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In this week's edition of FFI Practitioner, Jack Troast shares lessons on
negotiation that he's developed over his 25-year career as a mediator and family
enterprise advisor. In his article, Jack explores five types of decision bias that can
impact negotiations in family enterprises and shares a case with practical
applications for advisors to utilize with their clients.
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BY JACK TROAST

After working in mediation and consulting for over 25 years, I have found some
common themes among parties negotiating to reach agreement.

My professional experience includes management roles in both family business and in government, where | have
also sought to address complex problems through thoughtful negotiation. This experience has made me wonder how
the field of negotiation can inform the discipline of family enterprise advising.

The field of family enterprise advising has identified key challenges that must be addressed by families in business in
order to achieve success and continuity. These challenges include succession planning, effective communication,
navigating value conflicts between the business system and the family system, and the need to professionalize
management functions as the business grows, to name a few. Each of these challenges includes decisions among
family members that require engaged communication and, at times, negotiation.

In their book Judgment in Managerial Decision Making," authors Max Bazerman and Don Moore suggest that joint
decisions with different perspectives give rise to negotiation. The organizational context for these negotiations is
often complex, and decision-making is susceptible to systematic errors in judgment. Negotiators often make choices
or reach agreements based on incomplete information or encounter other forms of bias that prevent them from
making optimal decisions. Why does this happen and how can family enterprise consultants help their clients
improve their decision-making?

“NEGOTIATORS OFTEN MAKE CHOICES OR REACH AGREEMENTS BASED ON

INCOMPLETE INFORMATION OR ENCOUNTER OTHER FORMS OF BIAS THAT
PREVENT THEM FROM MAKING OPTIMAL DECISIONS

In the decision-making arena where parties are negotiating alternatives, decision biases are a significant barrier to
successful outcomes. What are these forms of cognitive bias and how can they be overcome? Let’s explore five types
of decision bias that often impact negotiations.



1) Framing

Research indicates that people generally favor outcomes framed as “gains” over those labeled as “losses” even if they
generate identical outcomes. In experiments conducted by economists and psychologists there is very clear bias for
choosing a benefit or gain when framed as such.” Mediators and family enterprise advisors should be aware of this
bias when working with clients and seek to frame potential outcomes as mutually beneficial gains when possible.®

2) Overconfidence in Judgment

Many decision makers are prone to overconfidence when looking at options. In his bestselling book, Thinking, Fast
and Slow, Nobel laureate Daniel Kahneman attributes this overconfidence to a tendency on our part to rely on
intuition and instinct or “System 1” thinking.* We tend to rely too heavily on the evidence most easily recalled, often
ignoring other information when making decisions. Family enterprise advisors can work with their clients,
particularly those threatening or engaged in litigation, to remind them that while their legal advice may be sound,

they should consider a broad range of possible outcomes and recognize a bias toward overconfidence.

3) Lack of Perspective

Throughout Judgment in Managerial Decision Making, Bazerman and Moore offer multiple research studies explaining
why we tend to favor our interpretations of a dispute and support our perspective in contrast to others. Many family
enterprise advisors encourage family members to take the perspective of others in a decision or dispute. Conflict
research identified by social psychologist Dean Pruitt and followed by others® suggests that role reversal increases
the likelihood of a negotiated resolution. This is also an essential tool among mediators in their work. In the
negotiation classic Getting to Yes, Roger Fisher and William Ury offer their powerful advice to separate “positions”
(stated goals) from “interests” (actual goals) and to focus on the other parties’ “interests” to find common ground in a
negotiation.®



4) Escalation

Research across disciplines in psychology, economics, and political science shows that escalation is a critical decision
bias. This research generally shows that after an unsuccessful financial outcome, parties will often “double down” on
their financial exposure, escalating the conflict without a rational basis. Furthermore, one party may reactively
devalue concessions made by another party in a negotiation, out of suspicion of the conceding party’s motives.
Consultants will often see family members increase their commitment to their “position” in a dispute, and as time
progresses and conflict escalates, it becomes more difficult to retreat from their public position. Mediators and
advisors can serve their clients by muting efforts to escalate conflicts, particularly in a public fashion.

“CONFLICT RESEARCH IDENTIFIED BY SOCIAL PSYCHOLOGIST DEAN

PRUITT AND FOLLOWED BY OTHERS SUGGESTS THAT ROLE REVERSAL
INCREASES THE LIKELIHOOD OF A NEGOTIATED RESOLUTION."

5) Mythical Fixed Pie

Mediators and negotiators often speak in terms of the differences between distributive and integrative bargaining. In
the case of distributive bargaining, the parties see the outcome as strictly a matter of dividing what Fisher and Ury
describe as a “fixed pie,” particularly when they are disputing a fixed sum of money or the value of an asset. This
would generally apply to salary, or the distributive share of an estate or a family business. The integrative model of
bargaining seeks to find mutually beneficial trade-offs that look at a larger set of distributive outcomes. Research by
Bazerman and others’ has shown that most negotiators are biased in favor of distributive outcomes, i.e., “Your gain is
my loss.” Family enterprise advisors will benefit their clients by breaking down this false assumption and assisting
them in looking for mutually beneficial trades.

A few years ago, | worked with a family that was locked into competing positions in a dispute over jointly held land. A
developer was ready to acquire the property and was offering the family the highest financial payoff. Some in the
family had varied interests in the property, including working the land or donating the property to an interested
conservation group, seeing the worth of the property in terms outside its monetary value. As a part of a
multidisciplinary team, we helped the family break from the assumption and inherent bias that the land had only a
distributive value to be shared equally. We assisted the family and their counsel to see the benefit in moving from a
win-lose scenario to a mutually beneficial outcome. Over a series of meetings, the siblings saw the alternative
benefits beyond the financial benefits offered by the highest bidder.
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| also found this “win-lose” perspective ever present in negotiations between business and government interests, due
to entrenched mistrust and a lack of mutual understanding. This is often true in environmental disputes involving
business interests when the parties see one party’s benefit as the other party’s loss.® | have found it beneficial in
these disputes to expand the opportunities for agreement by looking for mutual gains. This has included balancing
permission for land use with improved outcomes for multi-modal transportation, ecosystem protection, and public
safety, goals that parties originally believed to conflict with the permitted development.

Negotiation experts, behavioral economists, and mediators have been looking at the impact of decision bias in an
effort to achieve better outcomes for decision makers. This perspective can also encourage family enterprise advisors
to look at the impact of cognitive bias on their client situations.
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