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ABSTRACT

The essay mainly focuses on the Anchoring effect and it discusses how the anchor functions in real life. To begin with,
the term Anchoring is defined and many related types of research are cited to show that anchoring has important uses
in our lives. Then, four different types of anchors are provided, and each shows a different way for our ways of thinking.
Next, the essay points out how it works in the negotiation strategy, mentions the anchoring of the initial offering and
the selective accessibility, and provides an example in the real estate market. There is much evidence given that the
anchoring affects this market. It is concluded that the anchoring bias is common in our lives and can easily affect people
in different aspects without our perception. It influences people’s consciousness in our minds to affect our decisions.
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1. INTRODUCTION

The Anchoring Heuristic, focalism, refers to the
human beings’ inclination to accept and depend on the
initial information obtained before making a judgment or
decision. In the 1970s, a series of studies on the field of
anchoring and judgmental decision-making was first
conducted by psychologists Amos Tversky and Daniel
Kahneman in their early articles describing the theory.
Daniel Kahneman conducted a series of studies on
anchoring and judgemental decision making in their early
articles describing the transformation of preferences into
theory, and based on these studies discovered a number
of biases in the economic field [1] [2]. In 2002,
Kahneman was awarded the Nobel Prize in Economics
for his work integrating psychology and economics.
Anchoring behavior occurs when people make estimates
or judgements about something as a result of anchoring
psychology and the tendency to link current estimates to
those already used in the past, to place too much weight
on historical information (or even misperceptions), and
then to make inadequate adjustments on the basis of them.
When judgements and decisions are influenced by the
fact that the outcome or target value is close to the
direction of the initial information or initial value, i.e., the
'anchor,' the anchoring effect occurs. Anchoring refers to
the practice of using the anchor value as a starting point
for adjusting the final answer, despite the fact that the
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anchor value may be a partial calculation or an
implication of the problem formulation, and the
adjustment from the anchor value to the target value is
frequently insufficient, resulting in estimation bias. It is
critical to emphasize that the information obtained in the
first place is the key to the anchoring effect, which is
crucial in the negotiation process. People tend to form a
position with respect to this initial information, and this
position eventually creates a constraint in people's minds
that governs their estimation of that event that requires a
decision to be made. Most rational people will adjust
their estimates to some extent based on their own
experience, knowledge, judgment, and speculation, but
such adjustments are frequently insufficient, resulting in
estimates that are not as good as they could be.
Furthermore, the anchor can be conscious, informative,
valuable, or irrelevant to the decision at hand. However,
it is worth noting that most people are driven by this
initial information, even if it has no bearing on the final
decision.

The main purpose of this paper is to discover the
relationship between the anchoring negotiation and
business strategy, which has been a popular topic to chart
about in our modern society. This relationship is quite
important as good negotiations contribute significantly to
business success, which can aid the business in delivering
lasting, quality solution. And the the first real reference
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point is provided by the anchoring or what one expects
out of a potential deal.

2. TYPES OF ANCHORS

There are many different types of anchors in the
anchoring effect, and each anchor has its different uses to
incentivize people to make irrational decisions. One
common type of anchor is the anchor from the initiative
minds. In the research done by Nicholas Epley and
Thomas Gilovich [3], they discovered that anchoring can
function to help people quickly respond to the things that
are close to the correct answer. However, they are
required to adjust and correct to get the closer correct
value. Thus, people are easily influenced by the simple
things that have appeared in their minds. Take the
experiment taken by Kahneman that when calculating the
product from 1 to 8, one is the ascending order
(1x2x3x4x5x6x7x8) and the other is the descending
order (8x7x6x5x4x3x2x1). The researchers ask the
experimenters to predict the product in 5 seconds. The
result shows that the sequence of numbers with the
descending order has a higher number of predictions that
the sequence of numbers with ascending order. This is
due to the initial mind that they make predictions based
on the first few numbers they saw. For the descending
order, they start predicting by first calculating 8x7, and
further calculating. However, for the ascending order,
they start predicting from the calculation of 1x2, thus the
value got is smaller than the descending order. It is the
‘self-generated anchor’ that contrasts the externally-
provided anchors in the standard anchoring paradigm [3].
This is the first common type of anchor that is based on
intuition.

Furthermore, the most common type of anchor for
real-life applications which is related to the magnitude of
the anchor is often called the magnitude priming. It is
generally meant for the large or the small magnitude
which can be shown in a specific circumstance. Thus,

people’s feelings and estimations can be affected a lot [4].

It usually refers to the situation where the size or length
of the anchor will influence people’s decision-making a
lot. The anchor can be not related so much to the main
topic, like the example presented in the essay that people
who make the longer lines will be more likely to make a
great prediction of the average temperature in Honolulu
in July and to generate the synonymous words that take
the place of the original words [2]. Therefore, the
magnitude of the anchor will influence people’s
decisions a lot. This can be discovered in the psychology
part that a person’s internal mind of something else can
reflect their behaviors, whether they are bold or
conservative.

What’s more, there is another common variety of
anchors that show the circumstance for the best time or
the worst time. Therefore, people will tend to make more
rational decisions so that they are influenced a lot by the
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anchor. People may sometimes tend to underestimate the
time taken for them to finish one thing so that they are
not arranging the time so well to do other important
things [6]. Similar to that, it is mentioned that when
predictions are made by people, the outcome that can be
easily obtained is usually not the likely event, but it is
regarded as the most emotional event, or the event that is
the most relevant to the personal objectives [7]. Therefore,
the anchor itself often has some relationships with you so
that you have emotions on it to become the anchor that
influences your decisions. In some of the experiments,
researchers can determine the extent of optimism by just
looking at the anchor of the movement of the head and
the body. Thus, the best and worst scenario shows the
prediction as the initial anchor is decided here and if
different predictions of behaviors are made, the accuracy
and outcomes are different.

Last but not the least, another form of anchor is the
incidental anchor, which can be regarded as the anchor
that is attached without doing specialized research on it.
This kind of anchor often does not have so much obvious
effect, but it will influence people’s behavior slightly to
a small extent. As mentioned, the influence on judgment
- that is, their impact as anchors - is likely to be relatively
small [2]. But their effect is not always zero. In this case,
people will be imperceptibly influenced by the things
which are shown to them but are not regarded as the
anchor. For example, another experiment that is often
told in the anchoring effect is the problem of the
percentage of African countries in the United Nations.
Two groups of people are shown with two different
numbers which are 10 and 65. Then they are going to
predict the percentage of African countries in the United
Nations. For the group that shows 10, the average
percentage is 25%, but for the other group, the average
percentage is 45%. This presents that the two numbers
that seem to be useless act as the anchor that affects
people’s decisions. This can be regarded as the incidental
anchor.

These are the common types of anchors that people
often use in real life and if we notice these different types
of anchors a lot, some of the irrational behaviors can be
eliminated.

3. ANCHORING IN NEGOTIATION

The effect of incidental anchoring is ubiquitous in
negotiation as any small piece of information may
influence our decision-making, which explains a
common tendency of giving too much weight to the first
number presented in the negotiation and then making
appropriate adjustments from that starting point or
"anchor", proven by an experiment done by Amos
Tversky and Daniel Kahneman (mentioned in the types
of anchors). Negotiation, a strategic discussion, settles an
issue or problem in a way that both parties find adequate.
In one negotiation, the agreement on a certain point of
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view is the thing that each party is trying to achieve, and
all involved partakers attempt to sidestep arguing but
agree to reach a form of compromise.

3.1 Initial offering

The first offer can be considered as the anchor in the
context of negotiation, which demonstrates the
influences of the first offer as well as the final outcome:
an initial offer may function as an anchor to incorporate
final judgment toward the negotiation process [8]. For
instance, a person owns a house and he wants to sell it;
he, then, asks an agent to inspect and evaluate the house,
and the agent gives the price that it will list for the house
and the price of purchasing. Low and high anchors can
be provided by the manipulated price; the listing price
can influence each of the estimations. The price that the
agent would list for the house can be considered the first
potential offering in the negotiations. The expert of real
estate, however, will rather deny the listing price but re-
evaluate the house based on the features of the property
to justify the estimation of the agent [9]. This judgment
is consistent with Mussuweiler and Strack selective
accessibility model, derived from confirmatory
hypothesis testing theory, in which the judge (the expert
in the context) will evaluate whether the anchor is a
suitable answer or not by looking for ways in which it is
similar to the anchor, resulting in the anchoring effect
[10]. Nevertheless, this initial offering effect could be
altered or eliminated according to Galinsky and
Mussweiler [11]. They found that considering the
opponent’s BATNA (best alternative to the negotiated
agreement), rejecting the lower value of the agreement,
and the reservation price could eliminate the initial offer,
which is only advantageous if the negotiator is conscious
of the value of the anchor. However, the anchor value
will influence the negotiators subconsciously and
internalize their judgment to the preliminary reference.
The reference price, anchor value, is presented to the
negotiators or consumers to consider the offer [11].

Nonetheless, the initial offering or reference price
still has a significant impact on the negotiation process
[12]. Researching the mechanics of online auctions, they
discovered that the consumers’ bid and purchase
intentions will be impacted by reference price, which
illustrates the mighty effect of anchoring in practical
decision-making situations, impacting the interest and
rights of individuals [12].

3.2 Selective accessibility

Priming, areas of the brain related to a concept that
remains activated at some level, is relied on by this theory,
which is ubiquitous. Making the concept more easily
accessible, priming makes it more able to affect the
behavior of people without realization of themselves.
According to this theory, given that people are offered the

anchoring piece of information, they will mentally
appraise whether this is the plausible value for whatever
they are thinking of by building a mental representation
of the situations or objects. While people are building
their model, they will consider or activate other pieces of
information that are consistent with the anchor,
simultaneously. Thus, this information becomes primed
and possibly affects the decision-making process [13].

In 1997, Strack and Mussweiler made an experiment
to test the idea mentioned above by using a form of a
questionnaire in which they were asked to reckon
whether the value of an object is more elevated or more
subordinate than the anchor given. In the experiment, the
participants would be given a specific object (Target) and
asked to evaluate whether the range given (Anchor) is
higher or lower than the actual value merely by using
their minds. Furthermore, they would be asked another
question similar to the previous one. The results
demonstrated that the anchoring effect is considerably
stronger if the object dimension was identical for both
questions, which supports the theory of selective
accessibility. The anchor-and-adjust hypothesis seems
incorrect, however. Rather, it suggests that anchoring
bias depends on numerous, various mechanisms;
depending on the different circumstances, it occurs for
diverse reasons [13].

4. APPLICATION

In the real estate market, the limited rationality of
traders has also resulted in some puzzling "anomalies" in
different economic states. During a boom, properties sell
quickly and for close to or above the asking price.
Properties take longer to sell during a property slump
because sellers ask for more than they expect to sell for,
and some sellers are even forced out of the market. The
anchoring effect in negotiation can explain these
"anomalies" in the real estate market. When house prices
rise, traders form their own expectations of future price
rises and anchor their offers to the trend of that
expectation, i.e. buyers adjust their offers and sellers
adjust their asking prices, and trading occurs only when
buyers offer more than or equal to sellers' asking prices.
So, at this point, the volume of transactions will change
before the price of transactions, i.e. the increase in
volume precedes the increase in price; in the
circumstance of falling price, the reserve price of sellers
in the real estate market traders is more sticky than the
reserve price of buyers. Due to loss aversion (as sellers
are more sensitive to the same losses than gains), sellers
have an incentive to anchor to the previous higher
historical price (i.e. the higher historical price is used
previously as a reference price) to adjust their asking
price, and buyers adjust their offer accordingly. Similarly,
a transaction will only occur if the buyer's offer is greater
than or equal to the seller's asking price, at which point
the property market will eventually take longer to reach



a higher mutually acceptable price, resulting in a change
in transaction volumes ahead of transaction prices, i.e. a
drop in transaction volumes ahead of a drop in house
prices. Hence, anchoring in negotiation significantly
influences the transactional volumes and housing prices.

Numerous economists have discovered strong
evidence of anchoring effects in the global real estate
market [15][16][17][18]. According to Zeng, he
alternatively, believed that the effect may be due to
characteristics of the housing market [14]. Real estate as
a market that is not purely an asset (an owned property),
the combination of the dual attributes of investment and
consumption leads to a certain degree of specificity in the
use of the real estate for residential consumption, and it
is this specificity that leads to the fact that real estate is
no longer just a consumer good but also an investment
good, at which point the nature of the asset is distorted to
varying degrees. From the standpoint of the real estate
market as a pure asset (investment property), investors'
judgments, expectations, emotions, and other
psychological factors formed during the transaction
process are not only reactions to the market, but also the
emotional foundation of the entire market, and these
psychological factors can influence investor behavior,
leading to significant oscillations in the entire market
away from the fundamentals of the real economy. As a
result, investor behavior in the real estate market is
irrational. By using the well-known “Humans and Econs”
theory in Behavioral Economics, those investors are
Humans (ibid) [18].

5. CONCLUSION

Anchoring bias does influence humans’ daily lives,
which is unquestionable. With numerous research from
around the world and different time periods, many studies
have demonstrated the robust effect of anchoring in
human decision-making processes. As we are living in
the current situation, in the absence of other information,
people have to realize and recognize the impact of
anchoring, which may be imperceivable. Especially in
the negotiation, of any kind, people are frequently
affected by it without perception, relying heavily on the
piece of information given by the opponents or others in
order to shape the decisions to negotiate: they always
tend to believe their cognitive consciousness rather than
thinking it logically. It limits people’s ability to think
logically and consider other aspects that ought to be
considered. Adequate anchoring helps people to set their
expectations of what is standard or premium, reduces the
cognitive cost of decisions, and can even increase the
perceived value of a product, such as the real estate
market mentioned in the essay. Moreover, experts, and
real estate agents, can be strongly impacted by anchors in
negotiation. high anchors entice our awareness of the
positive qualities of the item or individual, and low
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anchors lure awareness to flaws, when conditions are
uncertain [11].

In the future, we hope to get deeper through the
relationship between it in the real world experience,
which can help the researchers to materialize the theory
into real life. And further studies and research need to be
conducted to investigate in the anchoring in negotiation
strategy in which we may not have the opportunity to
cover in this paper.
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