaning contract allows for relationship development, staff
familiarisation, and performance improvements over time.

8. Organisational Procurement Policy or Strategy

Explanation:
Some organisations, especially in the public sector, are required by law to tender regularly,
which may limit long-term relationships.

Example:
A county government may use open tenders each year, leading to shorter, transactional
relationships unless framework agreements are used.

9. Supplier Capability and Reputation

Explanation:
Strong suppliers with a good track record are more likely to be engaged in longer-term
relationships, especially when performance is critical.

Example:
A leading telecoms firm contracts a reputable logistics company for mobile phone
distribution due to their proven efficiency and nationwide reach.

10. Buyer’s Strategic Priorities

Explanation:

If the buyer aims to reduce costs, they may focus on price-based relationships. If the priority
is innovation or sustainability, they may seek deeper partnerships.

Example:

A retailer focused on sustainability may form long-term relationships with eco-friendly

suppliers, even if prices are slightly higher.

Summary Table: Determinants and Their Effect on Relationship Type

Determinant Effect on Relationship Type
High value or critical Favour long-term or strategic relationships
items
Routine, low-cost items Often lead to transactional relationships
Few supplier options Encourages closer collaboration and trust
High risk or complexity Requires stronger coordination and partnership
Organisational policies May require rotation of suppliers, limiting relationship
depth
Long contract durations Allow time to build collaborative relationships
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4.5 The Relationship Life Cycle

In supply chain management, relationships between buyers and suppliers do not remain static
— they develop and evolve over time. This progression is referred to as the relationship life

cycle. Just like a product life cycle, a supply relationship passes through various stages, each
with different characteristics, expectations, and management needs.

Understanding the life cycle helps procurement professionals manage relationships more
effectively, avoid risks, and strengthen performance over time.

Stages of the Relationship Life Cycle

Identification 4
- Market scanning
- Needs assessment

Contracting #
- RFPs & bids
- Negotiations

Operation #J
- Service delivery
- Communication

Evaluation ]
- KPIs review
- Feedback loops

Growth Consolidation
- Expansion - Stabilizing
- Innovation - Efficiency focus

Decline or Exit [
- Phase-out
- Termination
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1. Identification and Selection

Description:

This is the initial stage where the buyer identifies potential suppliers based on capability,
cost, quality, and compliance. The selection is usually based on proposals, quotations, or
tenders.

Key Activities:

e Market research

e Prequalification of vendors

e Request for quotation (RFQ) or tendering
o Evaluation and supplier selection

Example:
A university invites bids for the supply of lecture chairs and selects the supplier offering the
best combination of price and delivery time.

2. Contracting and Onboarding

Description:
Once a supplier is selected, both parties formalise the agreement through contracts. The
supplier is introduced to the organisation’s systems, policies, and expectations.

Key Activities:

Contract negotiation and signing

Service level agreements (SLASs)

Sharing of specifications, timelines, and procedures

System setup (e.g. e-procurement access)

Example:
After awarding a cleaning services tender, a school contracts the firm, provides access
badges, sets cleaning schedules, and shares security protocols.

3. Execution and Operation

Description:
The supplier begins providing goods or services as agreed. The relationship is operational,
and both parties must communicate regularly and monitor performance.

Key Activities:
e Order fulfilment
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e Delivery tracking

e Payment processing

e Day-to-day communication
e Resolving operational issues

Example:
A hospital receives regular deliveries of medical gloves and verifies each batch before
payment, based on the agreed quality and quantity.

4. Monitoring and Evaluation

Description:
The buyer assesses the supplier’s performance against agreed metrics such as delivery time,
quality, responsiveness, and value for money.

Key Activities:

Performance reviews

Supplier scorecards

Feedback collection

Corrective actions or continuous improvement

Example:
A county government reviews the performance of its stationery supplier every quarter using
KPIs (e.g. delivery accuracy, customer complaints).

5. Relationship Growth or Consolidation

Description:
If the relationship proves beneficial, it may deepen into a longer-term or strategic partnership.
Additional value may be created through collaboration and innovation.

Key Activities:
e Joint planning and forecasting
e Process improvements
e Negotiating long-term agreements

o Sharing market intelligence
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Example:
A food distributor begins working with its packaging supplier to co-design new eco-friendly

packaging and reduce waste — benefiting both parties.

6. Decline or Exit

Description:
If the relationship becomes unproductive — due to poor performance, changing needs, or

strategic shifts — it may be ended or scaled down.
Key Activities:

Formal termination notice

Exit planning and handover

Closing outstanding issues (e.g. payments, returns)

Transitioning to a new supplier

Example:
A construction firm discontinues a partnership with a slow-performing cement supplier and

transitions to a more reliable source.

Why the Relationship Life Cycle Matters

Helps plan and manage each stage of supplier engagement
e Improves supplier performance and accountability

o Enables better risk management and supplier transition

e Supports sustainable partnerships for strategic sourcing

e Aligns procurement with organisational goals and supply chain continuity
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