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Preface 
The following paper presents results from the empirical research carried out in Germany within 
our international project titled “Entrepreneurial strategies and trust: Structure and evolution of 
entrepreneurial behavioural patterns in East and West European environments” (2001–2003). 
The project concentrates on the microeconomic level, studying owner-managers and key deci-
sion makers in small businesses with up to 50 employees in food industry, business services and 
trade. Small businesses reflect the impact of domestic environments better than the often inter-
nationalised medium and large enterprises. The empirical research in Germany consists of two 
major elements: a standardised survey and case studies of small businesses in West and East 
Germany. 

The project includes two East European and three West European countries. Russia and Estonia 
represent a problematic and a successful transformation process, respectively. Germany, Italy 
and Great Britain represent different models of West European capitalism, and different trust 
cultures. The research has been conducted by an international team. Prof. Hans-Hermann Höh-
mann, Research Centre for East European Studies at the University of Bremen and PD Dr 
Friederike Welter, Rhine-Westphalia Institute for Economic Research (RWI) in Essen, Germany 
are the project co-ordinators, team members are Elena Malieva, Teemu Kautonen and Dr. Bernd 
Lageman. The Russian Independent Institute for Social and Nationalities Problems (RIISNP), 
represented by Dr Alexander Chepurenko, is the Russian project partner. In Estonia, the re-
search is performed by Prof Urve Venesaar from the Institute of Economics at the Tallinn Tech-
nical University. The studies in Italy and Great Britain are conducted by Prof Gabi Dei Ottati, 
University of Florence and Prof David Smallbone and Fergus Lyon, Centre for Enterprise and 
Economic Development Research (CEEDR) at the Middlesex University Business School.  

We gratefully acknowledge support by the Volkswagen Foundation, which funded this research 
within its programme “Unity amidst variety? Intellectual foundations and requirements for an 
enlarged Europe”. 
 

 

 



Teemu Kautonen and Friederike Welter 

Country Report: East and West Germany 
This report describes and analyses the German results of the international research project ‘En-
trepreneurial Strategies and Trust in Eastern and Western Europe’, which was funded by the 
Volkswagen Foundation 2001 – 2003. The aim of the project was to study the role of trust in 
entrepreneurial behaviour in different socio-economic environments following the ‘embedded-
ness’ discussion (e.g. Granovetter, 1985; Zukin and DiMaggio, 1990; Halinen and Törnroos, 
1998). By focusing on the embeddedness of economic activity, the specifics of small businesses 
and the regional development perspective, while using a survey and case-study based approach, 
the study makes a unique contribution to the current status of (empirical) trust research.  

The conceptual tool developed for the analysis of the empirical results concerning different trust 
environments comprises three forms of trust. Personal trust builds on initial knowledge about 
the partner, which may stem from the characteristics of a group such as an ethnic group or kin-
ship, but it particularly occurs in bilateral (business) relationships where persons have come to 
know each other through repeated interaction. Collective trust could be based on the initial 
knowledge of a person, but it also refers to group behaviour in a wider sense, including reputa-
tions as well as shared norms and mutual business conventions, which differ across sectors or 
business groups. However, the borders between personal and collective trust are blurred and it is 
not (always) easy to distinguish between them. Institutional trust is based on formal institutions 
such as political, economic and juridical rules and organisations, as well as informal institutions, 
including values, norms and codes of conduct that are deeply embedded in culture (North, 
1990). Contrary to collective norms and values, the institutional ones apply across different 
sectors and business groups. Institutional trust allows for the use of ‘anonymous’ sources in 
business relationships (such as new partners, or consultants for business assistance), because 
there are legal safeguards and sanctions in case the relationship fails. 

The German empirical study consists of a survey of 197 enterprises and 16 case studies. The 
survey was conducted as a telephone survey (CATI) in spring 2002, whilst the case studies were 
carried out as personal in-depth interviews in winter 2002/2003. Since the primary aim of the 
study was to examine entrepreneurial behaviour in different trust milieus, the survey is not rep-
resentative of the SME population as a whole. Instead, it focuses on investigating the influence 
of three key variables on trust: region, size and sector. The main purpose of the case studies was 
to illustrate, deepen and question the conclusions drawn from the survey results with respect to 
these three variables.  

The regions consisted of the Ruhr Area in West Germany and Greater Dresden in Saxony, East 
Germany. The regions were selected in order to enable an analysis of West-East differences, 
particularly with respect to the East German economic transition on the one hand, and different 
regional aspects concerning trust building on the other. The Ruhr Area is a former steel and coal 
mining region, which has been undergoing enormous restructuring since the late 1980s, while 
Greater Dresden exemplifies a region affected by societal, political and economic structural 
change. The sectors covered in the study were food industry, trade and business services. These 
were selected in particular to reflect sectoral variations in the types of external relations small 
firms have, for example, with customers and suppliers, sources of assistance and advice, au-
thorities, Chambers of Commerce and business associations. Moreover, two enterprise sizes 
were included in the study: micro firms with up to 10 employees and small enterprises with 10–
49 employees. In particular, this distinction appeared interesting in two respects. Firstly, micro 
firms were assumed to be more locally bound, and thus to reflect the local conditions even bet-
ter than small firms. Secondly, trust was assumed to play a more important role for micro enter-
prises, due to their comparatively lesser resources and their, in general, more informal character 
(Lyons, 1994; Schumacher and Moyle, 2002).  
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The report consists basically of three parts. In the first one, the survey results are presented and 
analysed. In particular, the role of trust is examined in different areas of entrepreneurial activity, 
including customer and supplier relations, credit relationships, co-operation, intra-firm relation-
ships and relations to the social and institutional environment. The most important points and 
conclusions are illustrated and elaborated through the case-study findings in the second part, 
while the third part concludes with a synthesis of the results and provides proposals for further 
research.  

Survey Report  

Profile of the Surveyed Enterprises 

The total sample of 197 enterprises is almost equally divided between East and West Germany. 
The West German sample is entirely from the Ruhr Area, while the East German sample stems 
from the Greater Dresden area in Saxony (80 % of the East German sample) and the Länder 
Thuringia (15 %) and Saxony-Anhalt (5 %). In terms of size, there are more small businesses 
(60 %) than micro firms (40 %). The West German sample is relatively evenly distributed in 
terms of size, while there is a bias in the East German sample towards small enterprises, which 
represent 66 % of the sample. 

In terms of sectors, business services appeared with the highest frequency (41 %), followed by 
the food industry (34 %) and trade (26 %). Firms in the food industry and trade are more often 
West German, while the bias in the business services sample is towards East Germany. The 
food industry sample is strongly characterised by small businesses, whereas the other two sec-
toral samples contain a more equal number of both micro and small firms. Approximately half 
of the food industry sample consists of bakeries and butcher’s shops. The rest is more diverse, 
varying from production of meat, fish or beverages (some 15–20 % of the sectoral sample) to 
trade with diverse food products. The trade sample as a whole is very versatile, the firms being 
engaged in trade, for example,. of used cars, hearing aids, furniture, vegetables and fruit, flow-
ers, building materials, software, and so forth. There is no specific type of trade that was dispro-
portionately present in the sample. In the business services sample, there is one group that 
stands out particularly: Companies in architecture, building and other engineering services, 
which make about one fourth of the whole sample. Other notable groups are (tax) accounting 
services, other consulting services, solicitors, software development and graphics design, as 
well as advertising services. 

New enterprises form only a small minority of the total sample. This partly reflects the declin-
ing number of start-ups since 1999, which is mainly a result of the unfavourable economic 
situation in Germany (Mittelstandsmonitor, 2003). Therefore, the age of enterprise plays only a 
minor role as a variable in the German survey analysis. The majority of the interviewed firms 
were founded in the early 1990s. Not surprisingly, this is particularly true of the companies in 
the East German sample, of which 62 % were established within a few years after unification. 
The majority of the West German firms are older, 40 % of them having been founded between 
1946 and 1979. Interestingly, 27 % of East German businesses had been founded before 1990, 
almost all of them in the food industry or trade. This appears to be a relatively high share, given 
that almost half of the 185,000 ‘old entrepreneurs’ who ran businesses in the socialist era went 
bankrupt within two years after the unification (Koch and Thomas, 1997).  

Approximately two thirds of all sample firms were founded as a start-up, while another 30 % 
were bought. There is a particularly high share of bought firms in the food sector. The number 
of privatised and restructured enterprises is negligible.  

The majority of the sample companies do not have partners. Of those who do, the most com-
mon contributions by the partners are in management and providing capital. East German firms 
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in all sectors more often have partners than West German ones. This might be related to the fact 
that a high share of the East German firms were founded shortly after the unification, for back 
then contacts to one’s family, friends and colleagues played a more important role in business 
life than they do now (Koch and Thomas, 1997; Nuissl et al., 2002). Perhaps some of these con-
tacts ended up as partnerships. There are examples of such arrangements in our case studies 
(e.g. case #4). Furthermore, companies in the food industry clearly have partners less often than 
ones in the other sectors. Not surprisingly, small businesses more often have partners than micro 
firms. Trust appears to be valued highly in the relationships with partners: 98 % of the respon-
dents with partners in the firm rated trust either as important or very important.  

Table 1: Distribution of the sample in terms of region, size, sector and age, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no 

Regions 

West Germany - - 59.5 46.6 57.6 54.9 45.0 51.8 102 

East Germany - - 40.5 53.4 42.4 45.1 55.0 48.2 95 

Total number (n) - - 79 118 66 51 80  197 

Size 

Micro business 46.1 33.7 - - 27.3 52.9 42.5 40.1 79 

Small business 53.9 66.3 - - 72.7 47.1 57.5 59.9 118 

Total number (n) 102 95 - - 66 51 80  197 

Sectors 

Food industry 37.3 29.5 22.8 40.7 - - - 33.5 66 

Trade 27.5 24.2 34.2 20.3 - - - 25.9 51 

Business services 35.3 46.3 43.0 39.0 - - - 40.6 80 

Total number (n) 102 95 79 118 - - -  197 

Age1 

Up to 1 year  0.0 3.2 1.3 1.7 1.5 2.0 1.3 1.5 3 

1 – 2,5 years 3.9 0.0 1.3 2.5 1.5 2.0 2.5 2.0 4 

2,5 – 5,5 yrs (1995-
1999) 7.8 7.4 8.9 6.8 12.1 3.9 6.3 7.6 15 

5,5 – 12 yrs (1990-
1994) 17.6 62.1 34.2 42.4 22.7 31.4 57.5 39.1 77 

13 – 22 yrs (1980-
1989) 20.6 10.5 17.7 14.4 16.7 19.6 12.5 15.7 31 

23 – 56 yrs (1946-
1979) 40.2 4.2 30.4 17.8 22.7 27.5 20.0 22.8 45 

57 yrs or older (pre 
1945) 8.8 12.6 6.3 13.6 21.2 13.7 0.0 10.7 21 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey. – 1 as of June 2002; one West German small business in the food sector did not know (included in n).  
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Table 2: Status at start, % 
Regions Size Sectors 

Total When starting, was 
the enterprise… West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

…a start-up 60.8 69.5 74.7 58.5 45.5 70.6 77.5 65.0 128 

…bought 36.3 23.2 25.3 33.1 48.5 27.5 16.3 29.9 59 

…privatised 1.0 2.1 0.0 2.5 3.0 2.0 0.0 1.5 3 

…restructured from 
another enterprise 2.0 5.3 0.0 5.9 3.0 0.0 6.3 3.6 7 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey.  

Table 3: The role of and trust in business partners, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Business partners1 

Yes 31.0 46.8 23.1 49.
1 21.9 48.0 46.2 38.7 75 

No 68.0 53.2 76.9 50.
0 78.1 52.0 52.5 60.8 118 

Total number (n) 100 94 78 116 64 50 80  194 

Role of business partners2 

Capital 43.8 52.3 33.3 53.
4 42.9 45.8 52.6 48.7  37  

Know-how 25.0 20.5 16.7 24.
1 28.6 16.7 23.7 37.0  17 

Technology 15.6 4.5 11.1 8.6 14.3 8.3 7.9 15.2 7  

Management 59.4 54.5 55.6 56.
9 57.1 54.2 57.9 56.6 43 

Other 12.5 11.4 16.7 10.
3 7.1 16.7 10.5 11.8 9 

Total number (n) 32 44 18 58 14 24 38  76 

Trust in business partners2 

(1) very important 83.9 93.2 88.9 89.
5 

100.
0 83.3 89.2 88.2 67 

(2) … 12.9 6.8 5.6 10.
5 0.0 16.7 8.1 9.2 7 

(3) … 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

(4) … 3.2 0.0 5.6 0.0 0.0 0.0 2.7 1.3 1 

(5) not at all impor-
tant 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

Total number (n) 32 44 18 58 14 24 38  76 

Own survey. – 1 three respondents did not provide answers to these questions, one further respondent did not 
know (included in n). – 2 % based on cases that have business partners; one respondent did not know (included in 
n).  
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In general the business development for most of our sample companies appears to have been 
stagnating and, on average, the number of answers indicating negative development seems to 
exceed that for positive development. This is in accordance with the general trend of SME de-
velopment in Germany, which has been slow for the past three years due to the general eco-
nomic situation (Mittelstandsmonitor, 2003). According to the same study, the weak domestic 
demand has affected German SMEs particularly intensely because of their strong domestic ori-
entation. In particular, micro businesses seem to have been doing worse than small businesses 
and, similarly, East German firms slightly worse than West German ones, although the regional 
differences are much smaller than the size-based ones. The regional difference appears to reflect 
the fact that East German SMEs have been experiencing an economic downturn since 2000, 
whereas their West German counterparts did comparatively well up to 2002 (Mittelstandsmoni-
tor, 2003). In general, the business services sector is doing better than other sectors, while the 
trade sector is the one, alongside construction, to have suffered the most from the current eco-
nomic situation (Mittelstandsmonitor, 2003; NEW.S, 2001; Deutsche Bundesbank, 2002a and 
2002b). However, the sectoral differences in our non-representative sample are, on the whole, 
minor and vary according to the measure of business development.  

Table 4: Development of sales volume and number of employees, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Sales volume in 2001 compared to 2000 

…higher 36.6 26.3 21.5 38.5 36.9 37.3 23.8 31.6 62 

…about the same 22.8 24.2 25.3 22.2 26.2 15.7 26.3 23.5 46 

…lower 38.6 46.3 51.9 35.9 35.4 43.1 47.5 42.3 83 

Total number (n) 101 95 79 117 65 51 80  196 

Number of employees compared to 12 months ago2 

…higher 16.7 11.6 2.5 22.0 13.6 15.7 13.8 14.2 28 

…about the same 51.0 55.8 59.5 49.2 50.0 56.9 53.8 53.3 105 

…lower 32.4 29.5 36.7 27.1 34.8 25.5 31.3 31.0 61 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey. – 1 five respondents could not answer this question due to their firms having been founded in 2001 
or 2002 (included in n), one further respondent did not provide an answer. – 2 three respondents could not answer 
this question due to their firms having been founded less than 12 months ago (included in n).  

Similar tendencies can be seen in the assessments of satisfaction with the development of turn-
over, profit and personal goals. While the satisfaction ratings related to turnover and personal 
goals tend towards the middle values on the five-point scale, the entrepreneurs are clearly less 
satisfied with the development of profits. In general, West German and small businesses appear 
to be slightly more satisfied than East German and micro enterprises, respectively. However, the 
differences are rather small. Although, in general, the sectoral differences are minor, it is inter-
esting to note that trade repeatedly has the highest ratings in the ‘very dissatisfied’ category. 
This appears to reflect the particularly difficult situation in this sector.  
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Table 5: Satisfaction with the development of turnover, profit and personal goals in 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Turnover1 

(1) very satisfied 8.9 6.5 5.2 9.4 3.0 5.9 13.0 7.7 15 

(2) … 22.8 19.4 16.9 23.9 25.8 23.5 15.6 21.1 41 

(3) … 40.6 49.5 44.2 45.3 47.0 39.2 46.8 44.8 87 

(4) … 16.8 11.8 16.9 12.8 16.7 15.7 11.7 14.4 28 

(5) very dissatisfied 9.9 7.5 14.3 5.1 6.1 13.7 7.8 8.8 17 

Total number (n) 101 93 77 117 66 51 77  194 

Profit2 

(1) very satisfied 5.0 5.4 3.8 6.1 3.1 2.0 9.0 5.2 10 

(2) … 20.0 15.1 14.1 20.0 20.3 23.5 11.5 17.6 34 

(3) … 28.0 25.8 23.1 29.6 28.1 23.5 28.2 26.9 52 

(4) … 24.0 29.0 29.5 24.3 28.1 21.6 28.2 26.4 51 

(5) very dissatisfied 22.0 19.4 28.2 15.7 17.2 27.5 19.2 20.7 40 

Total number (n) 100 93 78 115 64 51 78  193 

Personal goals3 

(1) very satisfied 5.9 3.2 3.8 5.1 7.7 2.0 3.8 4.6 9 

(2) … 24.8 28.4 24.1 28.2 24.6 33.3 23.8 26.5 52 

(3) … 43.6 37.9 36.7 43.6 40.0 39.2 42.5 40.8 80 

(4) … 19.8 21.1 24.1 17.9 21.5 13.7 23.8 20.4 40 

(5) very dissatisfied 5.9 5.3 10.1 2.6 3.1 9.8 5.0 5.6 11 

Total number (n) 101 95 79 117 65 51 80  196 

Own survey. – Three respondents could not answer these questions due to their firms having been founded in 
2002. – 1 three respondents did not answer and three further ones did not know (latter included in n). – 2 four 
respondents did not answer and three further ones did not know (included in n). – 3 one respondent did not answer 
and one did not know (latter included in n).  

 

Profile of the Owner/Manager/Respondent  

The interviewee sample consists of 22 % females and 78 % males, whereby there are more 
women in the East German and food industry samples. The largest age group are respondents in 
their 40s, followed by 50 to 59-year olds. This has partly to do with most of the surveyed firms 
being established ones. However, it is worth noting that the East German entrepreneurs are on 
average older than the West German ones, which is a characteristic that has also been found in 
previous studies (Koch and Thomas, 1997; Nuissl et al., 2002). Nuissl et al. (2002), and that the 
age of the East German entrepreneur population leads to problems with respect to qualifications, 
readiness for further training and motivation for innovation, which might hamper business de-
velopment in the long run.  
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Table 6: Sex and age, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Sex 

Female 16.7 28.4 21.5 22.9 28.8 17.6 20.0 22.3 44 

Male 83.3 71.6 78.5 77.1 71.2 82.4 80.0 77.7 153 

Total number (n) 102 95 79 118 66 51 80  197 

Age1 

20-29 2.0 3.2 0.0 4.2 3.0 0.0 3.8 2.5 5 

30-39 25.5 13.7 16.5 22.0 25.8 23.5 12.5 19.8 39 

40-49 38.2 35.8 40.5 34.7 36.4 35.3 38.8 37.1 73 

50-59 18.6 33.7 21.5 28.8 24.2 27.5 26.3 25.9 51 

60+ 15.7 13.7 21.5 10.2 10.6 13.7 18.8 14.7 29 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey. – 1 The sample does not contain entrepreneurs who are younger than 20 years old.  

Approximately half of the interviewees have a higher education degree, while 21 % have a 
higher vocational degree (Meister, Techniker), and another 20 % a vocational degree (Lehre). 
Furthermore, a few respondents are graduates of a technical school, while one respondent has no 
education at all. A few more mentioned a degree other than ones in our list, e.g. Abitur (the 
German equivalent to A-levels) or a tax consultant diploma (Berufsdiplom Steuerberater). A 
university or polytechnic degree is more common in East Germany in all sectors, which is a 
characteristic well known to research on transition countries. The difference has also been found 
in previous research in the German context (Koch and Thomas, 1997). Female respondents have 
vocational degrees more often than average and higher vocational or higher education degrees 
slightly less often than average. The sectoral differences can be explained to a large extent by 
the content of the sectoral samples: There is a large share of crafts firms in the food industry 
sample, which usually require a higher vocational degree from the entrepreneur. Similarly, most 
business service firms operate in a business where a higher education degree often is a neces-
sity. Furthermore, there are many (micro) retail firms in the trade sample which do not necessar-
ily require a higher vocational or a university degree. Interestingly, the size-based differences 
are negligible.   

Approximately half of the respondents had their previous job in the private sector as non-
owners. 12 % had owned a business before the current one. Serial entrepreneurship appears to 
be comparatively more common among micro firm owners, as well as in the food industry and 
trade sectors. Very few were unemployed just before founding the business. This appears to 
indicate a low level of necessity start-ups – or at least the entrepreneurs had reacted before being 
made redundant, as is demonstrated in our case studies (e.g. cases #3 and #8). Almost half of the 
interviewees had gained management experience in their previous job. This is more common for 
East German as well as male respondents. The regional difference may be at least partly due to 
the East German entrepreneurs, on average, being older and having a higher education level 
than their West German colleagues.  
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Table 7: Education, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

None 1.0 0.0 0.0 0.8 1.5 0.0 0.0 0.5 1 

Vocational degree 28.4 11.6 21.5 19.5 22.7 39.2 6.3 20.3 40 

Higher vocational 
degree 24.5 16.8 21.5 20.3 42.4 19.6 3.8 20.8 41 

Technical school 4.9 7.4 6.3 5.9 4.5 5.9 7.5 6.1 12 

University or poly-
technic 35.3 64.2 48.1 50.0 25.8 35.3 77.5 49.2 97 

Other 5.9 0.0 2.5 3.4 3.0 0.0 5.0 3.0 6 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey.  

Table 8: Previous employment and managerial experience, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Previous employment1 

State production 
sphere 11.7 25.9 19.2 17.9 21.7 10.9 20.5 18.4 33 

Research and/or 
education institutions 6.4 9.4 5.5 9.4 5.0 6.5 11.0 7.8 14 

Private business  
(not owner) 54.3 47.1 47.9 52.8 46.7 60.9 47.9 50.8 91 

Already owner-
manager 10.6 14.1 16.4 9.4 16.7 15.2 6.8 12.3 22 

In education /  
training 14.9 1.2 8.2 8.5 6.7 4.3 12.3 8.4 15 

Unemployed 2.1 2.4 2.7 1.9 3.3 2.2 1.4 2.2 4 

Total number (n) 94 85 73 106 60 46 73  179 

Managerial experience 

Yes 39.2 57.9 46.8 49.2 45.5 43.1 53.8 48.2 95 

No 60.8 42.1 53.2 50.8 54.5 56.9 46.3 51.8 102 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey. – 1 18 respondents did not answer this question.  

Characteristics of the Market Served 

Like most SMEs, also the German ones are in general strongly domestically oriented (Mittel-
standsmonitor, 2003). This is clearly shown in the survey – almost all firms serve the local mar-
ket and many also serve the domestic market at large, while only approximately 25 % are pre-
sent in foreign markets. Not surprisingly, in both domestic markets there are more ‘local’ firms 
present, i.e. more West German firms in West Germany and more East German firms in East 
Germany. However, there are far more East German firms in the West German market than vice 
versa. West German businesses and small enterprises appear to be more export-oriented than 
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East German firms and micro enterprises respectively. Moreover, food industry respondents are 
least often present in foreign markets, which reflects the general low export-orientation in this 
sector for German enterprises (Menrad, 2001).  

Table 9: Market presence in 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Local market 91.9 91.6 92.2 91.5 86.4 98.0 92.2 91.8 178 

East Germany 25.3 61.1 29.9 51.3 34.8 39.2 51.9 42.8 83 

West Germany 52.5 43.2 40.3 53.0 40.9 37.3 61.0 47.9 93 

Eastern Europe 15.2 7.4 5.2 15.4 7.6 13.7 13.0 11.3 22 

Western Europe 26.3 12.6 10.4 25.6 13.6 23.5 22.1 19.6 38 

Overseas 13.1 12.6 6.5 17.1 13.6 7.8 15.6 12.9 25 

Total number (n) 99 95 77 117 66 51 77  194 

Own survey. Multiple answers. Three respondents did not answer this question and for three further ones it was 
not relevant due to the firms having been founded in 2002 (latter included in n).   

The domestic orientation of German small firms is also apparent in the reported share of turn-
over generated per market. Based on these figures, the largest turnover share is quite clearly 
generated in the local and domestic markets. As might be expected, the ‘home domestic market’ 
is more important for both East and West German firms. Food industry and trade to be appear 
more locally bound than business services and, not surprisingly, micro firms seem to be more 
locally concentrated than small enterprises.  

The local and domestic markets seem to be rather stagnant, as only few companies have been 
able to increase their turnover from 2000 to 2001. In general, West German firms and small 
businesses have done slightly better in terms of turnover increase. The regional difference may 
be rooted in the fact that West German SMEs did not experience an economic downturn until 
2002, whereas the situation in East Germany had already worsened in 2000 (Mittelstandsmoni-
tor, 2003).  



 Entrepreneurial strategies and trust. Part 2: East and West Germany 15 

Table 10: Turnover share in domestic markets in 2000 – 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Local market1 

0 % 8.7 8.9 8.5 9.0 14.5 2.2 8.0 8.8 16 

1 – 25 % 9.8 6.7 7.0 9.0 11.3 6.7 6.7 8.2 15 

26 – 50 % 8.7 10.0 7.0 10.8 4.8 8.9 13.3 9.3 17 

51 – 75 % 10.9 7.8 8.5 9.9 3.2 4.4 17.3 9.3 17 

76 – 99 % 15.2 28.9 18.3 24.3 12.9 26.7 26.7 22.0 40 

100 % 41.3 32.2 46.5 30.6 46.8 44.4 24.0 36.8 67 

Total number (n) 92 90 71 111 62 45 75  182 

West Germany2 

0 % 49.0 56.8 61.3 47.4 60.0 64.0 39.5 52.9 101 

1 – 25 % 9.4 25.3 12.0 20.7 16.9 10.0 22.4 17.3 33 

26 – 50 % 7.3 6.3 5.3 7.8 7.7 4.0 7.9 6.8 13 

51 – 75 % 3.1 5.3 2.7 5.2 3.1 4.0 5.3 4.2 8 

76 – 99 % 14.6 2.1 9.3 7.8 3.1 10.0 11.8 8.4 16 

100 % 8.3 2.1 6.7 4.3 3.1 4.0 7.9 5.2 10 

Total number (n) 96 95 75 116 65 50 76  191 

East Germany3 

0 % 76.3 41.3 73.0 50.5 68.8 64.6 48.1 59.2 112 

1 – 25 % 13.4 13.0 10.8 14.8 9.4 16.7 14.3 13.2 25 

26 – 50 % 4.1 14.1 0.0 14.8 7.8 6.3 11.7 9.0 17 

51 – 75 % 0.0 4.3 2.7 1.7 0.0 0.0 5.2 2.1 4 

76 – 99 % 1.0 17.4 6.8 10.4 9.4 4.2 11.7 9.0 17 

100 % 1.0 5.4 4.1 2.6 0.0 4.2 5.2 3.2 6 

Total number (n) 97 92 74 115 64 48 77  189 

Own survey. There are 2-10 “do not know” answers per market category (included in n). – 1 15 respondents did 
not answer this question. – 2 Six respondents did not answer this question. – 3 Eight respondents did not answer 
this question.  
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Table 11: Turnover change in domestic markets 2000 – 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Local market1 

No change 50.0 55.8 57.4 50.0 52.7 60.4 47.8 52.9 91 

Increase 20.9 12.8 10.3 21.2 18.2 16.7 15.9 16.9 29 

Decrease 26.7 31.4 30.9 27.9 29.1 18.8 36.2 29.1 50 

Total number (n) 86 86 68 104 55 48 69  172 

West Germany2 

No change 57.1 53.7 50.0 58.3 53.8 68.4 51.1 55.6 50 

Increase 6.1 39.0 20.0 21.7 19.2 5.3 28.9 21.1 19 

Decrease 32.7 7.3 30.0 16.7 23.1 26.3 17.8 21.1 19 

Total number (n) 49 41 30 60 26 19 45  90 

East Germany3 

No change 50.0 50.9 63.6 45.6 45.5 61.1 48.7 50.6 40 

Increase 13.6 19.3 0.0 24.6 31.8 11.1 12.8 17.7 14 

Decrease 31.8 29.8 36.4 28.1 22.7 27.8 35.9 30.4 24 

Total number (n) 22 57 22 57 22 18 39  79 

Own survey. Includes only firms that were present in the respective market in 2001. There are 1-2 “do not know” 
answers per market category (included in n). – 1 Nine respondents did not answer this question. – 2 Six respon-
dents did not answer this question. – 3 Seven respondents did not answer this question.  

Excluding a few individual cases, foreign markets play only a minor role for our sample com-
panies in terms of turnover. However, a far larger share of firms were able to increase their sales 
in foreign markets than was the case in domestic markets, where the demand is weak (Mittel-
standsmonitor, 2003). Especially the firms trading in Eastern European and overseas markets 
often reported increases in turnover.  
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Table 12: Turnover share in foreign markets in 2000 – 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Western Europe1 

0 % 75.3 87.4 90.8 75.0 87.7 78.0 77.9 81.3 156 

1 – 25 % 19.6 8.4 9.2 17.2 7.7 20.0 15.6 14.1 27 

26 – 50 % 2.1 1.1 0.0 2.6 0.0 0.0 3.9 1.6 3 

51 – 75 % 1.0 0.0 0.0 0.9 0.0 2.0 0.0 0.5 1 

Total number (n) 97 95 76 116 65 50 77  192 

Eastern Europe2 

0 % 86.6 93.6 96.1 86.1 93.8 88.0 88.2 90.1 172 

1 – 25 % 10.3 4.3 3.9 9.6 3.1 10.0 9.2 7.3 14 

26 – 50 % 2.1 1.1 0.0 2.6 1.5 2.0 1.3 1.6 3 

51 – 75 % 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

Total number (n) 97 94 76 115 65 50 76  191 

Overseas3 

0 % 88.8 88.3 93.5 85.2 87.7 94.2 85.5 88.5 170 

1 – 25 % 9.2 6.4 3.9 10.4 7.7 3.9 10.5 7.8 15 

26 – 50 % 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

51 – 75 % 0.0 1.1 0.0 0.9 0.0 0.0 1.3 0.5 1 

Total number (n) 98 94 77 115 65 51 76  192 

Own survey. There are 2–6 “do not know” answers per market category (included in n). – 1 Five respondents did not 
answer this question. – 2 Six respondents did not answer this question. – 3 Five respondents did not answer this 
question. 



18  Hans-Hermann Höhmann / Friederike Welter (editors)  

Table 13: Change in turnover in foreign markets 2000 – 2001, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Western Europe1 

No change 65.2 41.7 75.0 51.9 75.0 54.5 50.0 57.1 20 

Increase 8.7 41.7 12.5 22.2 0.0 27.3 25.0 20.0 7 

Decrease 21.7 8.3 12.5 18.5 12.5 18.2 18.8 17.1 6 

Total number (n) 23 12 8 27 8 11 16  35 

Eastern Europe2 

No change 46.2 28.6 25.0 43.8 50.0 28.6 44.4 40.0 8 

Increase 38.5 42.9 50.0 37.5 25.0 42.9 44.4 40.0 8 

Decrease 15.4 14.3 25.0 12.5 0.0 28.6 11.1 15.0 3 

Total number (n) 13 7 4 16 4 7 9  20 

Overseas3 

No change 45.5 27.3 60.0 29.4 37.5 25.0 40.0 36.4 8 

Increase 36.4 45.5 20.0 47.1 12.5 75.0 50.0 40.9 9 

Decrease 18.2 18.2 20.0 17.6 37.5 0.0 10.0 18.2 4 

Total number (n) 11 11 5 17 8 4 10  22 

Own survey. Includes only firms that were present in the respective market in 2001. There are 1–2 “do not know” answers per 
market category (included in n). – 1 Six respondents did not answer this question. – 2 Five respondents did not answer this question. 
– 3 Six respondents did not answer this question. 
The most important customer groups in general are final consumers and other companies, al-
though there are sectoral differences. Business services and trade concentrate on these two cus-
tomer groups, while in the food industry retail outlets and wholesalers also play an important 
role. Moreover, public organisations are more often served by business service firms than ones 
in the other two sectors. These differences are also at least partly reflected in the regional and 
size-based comparison. For example, retailers and wholesalers are found more frequently in the 
West German and small-business samples, which have comparatively more food-industry firms.  

Table 14: Types of customers, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Final consumer 62.9 78.7 77.3 66.4 74.2 66.7 70.3 70.7 135 

Distributor/ whole-
salers 27.8 18.1 16.0 27.6 33.3 21.6 14.9 23.0 44 

Retail outlets 35.1 25.5 21.3 36.2 57.6 21.6 12.2 30.4 58 

Other companies 52.6 67.0 60.0 59.5 42.4 56.9 77.0 59.7 114 

Public organisations 7.2 7.4 2.7 10.3 3.0 3.9 13.5 7.3 14 

Total number (n) 97 94 75 116 66 51 74  191 

Own survey. Multiple answers. Six respondents did not answer this question and one respondent did not know (latter 
included in n). 

Business services serve, as expected, the smallest numbers of customers on average, with about 
half of them having 50 or less customers. The food industry has very large numbers of custom-
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ers more often than have the other sectors. A moderate amount of trade firms serve both small 
and large numbers of customers. 71 % of all firms report that more than half of their customer 
base consists of regular customers. West German businesses and small businesses show higher 
regularity rates than East German firms and micro enterprises respectively. It might be assumed 
that West German businesses are more established than East German ones and thus have a 
higher regularity rate. However, the case studies do not seem to support this, but rather attribute 
the differences to the nature of the business. Furthermore, there is some evidence in the case 
studies that the personal contact networks brought by West German entrepreneurs from their 
previous jobs to the new firm may have allowed a quicker establishment of regular business 
relations (e.g. cases #12 and #15). In interpreting the fact that the business services sample 
shows lower regularity rates than the other sectors, one should note that there were many more 
‘do not know’ or ‘not relevant’ responses among the business service firms. This may affect the 
lower percentages in the regularity rates.  

Table 15: Number of customers and share of regular customers, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Number of customers1 

do not know 29.3 29.1 30.6 28.3 42.2 18.8 24.7 29.2 54 

0 1.0 2.3 1.4 1.8 0.0 0.0 4.1 1.6 3 

1 – 10 10.1 11.6 18.1 6.2 4.7 8.3 17.8 10.8 20 

11 – 50 10.1 23.3 11.1 19.5 4.7 12.5 28.8 16.2 30 

51 – 100 9.1 5.8 9.7 6.2 6.3 8.3 8.2 7.6 14 

101 – 250 11.1 8.1 8.3 10.6 7.8 14.6 8.2 9.7 18 

251 – 500 10.1 7.0 6.9 9.7 6.3 16.7 5.5 8.6 16 

501 – 1000 2.0 3.5 2.8 2.7 6.3 2.1 0.0 2.7 5 

1000 + 17.2 9.3 11.1 15.0 21.9 18.8 2.7 13.5 25 

Total number (n) 99 86 72 113 64 48 73  185 

Share of regular customers2 

1 – 25 % 2.9 14.6 14.7 4.3 3.1 10.0 11.8 8.4 16 

26 – 50 % 14.7 14.6 20.0 11.2 18.5 14.0 11.8 14.7 28 

51 – 75 % 16.7 19.1 14.7 19.8 18.5 16.0 18.4 17.8 34 

76 – 99 % 48.0 39.3 40.0 46.6 49.2 48.0 36.8 44.0 84 

100 % 9.8 7.9 5.3 11.2 7.7 10.0 9.2 8.9 17 

Total number (n) 102 89 75 116 65 50 76  191 

Own survey. – 1 12 respondents did not answer this question. – 2 Six respondents did not answer this question. For 
three respondents this question was not relevant due to them having no customers and nine further ones did not know 
(both included in n). 

Most of the companies have less than 25 suppliers. Not surprisingly, trade has more suppliers 
than the other sectors, while almost a third of the business-service firms do not have suppliers at 
all. Supplier relations are clearly more regular than customer relations: 32 % reported only regu-
lar supplier relations (compared to 9 % reporting only regular customers), while another 21 % 
said that more than 75 % of their supplier relations are regular. As was the case with customer 
relations, West German firms report a much higher regularity rate than East German ones. The 
same arguments as in the case of customer relations are also valid here. The sectoral differences 
reflect the importance of suppliers: the food industry and trade have mostly regular supplier 
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relations, while they are far less common in business services. Based on the case studies, there 
seldom seems to be a need for business service firms to have strong relationships with suppliers, 
because often the suppliers are only marginally important (e.g. in IT services or consulting).  

Table 16: Supplier base, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Number of suppliers1 

0  7.4 14.4 14.5 8.7 0.0 0.0 29.4 10.9 20 

1 – 5 12.8 16.7 18.8 12.2 15.2 14.0 14.7 14.7 27 

6 – 10 22.3 15.6 27.5 13.9 27.3 14.0 14.7 19.0 35 

11 – 25 25.5 24.4 17.4 29.6 31.8 26.0 17.6 25.0 46 

26 – 50 13.8 16.7 13.0 16.5 13.6 20.0 13.2 15.2 28 

51 – 100 5.3 5.6 1.4 7.8 4.5 10.0 2.9 5.4 10 

100 + 7.4 5.6 4.3 7.8 3.0 12.0 5.9 6.5 12 

Total number (n) 94 90 69 115 66 50 68  184 

Share of regular suppliers2 

1 – 25 % 7.5 17.4 12.9 12.2 13.6 20.0 5.8 12.4 23 

26 – 50 % 6.5 17.4 14.3 10.4 4.5 10.0 20.3 11.9 22 

51 – 75 % 8.6 10.9 4.3 13.0 9.1 8.0 11.6 9.7 18 

76 – 99 % 23.7 18.5 11.4 27.0 24.2 26.0 14.5 21.1 39 

100 % 43.0 20.7 41.4 26.1 45.5 34.0 17.4 31.9 59 

Total number (n) 93 92 70 115 66 50 69  185 

Own survey. – 1 13 respondents did not answer this question, six further ones did not know (latter included in n). – 2 
12 respondents did not know. For 20 firms this question was not relevant due to them having no suppliers and four 
further ones did not know (both included in n). 

The most common means of product/service marketing and customer acquisition are informal: 
recommendations from customers and suppliers are used by almost all interviewed firms and 
word of mouth via family and friends is the second most important means. This indicates an 
important role especially for collective, but also for personal, trust based on social networks and 
trust intermediaries. The third and fourth most frequently reported means of marketing are bro-
chures and advertising. Approximately a third of all firms use fairs/events and sales reps/offices 
for sales and customer acquisition, both of which refer to the importance of personal contact 
with the customer and thus to the importance of personal trust.  

While recommendations are used by virtually all firms across regions, sizes and sectors, word of 
mouth is relied on especially by East German, food-industry and micro firms. This appears to 
emphasise the importance of social networks for these firms. At least in the case of food indus-
try and micro firms, this could be due to the stronger local character of the business. For East 
German firms it could also be a relic from the early 1990s, when social networks of family and 
friends still played a major role in business life (Koch and Thomas, 1997; Nuissl et al., 2002). 
Although the situation is different now, most of our East German sample firms were in fact 
founded in the early 1990s and could have retained their social networks as an important factor 
in their business. However, the case-study results do not appear to support this interpretation.  

Business-service firms appear to rely mostly on recommendations – word of mouth is less im-
portant than in the other sectors and the other means of marketing seem to be of marginal im-
portance. This appears to underline the significance of strong, long-term customer relationships 
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in this sector, which is also demonstrated in the case studies (e.g. cases #6, #7 and #12). Appar-
ently due to the nature of business in the trade sector, these firms tend more towards using trade 
fairs and sales reps/offices than firms in the other sectors. The difference between micro and 
small firms is, not surprisingly, particularly clear in the use of more costly means of marketing, 
such as sales reps/offices, trade fairs and agents. 

Table 17: Methods to increase sales and/or to gain customers, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Recommendations 
from customers and 
suppliers 

96.1 94.7 92.4 97.5 98.5 92.2 95.0 95.4 188 

Word of mouth via 
family & friends 59.8 72.6 74.7 60.2 83.3 64.7 52.5 66.0 130 

Brochures, flyers etc. 52.9 43.2 43.0 51.7 53.0 64.7 33.8 48.2 95 

Advertising in mass 
media 39.2 40.0 36.7 41.5 48.5 51.0 25.0 39.6 78 

Fairs, exhibitions, 
events  27.5 31.6 17.7 37.3 25.8 43.1 23.8 29.4 58 

Sales reps, sales 
offices 27.5 26.3 13.9 35.6 24.2 43.1 18.8 26.9 53 

Internet 12.7 18.9 13.9 16.9 7.6 15.7 22.5 15.7 31 

Agents 17.6 12.6 6.3 21.2 16.7 25.5 7.5 15.2 30 

Other 2.9 9.5 7.6 5.1 6.1 5.9 6.3 6.1 12 

Total number (n) 102 95 79 118 66 51 80  197 

Own survey. Multiple answers. 

The sources of market information are similar both with regard to domestic and foreign markets. 
Trade journals and literature are clearly the most common information source in both markets. 
A similar finding has been made in a previous study of food-industry SMEs (NEW.S, 2001). 
However, this study found business associations to be as important a source of market informa-
tion as trade journals and literature, while in our study business associations appear to be only of 
medium importance. The next most common sources of market information include both ‘for-
mal’ and ‘informal’ sources. The respondents mentioned the network of existing customers and 
suppliers more or less as often as the general press and media, trade fairs and colleagues from 
the same industry.  

Regional differences are relatively small in general and thus we can not say that either East or 
West Germans use formal or informal sources more often. However, there are two interesting 
differences: East German firms gain market information much more often than West German 
companies from their own employees (albeit only domestic market information) or by conduct-
ing their own market research. Micro enterprises have a lower percentage than small businesses 
in all categories. This must be due to micro enterprises giving ‘less’ replies than small busi-
nesses in the multiple answers. However, there do not appear to be major differences in the rela-
tive importance of information sources between micro and small firms. In terms of sectors, trade 
appears to rely more on informal sources (customers and suppliers, colleagues, trade fairs) while 
food industry and business services use comparatively more institutional sources (general 
press/media, business associations).  
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Table 18: Sources of market information with regard to domestic and foreign markets, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no 

Domestic market 

Trade journal/ literature 90.8 90.3 84.0 94.8 90.8 90.2 90.7 90.6 173 

Existing customers and 
suppliers 74.5 82.8 76.0 80.2 73.8 86.3 77.3 78.5 150 

General press/media 81.6 72.0 68.0 82.8 81.5 68.6 78.7 77.0 147 

Trade fairs/ exhibitions 75.5 74.2 65.3 81.0 81.5 84.3 62.7 74.9 143 

Colleagues from the 
same industry 75.5 73.1 69.3 77.6 69.2 84.3 72.0 74.3 142 

Informally from other 
business partners 61.2 69.9 60.0 69.0 66.2 66.7 64.0 65.4 125 

Business associations, 
chambers of commerce 56.1 53.8 41.3 63.8 67.7 35.3 57.3 55.0 105 

Employees 36.7 60.2 37.3 55.2 44.6 41.2 56.0 48.2 92 

Own market research 19.4 44.1 24.0 36.2 33.8 27.5 32.0 31.4 60 

Consultant, business 
support agency 15.3 21.5 12.0 22.4 26.2 13.7 14.7 18.3 35 

Internet 20.4 15.1 14.7 19.8 16.9 21.6 16.0 17.8 34 

Other 1.0 3.2 1.3 2.6 3.1 0.0 2.7 2.1 4 

Total number (n) 98 93 75 116 65 51 75  191 

Foreign market 

Trade journal/ literature 39.8 43.0 32.0 47.4 41.5 45.1 38.7 41.4 79 

Existing customers and 
suppliers 34.7 32.3 21.3 41.4 29.2 35.3 36.0 33.5 64 

General press/media 30.6 34.4 21.3 39.7 38.5 31.4 28.0 32.5 62 

Trade fairs/ exhibitions 26.5 34.4 20.0 37.1 24.6 37.3 30.7 30.4 58 

Colleagues from the 
same industry 27.6 26.9 20.0 31.9 16.9 35.3 30.7 27.2 52 

Informally from other 
business partners 23.5 25.8 16.0 30.2 20.0 29.4 25.3 24.6 47 

Business associations, 
chambers of commerce 13.3 22.6 8.0 24.1 18.5 11.8 21.3 17.8 34 

Own market research 9.2 16.1 8.0 15.5 9.2 13.7 14.7 12.6 24 

Employees 12.2 11.8 6.7 15.5 9.2 11.8 14.7 12.0 23 

Internet 13.3 7.5 9.3 11.2 9.2 13.7 9.3 10.5 20 

Consultant, business 
support agency 6.1 10.8 4.0 11.2 6.2 7.8 10.7 8.4 16 

Total number (n) 98 93 75 116 65 51 75  191 

Own survey. Multiple answers. Six respondents did not answer these questions. 

Customer-Supplier Relationships and the Role of Trust  

Previous research characterises the German environment as tightly regulated and having a 
strong institutional order, which implies a high level of institutional trust (Bachmann and Lane, 
2001). This argument is supported by our results, which indicate an important role for written 
contracts in regulating customer and supplier relationships in both East and West Germany. 
Approximately 59 % of all firms use written contracts and, in fact, East German businesses tend 
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to rely on them even more than West Germans. This difference also exists across sectors, i.e. it 
is not caused by the fact that there are more business service firms in the East German sample, 
which regulate their relationships in writing much more often than firms in the other sectors. A 
similar finding was made by Schwarz (2000), who found that West German entrepreneurs 
tended more towards social networks and informal arrangements, whereas the East Germans 
usually first relied on formal institutions. One explanation is that this practice is rooted in the 
socialist past of strongly institutionalised and regulated relations outside one’s social sphere 
(Nuissl et al., 2002).  

The differences between micro and small enterprises appears to support the general notion of 
smaller firms possessing lesser resources for formal governance and being overall less formal 
(Lyons, 1994; Schumacher and Moyle, 2001). The sectoral differences appear to be largely 
caused by the nature of business and customer base for the firms constituting the sectoral sam-
ples. For example, the firms in the food industry (mostly bakeries and butcher’s shops) regulate 
their relationships more orally because their business involves cash payments, standardised 
products and a large share of occasional customers. Similarly, business-service companies often 
have complex products and a relatively small number of long-term customers. These features 
appear to call for more written contracts. Furthermore, the case studies indicate that there are 
also differences within the sectors caused by the nature of the business and customer base. Thus, 
not only the sector as such, but also the characteristics of the market served, seem to affect 
firms’ behaviour. Similar results were also found with regards to supplier relations.  

Table 19: Usual types of agreement with customer and supplier, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Customer relations1 

Written contract 48.5 69.9 49.4 65.5 34.4 58.0 78.5 58.9 112 

Oral agreement 29.9 22.6 29.9 23.9 42.6 24.0 15.2 26.3 50 

No regulation 16.5 5.4 14.3 8.8 21.3 12.0 2.5 11.1 21 

Varying 3.1 2.2 3.9 1.8 1.6 4.0 2.5 2.6 5 

Total number (n) 97 93 77 113 61 50 79  190 

Supplier relations2 

Written contract 48.9 59.1 47.1 58.4 49.2 63.3 52.1 54.1 99 

Oral agreement 33.3 18.3 24.3 26.5 39.7 26.5 12.7 25.7 47 

No regulation 7.8 5.4 10.0 4.4 9.5 8.2 2.8 6.6 12 

Varying 2.2 2.2 2.9 1.8 1.6 2.0 2.8 2.2 4 

Total number (n) 90 93 70 113 63 49 71  183 

Own survey. – 1 Seven respondents did not answer and two further ones did not know (latter included in n). – 2 14 
respondents did not answer; 20 business services firms reported having no suppliers at all and one further respondent 
did not know (both included in n). 

However, the role of the written contract in relation to trust needs to be questioned. Contracts 
are not necessarily safeguards, but may fulfil other functions that are possibly complementary to 
trust, such as serving as a memory aid or a sign of commitment (Klein Woolthuis et al., 2002). 
Although the functions of written contracts remain ambiguous in the survey results, the case 
study results indicate that contracts are not only safeguards, but also memory aids, a business 
habit or a requirement of the German institutional environment. Therefore, the written contract 
as such should not be considered as an indicator of institutional trust without examining its 
function more closely. On the other hand, the case study results also show that institutional trust 
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associated with written contracts is high – almost every interviewed firm would turn to the writ-
ten contract (or another written document valid in court, such as a delivery note) and a solicitor 
if all informal channels of solving business problems had failed.  

Table 20: Criteria used in choosing the agreement type, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Previous experience 
with the company 93.8 92.4 90.7 94.7 90.6 91.7 96.1 93.1 176 

Recommendation 
from a business 
partner 

78.4 89.1 78.7 86.8 84.4 87.5 80.5 83.6 158 

Reputation of the 
customer or supplier 68.0 69.6 64.0 71.9 62.5 70.8 72.7 68.8 130 

Amount of the ex-
pected deal 61.9 67.4 61.3 66.7 65.6 72.9 58.4 64.6 122 

Guarantees, collat-
erals 59.8 65.2 50.7 70.2 67.2 70.8 53.2 62.4 118 

Personal relation-
ship, personal im-
pression1 

9.3 1.1 9.3 2.6 9.4 4.2 2.6 5.3 10 

Quality, reliability1 4.1 4.3 1.3 6.1 1.6 4.2 6.5 4.2 8 

Enquiry at credit 
information agency1 3.1 1.1 1.3 2.6 0.0 4.2 2.6 2.1 4 

Expected long-term 
orientation of the 
relation1 

4.1 0.0 2.7 1.8 0.0 4.2 2.6 2.1 4 

Other 1.0 4.3 0.0 4.4 1.6 0.0 5.2 2.6 5 

Total number (n)  97 92 75 114 64 48 77  189 

Own survey. Multiple answers. Eight respondents did not answer this question. – 1 Quantified from open answers. 

Personal trust appears to play the most important role when looking at the criteria used in 
choosing the form of regulation in customer and supplier relationships. Previous experiences 
with the business partner were mentioned by almost every respondent, and recommendations 
from other business partners also appear to play a significant role in this context. These indicate 
personal trust created through learning and social networks, respectively. Furthermore, there are 
three other factors of moderate importance. From these reputation – referring to collective trust 
– is slightly more often mentioned by our survey firms than the amount involved in the deal or 
guarantees and collaterals.  

The amount involved in the expected deal corresponds to the ‘stakes’ in the ‘trust bet’, i.e. what 
could be gained (or lost) by trusting (Coleman, 1990). In general, the logic of prudent trust deci-
sions would imply that the higher the stakes, the more likely the firm would be to use formal 
safeguards if the level of trust in the relationship is not particularly high (see Sztompka, 1999). 
Therefore, it is slightly surprising that this criterion was least often mentioned by business-
service firms, which, more often than companies in the other sectors, have complex products or 
services whose implementation may take months. On the other hand, this could also indicate 
that the level and role of trust in the often long-term customer relations in this sector is higher 
than in food industry and trade. This assumption would appear to be supported by the similar 
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results concerning guarantees and collaterals –in this case the business-service companies also 
rely on these formal safeguards less often than firms in the other two sectors. In this respect 
there is also a notable difference between micro and small firms: the latter clearly use formal 
safeguards more often. This, however, does not suggest that micro firms have less institutional 
trust, but is rather another indication that the more limited resources of micro firms lead to a 
higher reliance on personal and collective trust (see Schumacher and Moyle, 2001).  

The payment terms offered to customers are most often cash on delivery, bank transfer or credit 
for up to a month. Payment terms received from suppliers by our sample firms are most often 
bank transfer or credit for up to a month. The frequency of cash payments to suppliers is lower, 
as they are in general between firms. The customers include a high number of end consumers, 
which explains why cash payments are more frequent here. The differences in the payment 
terms appear to be due to sectoral differences. Regional differences can be found, but these are 
always only within certain sectors and cannot thus be generalised. Furthermore, the case study 
results point out that there are also intra-sectoral differences, which appear to be due to the na-
ture of business and customer base.  

Table 21: Payment terms offered to customers and received from suppliers, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Payment terms offered to customers1 

Cash on delivery  52.0 41.1 48.7 45.3 75.4 51.0 20.3 46.7 91 

Bank transfer 37.0 44.2 48.7 35.0 36.9 39.2 44.3 40.5 79 

Credit up to 1 week 17.0 7.4 5.1 17.1 18.5 9.8 8.9 12.3 24 

Credit up to 14 days3 5.0 4.2 3.8 5.1 6.2 3.9 3.8 4.6 9 

Credit up to 1 month 30.0 35.8 30.8 34.2 23.1 37.3 38.0 32.8 64 

Credit more than 1 
month 6.0 4.2 2.6 6.8 10.8 2.0 2.5 5.1 10 

Other 4.0 2.1 3.8 2.6 0.0 3.9 5.1 3.1 6 

Total number (n) 100 95 78 117 65 51 79  195 

Payment terms received from suppliers2 

Cash on delivery  18.3 19.4 22.2 16.7 16.9 23.5 17.1 18.8 35 

Bank transfer 39.8 38.7 43.1 36.8 53.8 39.2 25.7 39.2 73 

Credit up to 1 week 15.1 14.0 11.1 16.7 18.5 19.6 7.1 14.5 27 

Credit up to 14 days3 2.2 4.3 2.8 3.5 6.2 2.0 1.4 3.2 6 

Credit up to 1 month 40.9 32.3 31.9 39.5 29.2 39.2 41.4 36.6 68 

Credit more than 1 
month 9.7 1.1 6.9 4.4 1.5 13.7 2.9 5.4 10 

Other 3.2 0.0 4.2 0.0 0.0 5.9 0.0 1.6 3 

Total number (n) 93 93 72 114 65 51 70  186 

Own survey. – 1 Multiple answers. Two respondents did not answer this question and three respondents reported 
having no customers (latter included in n). – 2 Multiple answers. 11 respondents did not answer this question; 20 
business services firms have no suppliers and three respondents did not know (both included in n). – 3 Quantified 
from open answers. 

Approximately one third of our sample firms gives credit to customers or receives credit from 
suppliers. In both cases, trust appears to be very important, with over 85 % of the relevant firms 
rating trust as ‘important’ or ‘very important’ for this decision, the bias being towards the latter. 
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However, with regards to customers, not only is the combined percentage of these two ratings 
higher, but there is also a higher share of ‘very important’ ratings. Perhaps this difference has to 
do with different perceptions of ‘trusting’ (when the firm is trusting customers) and ‘trustwor-
thiness’ (when the firm is the one being trusted).  

Table 22: Importance of trust in offering and receiving credits, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Offering credit to customers1 

1= very important 78.4 75.0 79.2 75.6 75.0 84.0 70.8 76.8 53 

2… 16.2 12.5 16.7 13.3 20.0 12.0 12.5 14.5 10 

3… 5.4 6.3 0.0 8.9 5.0 4.0 8.3 5.8 4 

4…. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

5= no importance 0.0 3.1 4.2 0.0 0.0 0.0 4.2 1.4 1 

Total number (n) 37 32 24 45 20 25 24  69 

Receiving credit from a supplier2 

1= very important 58.3 67.6 71.4 59.6 66.7 63.0 59.1 63.0 46 

2… 22.2 27.0 19.0 26.9 25.0 29.6 18.2 24.7 18 

3… 13.9 2.7 9.5 7.7 8.3 3.7 13.6 8.2 6 

4…. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

5= no importance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

Total number (n) 36 37 21 52 24 27 22  73 

Own survey. – 1 Includes only companies that give credits to customers; one respondent did not know (included in 
n). – 2 Includes only companies that receive credits from suppliers; three respondents did not know (included in n). 

Credit Transactions and the Role of Trust  

Access to capital does not appear to be restricted for the small enterprises surveyed. A lot of the 
entrepreneurs had received bank credits, while another 29 % mentioned credits from their fam-
ily, 15 % from business partners and 10 % from suppliers. This, combined with the low fre-
quency of venture capitalists, confirms the place of own capital and bank credits as the most 
common forms of financing for German SMEs (cf. Mittelstandsmonitor, 2003). From the trust 
perspective, the results indicate that German entrepreneurs do not appear to lack trust in banks, 
while this trust – based on the results in Table 2.5.2 as well as in the case studies – appears to be 
institutional trust, backed by formal safeguards such as extensive collaterals and detailed con-
tracts. Credits from (and also loans to, see below) the entrepreneurs’ families play a more im-
portant role for micro firms, which might be partly explained by the blurred family and enter-
prise spheres in micro enterprises. Hansch and Piorkowsky (1999, cf. also Piorkowsky 1998) 
speak of so-called household-enterprise combinations (Haushalts-Unternehmen-Verbünde), 
drawing attention to the fact that often there is no rigid separation of household and enterprise 
budgets in very small firms.  

With regards to banks, the survey results at a first glance appear to show a non-restricted access 
to capital. However, this interpretation contradicts empirical evidence, showing that SMEs in 
Germany face considerable problems in obtaining external capital. A recent survey of 5,000 
SMEs clearly illustrates this (KfW, 2003). In 2002, 45 % of the surveyed SMEs (32 % in 2001) 
stated that access to credits has worsened during the last 12 months. Especially East German 
enterprises (51 %) and, not surprisingly, the construction industry (57 %), as well as smaller 
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firms (52 % for firms with a turnover less than 1 million Euro) experienced major problems. 
Most of this is explained by a more restrictive behaviour of banks, which started asking for 
more transparency concerning business data and strategies. The restructuring in the German 
banking sector adds to this, as banks have closed down branch offices or they have changed the 
entrepreneurs’ contact person. All this matches evidence from our cases, which show that espe-
cially East German entrepreneurs evaluate their financial environment negatively. 

Table 23: Sources of received capital, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade Business 

services % no 

Family  26.8 31.2 29.9 28.3 33.3 25.5 27.6 28.9 55 

Friends 3.1 3.2 3.9 2.7 6.3 3.9 0.0 3.2 6 

Employees 1.0 3.2 2.6 1.8 1.6 3.9 1.3 2.1 4 

Customers 2.1 1.1 0.0 2.7 1.6 3.9 0.0 1.6 3 

Suppliers  10.3 9.7 6.5 12.4 15.9 13.7 2.6 10.0 19 

Business partners 15.5 15.1 6.5 21.2 9.5 23.5 14.5 15.3 29 

Previous colleagues 1.0 0.0 0.0 0.9 0.0 2.0 0.0 0.5 1 

Banks  72.2 66.7 59.7 76.1 79.4 66.7 64.0 69.6 132 

Venture capitalists  4.1 3.2 2.6 4.4 3.2 2.0 5.3 3.7 7 

Other  1.0 3.2 1.3 2.7 4.8 0.0 1.3 2.1 4 

Total number (n) 97 93 77 113 63 51 76  190 

Own survey. Seven respondents did not answer this question; 1–4 in each category did not know (included in n). 
While it is not surprising that credit relationships with banks are based on institutional trust 
relying on formal safeguards, it is interesting to note that even where credits came from an en-
trepreneur’s family, this does not necessarily go hand in hand with personal trust. Most entre-
preneurs had to provide collaterals regardless of the credit source, although the origin of the 
credit did determine the level of collateral. Informal credit sources such as family, friends and 
employees for the most part asked for less than 50 % of the credit sum. Although the majority of 
these credits required less than 50 % collaterals, a considerable share also required 100 % col-
lateral. Formal sources generally demanded collateral at more than 50% of the size of the credit.  

Table 24: Share of collateral/security by credit source, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no 

Family1 

all of the loan 12.0 32.0 27.3 17.9 16.7 38.5 15.8 22.0 11 

more than half  16.0 16.0 9.1 21.4 11.1 7.7 26.3 16.0 8 

less than half 68.0 52.0 59.1 60.7 72.2 46.2 57.9 60.0 30 

Total number (n) 25 25 22 28 18 13 19  50 
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Table 24 (continued): Share of collateral/security by credit source, %  
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no  

Friends2 

less than half 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 5 

Total number (n) 2 3 2 3 1 4 1  5 

Employees 

all of the loan 100.0 0.0 50.0 0.0 0.0 50.0 0.0 25.0 1 

more than half  0 33.3 0.0 50.0 0.0 0.0 100.0 25.0 1 

less than half 0 66.7 50.0 50.0 100.0 50.0 0.0 50.0 2 

Total number (n) 1 3 2 2 1 2 1  4 

Customers3 

less than half 100.0 100.0 0.0 100.0 100.0 100.0 0.0 100.0 2 

Total number (n) 1 1 0 2 1 1 0  2 

Suppliers4 

all of the loan 25.0 25.0 25.0 25.0 25.0 0.0 50.0 25.0 4 

more than half  12.5 12.5 0.0 16.7 12.5 16.7 50.0 12.5 2 

less than half 62.5 37.5 50.0 50.0 37.5 0.0 0.0 50.0 8 

Total number (n) 8 8 4 12 8 6 2  16 

Business partners5 

all of the loan 16.7 30.8 66.7 18.2 20.0 20.0 30.0 24.0 6 

more than half  33.3 15.4 0.0 27.3 20.0 30.0 20.0 24.0 6 

less than half 41.7 46.2 33.3 45.5 40.0 50.0 40.0 44.0 11 

Total number (n) 12 13 3 22 5 10 10  25 

Previous colleagues 

less than half 100.0 0.0 0.0 100.0 0.0 100.0 0.0 100.0 1 

Total number (n) 1 0 0 1 0 1 0  1 

Banks6 

all of the loan 43.5 63.9 58.7 50.0 46.0 67.6 50.0 53.1 69 

more than half  27.5 19.7 15.2 28.6 34.0 17.6 17.4 23.8 31 

less than half 20.3 16.4 17.4 19.0 16.0 8.8 28.3 18.5 24 

Total number (n) 69 61 46 84 50 34 46  130 

Venture capitalists7 

more than half  33.3 50.0 50.0 33.3 100.0 100.0 0.0 40.0 2 

less than half 33.3 50.0 50.0 33.3 0.0 0.0 66.7 40.0 2 

Total number (n) 3 2 2 3 1 1 3  5 

Other8 

all of the loan 50.0 25.0 0.0 30.0 33.3 0.0 33.3 30.0 3 

more than half  0.0 37.5 0.0 30.0 50.0 0.0 0.0 30.0 3 

less than half 50.0 25.0 0.0 30.0 16.7 0.0 66.7 30.0 3 

Total number (n) 2 8 0 10 6 1 3  4 

Own survey. Rows consisting only of zeroes have been omitted. – 1 5 respondents that have received a credit from 
this source did not answer this question, one further one did not know (included in n). – 2 1 respondent did not an-
swer. – 3 1 respondent did not answer. – 4 2 respondents did not answer, 2 did not know. – 5 4 respondents did not 
answer, 2 did not know. – 6 3 respondents did not answer, 6 did not know. – 7 3 respondents did not answer, 1 did 
not know. – 8 2 respondents did not answer, 1 did not know.  
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Interestingly, trust appears to play a dominant role in determining the level of collateral not only 
for informal sources, but also for bank credits. This is apparent in the fact that the majority of 
surveyed entrepreneurs state a very important or important role of trust in those cases where 
creditors asked for less than 100 % collateral, regardless of its source. Especially with regard to 
bank credits, this finding raises the interesting question regarding how trust has been built. Pre-
vious research findings indicate that, as in inter-firm relations, in SME-bank relationships, trust 
develops over time and gradually diminishes the need to rely on extensive contracts (Saparito, 
2000). As German companies commonly have one so called ‘house bank’, trust-building over 
time appears to be a likely explanation for the relatively high importance of trust in credit rela-
tionships with banks for our sample companies.  

Table 25: Role of trust in case of less than 100 % security, %  
(scale from 1 = very important to 5 = not at all important) 

Regions Size Sectors 
Total 

 West 
Germany 

East 
Germany 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Family 
1 = very important 85.7 88.2 86.7 87.0 86.7 100.0 81.3 86.8 33 
2 4.8 5.9 13.3 0.0 0.0 0.0 12.5 5.3 2 
3 9.5 0.0 0.0 8.7 6.7 0.0 6.3 5.3 2 
Total number (n) 21 17 15 23 15 7 16  38 

Friends 
1 = very important 100.0 0.0 50.0 33.3 50.0 0.0 0.0 40.0 2 
2 0.0 100.0 50.0 66.7 0.0 100.0 0.0 60.0 3 
Total number (n) 2 3 2 3 4 1 0  5 

Employees 

1 = very important 0.0 66.7 0.0 100 0.0 0.0 100 66.7 2 

2 0.0 33.3 100 0.0 0.0 0.0 0.0 33.3 1 

Total number (n) 0 3 1 2 1 1 1  3 

Customers 

1 = very important 100 0.0 0.0 50.0 100 0.0 0.0 50.0 1 

2 0.0 100 0.0 50.0 0.0 100 0.0 50.0 1 

Total number (n) 1 1 0 2 1 1 0  2 

Suppliers 

1 = very important 66.7 75.0 50.0 75.0 75.0 60.0 100.0 70.0 7 

2 16.7 0.0 0.0 12.5 0.0 20.0 0.0 10.0 1 

3 0.0 25.0 0.0 12.5 25.0 0.0 0.0 10.0 1 

4 16.7 0.0 50.0 0.0 0.0 20.0 0.0 10.0 1 

Total number (n) 6 4 2 8 4 5 1  10 

Business partners 

1 = very important 77.8 75.0 100 75.0 100 75.0 66.7 76.5 13 

2 22.2 12.5 0.0 18.8 0.0 25.0 16.7 17.6 3 

3 0.0 12.5 0.0 6.3 0.0 0.0 16.7 5.9 1 

Total number (n) 9 8 1 16 3 8 6  17 

Previous colleagues 

1 = very important 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

2 100 0.0 0.0 100 0.0 100 0.0 0.0 1 

Total number (n) 1 0 0 1 0 1 0  1 

 



30  Hans-Hermann Höhmann / Friederike Welter (editors)  

Table 25 (continued): Role of trust in case of less than 100 % security, %  
(scale from 1 = very important to 5 = not at all important)  

Regions Size Sectors 
Total 

 West 
Germany 

East 
Germany 

Micro 
business 

Small 
business 

Food 
industry Trade Business 

services % no 
 
Banks 

1 = very important 60.6 22.7 46.7 45.0 52.0 55.6 33.3 45.5 25 

2 15.2 54.5 20.0 35.0 16.0 33.3 47.6 30.9 17 

3 242 4.5 26.7 12.5 24.0 0.0 14.3 16.4 9 

4 0.0 4.5 0.0 2.5 0.0 11.1 0.0 1.8 1 

5 = no importance 0.0 4.5 0.0 2.5 4.0 0.0 0.0 1.8 1 

Total number (n) 33 22 15 40 25 9 21  55 

Venture capitalists 

1 = very important 100 50.0 100 50.0 100 0.0 100 75.0 3 

2 0.0 50.0 0.0 50.0 0.0 100 0.0 25.0 1 

Total number (n) 2 2 2 2 1 1 2  4 

Other 

1 = very important 100 60.0 0.0 66.7 50.0 0.0 100 66.7 4 

2 0.0 40.0 0.0 33.3 50.0 0.0 0.0 33.3 2 

Total number (n) 1 5 0 6 4 0 2  6 

Own survey. Rows consisting only of zeroes have been omitted. In each category 7–9 respondents who provided less 
than 100 % collateral did not answer this question. In the categories ‘family’ and ‘banks’ one and two respondents, 
respectively, did not know (included in n).  

Where loans are concerned, most entrepreneurs had lent money to employees (especially in 
business services, probably reflecting a different and modern ‘corporate culture’, compared to 
trade and the food industry), followed by customers, family members and business partners 
(especially in micro business, reflecting their need to establish closer links beyond their enter-
prise). 

Table 26: Credits given, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade Business 

services % no 

Family  9.1 11.7 13.0 8.6 10.9 9.8 10.3 10.4 20 

Friends 9.1 7.4 10.4 6.9 7.8 5.9 10.3 8.3 16 

Employees 28.3 26.6 15.6 35.3 18.8 29.4 33.3 27.5 53 

Customers 11.1 12.8 7.8 14.7 18.8 9.8 7.7 11.9 23 

Suppliers 3.0 2.1 0.0 4.3 4.7 2.0 1.3 2.6 5 

Business partners 10.1 8.5 10.4 8.6 10.9 7.8 9.0 9.3 18 

Previous colleagues 3.0 0.0 2.6 0.9 1.6 2.0 1.3 1.6 3 

Other 1.0 0.0 1.3 0.0 1.6 0.0 0.0 0.5 1 

Total number (n) 99 94 77 116 64 51 78  193 

Own survey. Four respondents did not answer this question. Two to four respondents in each category did not know 
(included in n). 

With respect to the governance of credit arrangements, written contracts dominate regardless of 
the status of and the relationship to the creditor/debtor. Only a negligible minority rely on oral 
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agreements, and even less do not conclude any agreement at all. A considerably larger share of 
West German than East German firms (28 % West, 13 % East) use oral agreements, which ap-
pears to indicate the long(er)-standing (business) relationships in the West. Moreover, there is a 
pronounced tendency for trade firms and micro firms to use more informal credit agreements 
(i.e., no or oral agreements). For micro firms, this is partly explained by the important role fam-
ily credits play. Not surprisingly, informal credit relations, such as credits to/from family or 
friends, are more often regulated informally. However, even in these cases, most entrepreneurs 
use written agreements. 

Table 26: Type of agreement, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade Business 
services % no 

Family1 

No agreement 3.4 19.4 11.1 12.1 4.8 0.0 24.0 11.7 7 

Oral agreement 27.6 12.9 25.9 15.2 9.5 42.9 16.0 20.0 12 

Written agreement 65.5 67.7 63.0 69.7 85.7 57.1 56.0 66.7 40 

Total number (n) 29 31 27 33 18 8 14  60 

Friends 

Oral agreement 18.2 25.0 44.4 0.0 0.0 33.3 37.5 21.1 4 

Written agreement 81.8 75.0 55.6 100.0 100.0 66.7 62.5 78.9 15 

Total number (n) 11 8 9 10 8 3 8  19 

Employees 

Oral agreement 28.6 3.8 8.3 19.0 23.1 20.0 11.5 16.7 9 

Written agreement 71.4 96.2 91.7 81.0 76.9 80.0 88.5 83.3 45 

Total number (n) 28 26 12 42 13 15 26  54 

Customers1 

No agreement 16.7 9.1 16.7 11.8 9.1 16.7 16.7 13.0 3 

Oral agreement 25.0 0 16.7 11.8 9.1 16.7 16.7 13.0 3 

Written agreement 50.0 90.9 66.7 70.6 81.8 50.0 66.7 69.6 16 

Total number (n) 12 11 8 17 11 6 6  23 

Suppliers 

No agreement 15.4 0.0 25.0 5.6 0.0 25.0 0.0 9.1 2 

Oral agreement 15.4 22.2 25.0 16.7 27.3 12.5 0.0 18.2 4 

Written agreement 69.2 77.8 50.0 77.8 72.7 62.5 100.0 72.7 16 

Total number (n) 13 9 4 18 11 8 3  22 

Business partners 

No agreement 4.5 5.0 0.0 6.3 8.3 0.0 6.3 4.8 2 

Oral agreement 4.5 0.0 0.0 3.1 0.0 7.1 0.0 2.4 1 

Written agreement 90.9 95.0 100.0 90.6 91.7 92.9 93.8 92.9 39 

Total number (n) 22 20 10 32 12 14 16  42 

Previous colleagues 

No agreement 25.0 0.0 50.0 0.0 0.0 50.0 0.0 25.0 1 

Written agreement 75.0 75.0 50.0 100.0 100.0 50.0 100.0 75.0 3 

Total number (n) 4 0 2 2 1 2 1  4 
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Table 26: Type of agreement (continued) 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade Business 
services % no  

Banks1 

No agreement 1.4 0.0 2.2 0.0 0.0 2.9 0.0 0.8 1 

Oral agreement 1.4 3.2 4.3 1.2 2.0 0 4.2 2.3 3 

Written agreement 95.7 96.8 91.3 98.8 98.0 94.1 95.8 96.2 127 

Total number (n) 70 62 48 86 50 34 48  132 
Venture capitalists 

Written agreement 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 6 

Total number (n) 4 2 2 4 2 1 3  6 

Other 

Written agreement 100.0 100.0 100.0 100.0 100.0 0.0 100.0 100.0 4 

Total number (n) 2 2 1 3 3 0 1  4 

Own survey. Rows consisting only of zeroes have been omitted. Two to six respondents in each category did not 
answer this question. – 1 One respondent did not know (included in n). 

Cooperation with Other Enterprises 

Less than half (43 %) of our total sample are engaged in co-operation. These are notably less 
common in the food industry than in the other two sectors. The explanation is that the extent of 
co-operation in the food industry sector in general is very small, as has been found in a study 
conducted in North-Rhine Westphalia (NEW.S, 2001). Co-operation was normally initiated by 
the respondent him/herself or by a regular business partner. This reflects the general ‘business-
only’ orientation of both East and West German firms, as shown in the case studies. The role of 
family, friends and previous colleagues in this context appears to be negligible. This finding 
also underlines the importance of business-related social networks.  

‘Informal’ co-operation types (exchange of advice, information and support) are the most com-
mon ones. From the more ‘formal’ co-operation types, marketing and sales, as well as purchas-
ing, appear to be the most important ones. Purchasing especially is a very frequent form of co-
operation in the food industry and trade, whereas it has little relevance to business services, 
where suppliers often play a lesser role. These results appear to support the results of other em-
pirical studies on SME cooperation, which have found sales-oriented motives to be the most 
common ones for inter-firm cooperation1 Moreover, often the main cooperation motive – espe-
cially in East Germany – is not business growth but defending the obtained market position 
against large firms (Nuissl, 2001). In general, small businesses tend more towards ‘formal’ co-
operation forms than do micro enterprises. 

 

                                                      
1 E.g. Menrad, 2001; however, these studies have probably not considered the exchange of information and advice as 
a form of cooperation 
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Table 27: Cooperation with other businesses or entrepreneurs and the initiator of cooperation, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no 

Surveyed firms engaged in cooperations1 

Yes 41.0 44.2 39.7 44.4 25.8 49.0 52.6 42.6 83 

No 59.0 55.8 60.3 55.6 74.2 51.0 47.4 57.4 112 

Total number (n) 100 95 78 117 66 51 78  195 

Initiator of cooperation2 

Respondent him-
/herself3 75.6 85.7 80.6 80.8 76.5 76.0 85.4 80.7 67 

Regular business 
partners 58.5 66.7 64.5 61.5 64.7 48.0 70.7 62.7 52 

Employees  24.4 21.4 16.1 26.9 23.5 8.0 31.7 22.9 19 

Previous colleagues 14.6 16.7 12.9 17.3 11.8 8.0 22.0 15.7 13 

Family and friends 9.8 11.9 6.5 13.5 29.4 8.0 4.9 10.8 9 

Other 12.2 2.4 6.5 7.7 0.0 12.0 7.3 7.2 6 

Total number (n) 41 42 31 52 17 25 41  83 

Own survey. – 1 Two respondents did not answer this question. – 2 Includes only firms that cooperate. – 3 Three 
respondents did not know (included in n). 

Table 28: Types of cooperation, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Exchange of infor-
mation 85.4 76.2 83.9 78.8 64.7 92.0 80.5 80.7 67 

Advice and support 92.7 64.3 77.4 78.8 76.5 80.0 78.0 78.3 65 

Marketing or sales 51.2 50.0 38.7 57.7 52.9 60.0 43.9 50.6 42 

Purchasing  63.4 35.7 51.6 48.1 76.5 72.0 24.4 49.4 41 

Personnel (incl. 
training)  41.5 47.6 35.5 50.0 41.2 56.0 39.0 44.6 37 

Production 24.4 47.6 38.7 34.6 35.3 36.0 36.6 36.1 30 

R&D 26.8 35.7 19.4 38.5 29.4 16.0 41.5 31.3 26 

Total number (n) 41 42 31 52 17 25 41  83 

Own survey. Multiple answers. Includes only firms that co-operate. Two respondents did not know (included in n). 

Co-operation partners are mostly local or domestic. Firms in the food industry most commonly 
have local partners, those in trade have non-local domestic partners and those in business ser-
vices both local and other domestic partners. Moreover, business-service firms cooperate com-
paratively more often with foreign partners. Micro businesses co-operate slightly more often 
locally, whereas small businesses have their co-operation partners in the domestic regions at 
large. Almost all foreign co-operation is by small firms. An interesting point is that East Ger-
man firms substantially more often have West German partners than the other way around. This 
apparently reflects that East German firms have a greater need for ‘local’ partners to access the 
West German market due to their smallness and lack of brands (lack of trust in their products), 
as is discussed by one of our case-study interviewees (case #6). In a study of cooperation behav-
iour of East German IT firms, Nuissl et al. (2002) found that the co-operation experiences of 
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these firms were significantly more often negative than positive. However, there was no consid-
erable difference between co-operation with East and West German businesses.  

The importance of co-operative relationships is high for slightly more than half of the co-
operating firms. For most of the remaining companies co-operation appears to be of little impor-
tance, while only very few reported them being not at all important. Co-operation is on average 
more important for firms in the food industry and trade, as well as for East German companies. 
The most highly valued forms of co-operation are marketing and sales, as well as personnel, 
followed by R&D and production. Thus, it appears that the presumably ‘formal’ co-operation 
forms are valued higher than the ‘informal’ ones. On average, co-operation seems to be more 
important for firms in trade and the food industry as well as for East German companies. The 
regional difference, which exists within all sectors, might point to the need for more cooperation 
in East Germany in order to defend market positions against competition from (West German) 
large businesses (see Nuissl et al., 2002). 

Table 29: Geographical location of cooperation partners, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Same region 68.3 71.4 74.2 67.3 94.1 44.0 75.6 69.9 58 

West Germany 80.5 59.5 67.7 71.2 76.5 84.0 58.5 69.9 58 

East Germany 24.4 83.3 45.2 59.6 29.4 52.0 65.9 54.2 45 

Western Europe 26.8 4.8 9.7 19.2 11.8 20.0 14.6 15.7 13 

Eastern Europe 7.3 9.5 3.2 11.5 5.9 4.0 12.2 8.4 7 

Overseas 7.3 9.5 3.2 11.5 5.9 0.0 14.6 8.4 7 

Total number (n) 41 42 31 52 17 25 41  83 

Own survey. Multiple answers. Includes only firms that co-operate. 

Table 30: Importance of cooperation relationships, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Very important 51.2 59.5 51.6 57.7 58.8 64.0 48.8 55.4 46 

Little importance 46.3 38.1 45.2 40.4 35.3 32.0 51.2 42.2 35 

Of no importance 2.4 2.4 3.2 1.9 5.9 4.0 0.0 2.4 2 

Total number (n) 41 42 31 52 17 25 41  83 

Own survey. Includes only firms that cooperate. 

The form of regulation in co-operation is almost as often an oral as it is a written agreement. 
There are little variations across regions, sectors or sizes. The factor determining the form of 
regulation appears to be the nature of co-operation. Not surprisingly, ‘formal’ cooperation forms 
(R&D, personnel, marketing and sales) often go hand in hand with written contracts, whereas 
more ‘informal’ co-operation activities such as exchange of information and support, are usually 
regulated orally. Moreover, the ‘formal’ cooperation forms were in general valued higher than 
the ‘informal’ ones. Thus, these results seem to support the general assumption of prudent gov-
ernance decisions (Sztompka, 1999) – when the stakes grow higher, the actors become more 
careful and the frequency of formal contracts increases. This, on the other hand, underlines the 
importance of institutional trust – when the stakes grow, personal and collective trust apparently 
lose, while institutional trust gains, importance.  
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Furthermore, 41 % of all respondents would not accept a non-written agreement under any cir-
cumstances, whilst nearly two thirds would accept this if the business partner was a friend or a 
regular business partner. Although contracts are not necessarily primarily safeguards (Klein 
Woolthuis et al., 2002; see also 0), the fact that written agreements are valued so much does 
indicate a high level of institutional trust in the German business environment. As was the case 
with the governance of customer and supplier relations, East German and small firms more of-
ten insist on written agreements in their co-operation. On the other hand, also friendship and the 
regularity of the business relation played a more important role for East German than West 
German enterprises. This could also point to the need for long-term co-operative relations as a 
means to maintain the current market position (see Nuissl et al., 2002). Therefore especially 
personal trust, manifested in friendship and the regularity of customer relations, would play a 
particularly important role.  

Not surprisingly, micro firms rely on personal trust more often than small enterprises, which 
tend to insist on written agreements. Also, membership in the same business association, an 
indicator of collective trust, was more often mentioned by micro firms. This particular category 
also played a clearly more important role in the food industry than in the other two sectors. 
Somewhat surprisingly, recommendations from trusted persons play only a minor role in this 
context. They are comparatively more important in the business services sector, where trust-
based relations appear to play a special role, as was found in the case studies (see e.g. case #12).  

Table 31: Types of regulation and bases for using a verbal agreement, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Types of regulation1 

No regulation 9.8 0.0 6.5 3.9 12.5 4.0 2.4 4.9 4 

Oral agreement 43.9 48.8 45.2 47.1 43.8 44.0 48.8 46.3 38 

Written contract 46.3 51.2 48.4 49.0 43.8 52.0 48.8 48.8 40 

Total number (n) 41 41 31 51 16 25 41  82 

Would use a verbal agreement if the business partner…2 

is a friend 33.3 39.0 48.3 29.4 43.8 28.0 38.5 36.3 29 

is a regular 
customer/ supplier 25.6 36.6 34.5 29.4 37.5 12.0 41.0 31.3 25 

is a member of the 
same business 
association 

12.8 9.8 17.2 7.8 18.8 12.0 7.7 11.3 9 

was recommended 
by someone whom 
the respondent trusts 

10.3 9.8 10.3 9.8 6.3 4.0 15.4 10.0 8 

other reason 7.7 0.0 3.4 3.9 6.3 0.0 5.1 3.8 3 

under no 
circumstances 38.5 43.9 34.5 45.1 31.3 56.0 35.9 41.3 33 

Total number (n) 39 41 29 51 16 25 39  80 

Own survey. – 1 Includes only firms that co-operate; one of them did not answer this question. – 2 Multiple answers. 
Includes only firms that co-operate; three of them did not answer this question. 
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Intra-Organisational Relationships  

A little less than half of all surveyed firms, and especially small enterprises, had managers in 
addition to the owner-manager. Business-service firms appear to have managers more often than 
companies in the other sectors. However, there are also comparatively more small enterprises in 
the business-service sample. Most managers are responsible for sales and marketing or technol-
ogy, followed by personnel and financial management. Strategic development appears to be 
more often the responsibility of the owner-manager(s). Not surprisingly, there are large sectoral 
differences in this context. Perhaps the most notable one is the very high frequency of sales and 
marketing in the trade sector.  

Table 32: Managers, their areas of responsibility and the entrepreneur’s trust in managers, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Managers besides the entrepreneur him/herself 

Yes 46.1 49.5 27.8 61.0 45.5 43.1 52.5 47.7 94 

No 53.9 50.5 72.2 39.0 54.5 56.9 47.5 52.3 103 

Total number (n) 102 95 79 118 66 51 80  197 

Areas of responsibility1 

Marketing and sales 64.4 54.3 61.9 58.6 53.6 81.8 51.2 59.3 54 

Technology 48.9 56.5 52.4 52.9 50.0 31.8 65.9 52.7 48 

Personnel 57.8 41.3 38.1 52.9 60.7 36.4 48.8 49.5 45 

Finance 53.3 43.5 38.1 51.4 42.9 54.5 48.8 48.4 44 

Strategic  
development 48.9 32.6 57.1 35.7 39.3 45.5 39.0 40.7 37 

Operations manage-
ment incl. logistics2 20.0 17.4 14.3 20.0 28.6 13.6 14.6 18.7 17 

Other 2.2 0.0 4.8 0.0 0.0 0.0 2.4 1.1 1 

Total number (n) 45 48 21 70 28 22 41  91 

Trust in managers1 

1 = absolutely  66.7 63.0 76.2 61.4 60.7 68.2 65.9 64.8 59 

2 = … 22.2 28.3 14.3 28.6 32.1 18.2 24.4 25.3 23 

3 = … 8.9 6.5 9.5 7.1 7.1 9.1 7.3 7.7 7 

4 = … 0.0 2.2 0.0 1.4 0.0 0.0 2.4 1.1 1 

5 = not at all 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 

Total number (n) 45 46 21 70 28 22 41  91 

Own survey. – 1 Multiple answers. Includes only firms with managers; three of them did not answer this question. 
Individual categories contain 1–4 “do not know” answers (included in n). – 2 Quantified from open answers. 

In order to really analyse the trust involved in the delegation of responsibilities to managers, we 
would also need information on the value of the particular responsibilities for the business. The 
case studies in fact show that the entrepreneurs often restrict the managers’ and employees re-
sponsibilities by assigning them specific tasks (e.g. responsibility for a customer account or 
purchasing) and requiring more important decisions (usually when higher sums of money are 
involved) to be agreed with him/her. This also appears consistent with the assumption that when 
the stakes grow higher, the amount of control increases. Nevertheless, two thirds of the sur-
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veyed entrepreneurs stated that they absolutely trust their managers to act in their interests. 
Thus, perhaps the need to increase control when the stakes grow higher is caused instead by a 
lack of competence trust than by the fear of opportunism. Evidence to support this assumption is 
available in the case studies (see e.g. case #11). This also underlines the importance of distin-
guishing between different objects of trust with respect to the behaviour of the trustee, such as 
ability, benevolence and dedication (Nooteboom, 2002).  

Trust also plays a role in selecting employees. Although the majority of entrepreneurs state that 
the recruitment of employees is based on ‘formal’ criteria – qualifications, professional experi-
ence, and motivations, more than half of them also mentioned recommendations and another 
third personal knowledge of employees. Both of these can be understood as ‘informal’ criteria 
that manifest personal trust, and both of them play a more important role for East German en-
trepreneurs.  

Table 33: Criteria used in choosing employees and trust in employees, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Criteria used in choosing employees1 

Professional expe-
rience  95.0 91.5 92.2 94.1 93.9 92.2 93.6 93.4 182 

Motivation 87.0 87.4 84.4 89.0 89.4 90.2 83.3 87.2 170 

Education, skills 
level 87.0 85.2 84.4 87.3 90.9 82.3 84.6 86.1 168 

Recommendations 74.0 74.7 66.2 79.7 81.8 70.6 70.5 74.4 145 

I know future em-
ployees 62.0 61.0 55.9 65.3 65.1 56.9 61.5 61.6 130 

Age 36.0 41.1 32.5 42.3 51.5 33.3 30.8 38.4 75 

Gender 15.0 20.0 15.6 18.6 25.8 19.6 9.0 17.4 34 

Personal impression2 14.0 14.7 7.8 18.6 19.7 11.8 11.5 14.4 28 

Other 10.0 11.6 11.7 10.2 12.1 9.8 10.3 10.8 21 

Total number (n) 100 95 77 118 66 51 78  195 

Trust in employees3 

1 = absolutely  30.3 25.0 37.8 21.4 13.8 32.0 36.8 27.7 53 

2 = … 37.4 45.7 33.8 46.2 41.5 38.0 43.4 41.4 79 

3 = … 29.3 27.2 24.3 30.8 40.0 28.0 18.4 28.3 54 

4 = … 0.0 2.2 0.0 1.7 1.5 0.0 1.3 1.0 2 

5 = not at all 3.0 0.0 4.1 0.0 3.1 2.0 0.0 1.6 3 

Total number (n) 99 92 74 117 65 50 76  191 

Own survey. – 1 Multiple answers. Two respondents did not answer this question. Both “yes” and “partly” answers 
are included in the figures. – 2 Quantified from open answers. – 3 Six respondents did not answer this question. 

However, two points need to be considered when interpreting the results. First, personal knowl-
edge and recommendations are also a means of communicating qualifications, professional ex-
perience and motivations. Thus, these categories overlap at least partially. For more detailed 
information on institutional and collective trust in this context we would need to know how else 
qualifications, experience and motivations are communicated. For example, a formal application 
with diplomas and letters of reference would refer to institutional trust (trust in institutions issu-
ing diplomas that convey qualifications) and collective trust (letters of reference also include the 
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reputation of the previous employer). Second, there might be a bias towards the three ‘formal’ 
criteria due to their positive connotation (compare the problem of ‘socially desirable answers’ in 
Nuissl et al., 2002).  

Hence, we can only conclude that personal trust in the form of recommendations and personal 
knowledge appears to play an important role when hiring employees. The importance of per-
sonal trust in intra-firm relations in general is confirmed by the case-study evidence. Although a 
few firms use working-time control systems or statistical performance control, in general intra-
firm relations appear informal and personal-trust based. This shows also in the high level of 
trust in employees reported by the surveyed entrepreneurs. Approximately 80 % trust their em-
ployees (absolutely) to work effectively even when not supervised. Trust in employees is higher 
in business services. This is probably another indicator of a modern ‘corporate culture’ where 
employees play a different role compared to other sectors. For instance, as shown in the case 
studies, employees in business services play an important role in maintaining customer relation-
ships.  

Institutional and Social Environment 

The fact that only 44 % of our sample companies are members of a business association or 
chamber, the latter of which is obligatory in Germany, is the result of an error in the coding of 
the electronic questionnaire used in the telephone interviews. Therefore, approximately 30 % of 
the respondents did not answer this question at all. Previous research assigns an important role 
to business associations, which includes chambers, in the German institutional environment 
(e.g. Lane, 1997; Bachmann, 2001). However, for the interviewed entrepreneurs, being a mem-
ber in these organisations appears to play only a minor role. Only about a quarter assigned great 
importance to it, while an equal amount reported that membership had no importance at all. 
Interestingly, this differs across regions and enterprise size. East German companies value their 
business association membership higher than do West German firms, although in both regions a 
considerable number of firms also think their membership is not important at all. Moreover, 
small businesses (especially East German ones) value their membership more than micro firms. 
These differences also exist within the sectoral samples.  

The case-study evidence shows that the role of business associations and chambers depends to a 
large extent on the sector and market characteristics. For example, in the food industry the 
chambers seem to play a relatively important role, especially because of the apprentice system, 
but also as sources of information and advice. This reflects the crafts background of many firms 
in this sector, with membership being mandatory in chambers of craft. On the other hand, 
chambers have only a minor role in business services, where in some cases business associa-
tions provide an important forum of networking. More networking possibilities – chances to 
build personal trust – organised by chambers and associations would be welcome to the entre-
preneurs (see e.g. cases #4 and #6).  

Business associations and regular business partners are the most important sources entrepre-
neurs draw on in case they need assistance and advice. This indicates a significant role for both 
personal and collective trust. In this context the important role of chambers and business asso-
ciations in the German environment also becomes manifest (see Lane, 1997; Bachmann, 2001). 
Food-industry respondents especially seemed to rely on chambers and associations. Besides 
these two sources of support, private consultants and solicitors, family and friends as well as 
employees also appear to play an important role. Thus institutional trust also seems to be a fac-
tor in this context. Case study results indicate that the sources of assistance and advice tend to 
be different in different stages of business development. One case-study interviewee, engaged in 
auditing and tax consulting (case #12), explicitly said that firms tend to use more ‘formal’ sup-
port sources as they grow. This behaviour does not imply a lack of personal trust, nor does it 
refer to increasing institutional trust. Instead, it describes a typical ‘strategic’ behaviour where 
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business founders first of all try to use their own information and those types of assistance that 
are easily accessible, and only in later stages of business development do they turn to profes-
sional help (cf. Welter, 2002).  

Table 34: Membership and assessed value of the membership, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Membership1 

Yes 64.4 63.5 56.9 69.2 65.7 69.2 59.7 64.0 87 

No 32.9 36.5 41.4 29.5 34.3 30.8 37.1 34.6 47 

Total number (n) 73 63 58 78 35 39 62  136 

Assessed value of the membership for the success of business2 

No importance 23.9 27.5 31.3 22.2 9.1 29.6 32.4 25.6 22 

Little importance 56.5 40.0 56.3 44.4 59.1 44.4 45.9 48.8 42 

Great importance 19.6 32.5 12.5 33.3 31.8 25.9 21.6 25.6 22 

Total number (n) 46 40 32 54 22 27 37  86 

Own survey. – 1 Due to an error in the electronic questionnaire 61 respondents did not answer this question; two 
further ones did not know (included in n). – 2 Includes only firms that are members of a business association; one of 
them did not answer this question. 

Small businesses seem to use the whole scale of support sources, whereas micro enterprises rely 
more on sources based on personal and collective trust. Family and friends especially play a 
more important role for micro firms than for small ones. Family and friends are clearly also a 
more common source of assistance and advice in the food industry than in the other sectors. 
Apart from this, and the already mentioned very high frequency of membership of chambers 
and business associations in the food industry, the sectoral differences are rather small. In re-
gional terms, East German businesses clearly turn to regular business partners more often than 
their West German counterparts. This is consistent with the other results of the survey, which 
indicate that regular business relations have an especially high significance for East German 
firms. One reason given for this is that East German businesses need to cooperate more in order 
to maintain their current market position against competition from large (West German) compa-
nies (see Nuissl et al., 2002).  

When the entrepreneurs surveyed experience problems with their business partners, the major-
ity of them turn to solicitors and consultants. Also courts, mutual business partners, as well as 
chambers and business associations, play a role in this context, albeit less than the one played 
by solicitors and consultants. All of this indicates a high level of institutional trust in Germany. 
Even the food industry sector, which regulates most informally, uses lawyers and consultants 
almost as often as do the other sectors. However, the case studies show that although most en-
trepreneurs would turn to a solicitor or consultant eventually, they would only do it as a very 
last resort when all informal methods had failed. This supports Lane’s (1997) finding that de-
spite the highly formalised systems of regulation in Germany, ‘these formal systems have not 
superseded informal control.’ Hence, despite having been mentioned by 65 % of the surveyed 
entrepreneurs, solicitors and consultants are seldom consulted in the first instance when prob-
lems with business partners emerge. In fact, some entrepreneurs even expressed an explicit dis-
trust of solicitors and consultants (see e.g. case #5).  

The regional differences in this context are small and the only notable size-related difference is, 
as one would expect, that small firms use more often formal legal assistance than micro enter-
prises. There are, however, two notable sectoral differences. First, the food industry clearly uses 
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chambers and business associations more often, which is consistent with the discussion in this 
chapter so far. Second, mutual business partners seem to be particularly important in trade. This 
was also the case, yet to a lesser extent, with regard to the sources of general assistance and 
advice.  

Table 35: Sources of assistance and advice and the role of trust in general business problems, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Sources of assistance and advice1 

Regular business 
partners 45.8 69.7 48.0 63.6 51.6 64.6 57.3 57.3 106 

Business associa-
tions, Chambers of 
Commerce 

63.5 50.6 45.3 65.5 80.6 45.8 45.3 57.3 106 

Private consultants, 
lawyers 35.4 42.7 28.0 46.4 35.5 41.7 40.0 38.9 72 

Family and friends 35.4 33.7 40.0 30.9 58.1 25.0 21.3 34.6 64 

Employees 26.0 27.0 18.7 31.8 29.0 22.9 26.7 26.5 49 

Authorities 25.0 25.8 22.7 27.3 32.3 12.5 28.0 25.4 47 

Business develop-
ment agencies 17.7 29.2 9.3 32.7 33.9 18.8 17.3 23.2 43 

Other 11.5 2.2 8.0 6.4 6.5 8.3 6.7 7.0 13 

Total number (n) 96 89 75 110 62 48 75  185 

Importance of trust in choosing the source2 

1 = absolutely  45.8 51.7 45.3 50.9 53.2 56.3 40.0 48.6 90 

2 = … 25.0 32.6 25.3 30.9 30.6 27.1 28.0 28.6 53 

3 = … 13.5 5.6 9.3 10.0 12.9 4.2 10.7 9.7 18 

4 = … 1.0 1.1 2.7 0.0 1.6 0.0 1.3 1.1 2 

5 = not at all 3.1 2.2 5.3 0.9 0.0 4.2 4.0 2.7 5 

Total number (n) 96 89 75 110 62 48 75  185 

Own survey. – 1 Multiple answers. 12 respondents did not answer this question; individual categories contain 1–3 
“do not know” answers (included in n). – 2 12 respondents did not answer this question; 13 respondents have not 
used assistance or advice in general business problems and four further respondents did not know (both included in 
n). 

The main constraints at start-up reflect the prevailing macroeconomic conditions, as well as the 
heavily regulated business environment in Germany, as these were the main problems men-
tioned by the entrepreneurs surveyed. The macroeconomic conditions have been especially un-
favourable to small businesses in the past three years (Mittelstandsmonitor, 2003). The number 
and opaqueness of regulations were also mentioned as a major problem in the institutional envi-
ronment in the case studies. The same result was also found in the German Global Entrepre-
neurship Monitor (Sternberg and Bergmann, 2003). Furthermore, the complexity of the tax sys-
tem was pointed out as a problem both in the Global Entrepreneurship Monitor as well as in our 
case studies. East German firms indicated the macroeconomic situation and regulations to be a 
problem clearly more often than did West German companies. Also in the case studies, East 
German entrepreneurs showed a more negative attitude towards authorities and regulations. One 
explanation might be, as argued in other studies, that public institutions in general are trusted 
less in East Germany (Meier, 1996; Grix, 1999). On the other hand, this argument does not ap-
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pear to be supported in the case studies. East German businesses have to cope with a worse 
macroeconomic situation than their West German counterparts (Nuissl et al., 2002), which ex-
plains why this problem was mentioned more often in the East. With regard to sectoral differ-
ences, it is not surprising that a large share of food industry firms mentioned regulations-related 
problems due to the nature of business in this sector. The comparatively worse sectoral eco-
nomic situation in trade is also reflected in our results (cf. Mittelstandsmonitor, 2003).    

Table 36: Support sources if problems with business partners are experienced, % 
Regions Size Sectors 

Total 
 West 

Germany 

East 
Ger-
many 

Micro 
business 

Small 
business 

Food 
industry Trade 

Business 
services % no 

Solicitors, 
consultants 61.2 68.1 59.7 67.8 58.7 66.7 67.9 64.6 124 

Court 32.7 35.1 37.7 31.3 23.8 39.2 38.5 33.9 65 

Mutual business 
partners 30.6 25.5 27.3 28.7 23.8 39.2 24.4 28..1 54 

Chamber of 
commerce, business 
association 

22.4 18.1 16.9 22.6 30.2 13.7 16.7 20.3 39 

Mutual relatives and 
friends 2.0 7.4 5.2 4.3 4.8 7.8 2.6 4.7 9 

Arbitrary court 3.1 3.2 2.6 3.5 4.8 3.9 1.3 3.1 6 

Other 5.1 3.2 3.9 4.3 3.2 5.9 3.8 4.2 8 

Total number (n) 98 94 77 115 63 51 78  192 

Own survey. Multiple answers. Five respondents did not answer this question; individual categories contain 1–3 “do 
not know” answers (included in n). 

Concerning the other constraints, search for market and capital appear to have been common 
problems, while the remaining constraints featured in the questionnaire (e.g. information, per-
sonnel, or equipment) seem to have played a less important role. Search for market was most 
common in business services and among East German firms (46 % of which are in the business 
services sector). On the other hand, the business services sector less often had problems with 
capital and finance, which is not really surprising given the generally lower capital requirements 
of firms in this sector. Similar reasoning would at least partly explain the fact that trade firms 
have had very few problems with equipment.  

Capital was more often a problem for East German entrepreneurs. This partly reflects the unfa-
vourable macroeconomic situation, but also partly the fact that bank financing has become more 
difficult to acquire after the early 1990s ‘after-unification enthusiasm’ (described as such by an 
East German case-study interviewee, see case #6) when banks lost a lot of money, especially in 
spectacular bankruptcies such as the ‘Schneider’ case in Leipzig. Furthermore, private banks 
have largely withdrawn from financing start-ups, leaving the business to savings banks (Spar-
kasse) and people’s banks (Volksbank) (Sternberg and Bergmann, 2003; Welter et al., 2003). 
Personnel has particularly been a problem in the food sector.  

Just over a third of the surveyed entrepreneurs looked for outside help, while 37% (especially 
business-service firms) did not use any outside assistance in dealing with problems at start-up. 
In this context, when asked whether trust played a role in deciding whether or not to turn to 
assistance, most entrepreneurs did not emphasise this. Interestingly, most of the entrepreneurs 
who did indicate that trust played a role were East German. Perhaps this reflects the distrust 
towards consultants that was expressed in East German case studies (e.g. case #5), which could 
be explained by bad experiences during the early 1990s.  
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Although the role of trust in deciding whether to seek for outside help or not was not empha-
sised, the choice of ‘helpers’ indicates that personal trust (at least indirectly) plays a role. Most 
entrepreneurs turned to regular business partners or family, followed by consultants and em-
ployees. In terms of regions, consistent with the other results of this survey business partners are 
a more important source of support for East than West German firms. Business development 
agencies play a more important role in East Germany. Interestingly, there is virtually no differ-
ence in the use of consultants between micro and small firms, although the argument that micro 
firms with lesser resources prefer more informal sources would let us assume otherwise. In fact, 
the small firms seem to use informal sources more often. This may of course be at least partly 
due to a much larger number of small businesses having used help in the first place. In terms of 
sectors, the most notable difference is that firms in the food industry often received help from 
family, but relatively seldom from business partners. In the other two sectors this was the other 
way around.  

Excluding the use of consultants, which commonly indicate institutional trust, all of the main 
sources of support (in terms of the aggregate sample) hint at personal trust playing the most 
important role in this context. Thus the sources for assistance at the start of business are more 
informal than in the case of general business problems or problems with business partners. This 
supports the argument discussed above that the sources of assistance become more formal as the 
business develops.  
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Table 37: Constrains for business development at the start-up stage, % 
Regions Size Sectors 

Total 
 West 

Germany 
East 

Germany 
Micro 

business 
Small 

business 
Food 

industry Trade 
Business 
services % no 

Constraints for business development1 

Macroeconomic 
environment 36.4 51.1 39.2 46.5 42.9 47.1 41.8 43.5 84 

Regulations 29.3 43.6 29.1 41.2 46.0 29.4 32.9 36.3 70 

Search for market 23.2 43.6 29.1 36.0 23.8 29.4 43.0 33.2 64 

Capital, finance 24.2 37.2 29.1 31.6 33.3 35.3 25.3 30.6 59 

Information 26.3 19.1 20.3 24.6 19.0 25.5 24.1 22.8 44 

Personnel 19.2 22.3 12.7 26.3 30.2 9.8 20.3 20.7 40 

Equipment 10.1 13.8 11.4 12.3 17.5 3.9 12.7 11.9 23 

Premises 8.1 14.9 8.9 13.2 12.7 17.6 6.3 11.4 22 

Other 2.0 4.3 1.3 4.4 4.8 2.0 2.5 3.1 6 

Total number (n) 99 94 79 114 63 51 79  193 

Was help taken in coping with these constraints?2 

Yes 39.4 40.9 26.9 49.1 51.6 33.3 35.4 40.1 77 

No 34.3 40.9 43.6 33.3 25.8 39.2 45.6 37.5 72 

No constraints reported 19.2 12.9 24.4 10.5 11.3 19.6 17.7 16.1 31 

Total number (n) 99 93 78 114 62 51 79  192 

If not, did trust play a role in this decision?3 

Yes 2.9 18.4 11.8 10.5 6.3 10.0 13.9 11.1 8 

Partly 2.9 2.6 5.9 0.0 0.0 10.0 0.0 2.8 2 

No 94.1 73.7 79.4 86.8 93.8 80.0 80.6 83.3 60 

Total number (n) 34 38 34 38 16 20 36  72 

If yes, to whom did the entrepreneur turn for help?4 

Business partner 44.7 60.5 47.6 54.5 34.4 70.6 63.0 52.6 40 

Family5 50.0 47.4 42.9 50.9 68.8 29.4 37.0 48.7 37 

Consultant 44.7 39.5 42.9 41.8 40.6 41.2 44.4 42.1 32 

Employee 28.9 36.8 23.8 36.4 37.5 35.3 25.9 32.9 25 

Supplier 18.4 28.9 23.8 23.6 31.3 41.2 3.7 23.7 18 

Business development 
agency5 13.2 31.6 28.6 20.0 34.4 17.6 11.1 22.4 17 

Friend5 21.1 21.1 14.3 23.6 28.1 23.5 11.1 21.1 16 

Previous colleague 23.7 18.4 19.0 21.8 18.8 17.6 25.9 21.1 16 

Customer 18.4 21.1 28.6 16.4 18.8 29.4 14.8 19.7 15 

Other5 5.3 10.5 4.8 9.1 9.4 0.0 11.1 7.9 6 

Total number (n) 38 38 21 55 32 17 27  76 

Trust in those providing help6 

Yes 97.4 97.4 95.2 98.2 96.9 100.0 96.3 97.4 74 

No  2.6 2.6 4.8 1.8 3.1 0.0 3.7 2.6 2 

Total number (n) 38 38 21 55 32 17 27  76 
Own survey. – 1 Multiple answers. Four respondents did not answer this question. Individual categories contain 12–15 “did not 
know” answers (included in n). – 2 Five respondents did not answer this question; 12 respondents did not know (included in n). – 3 
Includes only firms that had not accepted help; two of them did not know (included in n). – 4 Multiple answers. Includes only firms 
that had accepted help; one of them did not answer this question. – 5 Includes a “do not know” answer. – 6 Includes only firms that 
had accepted help; one of them did not answer this question. 
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Case Study Report  

Profile of the Companies and the Entrepreneurs 

Case studies were conducted in a total of 16 firms – eight in both East and West Germany. 
Three of the interviewed firms are in the food industry, five in trade and seven in business ser-
vices. Furthermore, there is an additional case study of a craft firm, whose entrepreneur we de-
cided to use as a key expert. The food industry cases include a brewery and two bakeries, the 
trade cases consist of two book shops, a pet shop and two IT firms, while the interviewed busi-
ness-service firms are engaged in consultancy, IT, R&D engineering and harbour services. Nine 
of the case-study firms are small businesses, while seven are micro enterprises. As in the survey 
sample, most of the East German firms in our case studies were founded around 1990. How-
ever, there are two firms that were functional throughout the socialist period and one firm that 
was established in 2002. The West German firms are mostly established ones, only two of them 
were founded recently, in 2002/2003. Most of the firms are de-novo start-ups (two of them fam-
ily businesses in the second or third generation), while only two had been bought.  

The interviewees are mostly owner-managers, except for three cases in which managers or an 
assistant to the managing director were interviewed. The informants are mostly in their 40s and 
50s, but the cases include also a few younger entrepreneurs, particularly in the more recently 
founded businesses. Five interviewees are female, while the remaining eleven are male. All 
interviewees in business services have a university degree. A university degree is also common 
in the trade sector, especially in IT trade, whereas the food-industry informants have mostly 
higher vocational (Meister) degrees. In two cases the educational background of the interviewee 
is unknown. An overview of the studied firms and entrepreneurs is provided in Table 1 in the 
Annex, while brief histories of the firms are presented in Tables 2a and 2b.  

Inter-Firm Relationships  

Characteristics of Customer and Supplier Relations 

Customer base. As could be expected, the characteristics of markets served differ significantly 
between and even within sectors depending on the nature of the business. An overview of cus-
tomers and market characteristics is provided in Tables 3a and 3b in the Annex. With one ex-
ception (case #7), all of the interviewed firms operate almost exclusively in the domestic mar-
ket. This reflects the strong domestic orientation of German SMEs, as was also indicated by the 
survey results and previous research (Mittelstandsmonitor, 2003). The firms in the food industry 
are strongly locally bound, whereas the firms in the other sectors more often serve the domestic 
or at least regional markets at large. In business services, the firms usually serve a much smaller 
number of customers than in the other two sectors.  

Supplier base. Most case study firms have a relatively small number of suppliers (an overview 
is provided in Table 11 in the Annex). There seem to be no specific sectoral patterns, but the 
actual nature of the business appears to determine the number of suppliers. However, in the food 
industry and trade the use of both large wholesalers as well as small specialist suppliers is typi-
cal. The reason for the use of large wholesalers – many firms in fact work only with one – ap-
pears to be either convenience (case #5) or speed of deliveries, which is sometimes required by 
the customers e.g. in book trade (cases #3 and #10). In general, as the survey evidence also indi-
cated, suppliers play a far lesser role in business services than in the other two sectors. In fact 
suppliers appear to play an important role only in two business-service cases (#8 and #15), 
whereas their role seems more peripheral for the rest.  
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Regularity of customer and supplier relations. Most of the interviewed firms have predomi-
nantly regular customers (see Table 4 in the Annex). The nature of the business and to some 
extent market characteristics appear to be the main determinants of the regularity rate. For ex-
ample, in two cases – R&D engineering service (#8) and image consultancy (#13) – the entre-
preneurs indicated that they prefer to work with new, previously unknown customers because 
that way the work stays interesting and one also receives more honest feedback on the creative 
ideas than from well known customers. Such project-based customer relations are relatively 
common in business services. This partly explains the lower regularity rate of customer rela-
tions found in this sector in the survey. Although there were also business service cases where 
regular customer relations are vital (cases #12 and #15), regularity plays a more important role 
in the food industry and trade. On the other hand, supplier relations are regular across all sectors 
(see Table 12 in the Annex). In some cases the basis for regularity was convenience, while in 
some other cases better conditions and larger discounts, as well as other ‘soft’ benefits of long-
term relations, also played a role (see below for more details).   

Substitutability of current customers and suppliers. One factor affecting the role of regular cus-
tomers and suppliers is their substitutability, i.e. how easily the company could acquire an 
equivalent customer or supplier if one of the current relations were terminated. With regards to 
customers, in a few cases a number of customers were clearly more important than the rest. For 
example, for the West German provider of harbour services (case #15) ten large corporations 
generate 60 % of the total turnover, while the rest comes from approximately 150 smaller cus-
tomers. Such cases usually indicate a high dependence on these customers (see also case #5). 
Other factors determining substitutability include whether large investments are needed to gain 
new customers or during the initial phase of a new customer relationship (cases #1, #7 and #12, 
cf. the notion of asset specificity in Williamson, 1985), if there is low availability of suitable 
customers in the market (cases #5, #7, #9, #16) or intense competition (case #10). These factors 
need to be considered when analysing e.g. the governance of customer relations. However, in 
supplier relations substitutability does not appear to be a major problem. In fact only one firm 
reported a low availability of alternative equivalent suppliers. This is the West German book 
mail-order company (case #10), which is highly dependent on certain publishers which publish 
books relevant to the firm’s customers. Although there are rather a lot of these, most of them are 
concentrated on large parent companies, with which small book shops have a very asymmetric 
power position. Switching orders to wholesalers is also not a viable option, because the dis-
counts, and thus profit margins, are smaller than when ordering directly from publishers. A 
summary of information related to the substitutability of current customers and suppliers is pro-
vided in Tables 4 and 12 in the Annex.  

The role of personal relationships with customers and suppliers. A personal relationship with 
the customer seems to be valued highly across regions and sectors (see Table 6 in the Annex). 
This is also manifest in how customer relationships are maintained (Table 5). Several firms (e.g. 
cases #5, #15, #16) reported that the customer always has the same contact person in the firm. 
This indicates an important role for personal trust as opposed to inter-organisational trust in this 
context. In some cases the inter-personal relation is so important that the customers follow the 
person even if s/he changes to work for another firm (see e.g. cases #12, #15 and #16 in Table 
7b). The only firm that is extensively engaged abroad (case #7) reported relationship and trust-
building being more difficult with foreign than domestic customers. This seems to support 
Nooteboom’s (2002) notion that the transaction costs of trust-building increase as the cognitive 
distance to cross grows, which is also one of the reasons why smaller firms often are less ex-
port-oriented. The firm has also had bad experiences in Asia in this context. Also relationship 
maintenance in this case is more personal with domestic than foreign customers. In the case of 
suppliers, personal relationships are important, especially in the food industry and trade (how-
ever, most business-service firms did not provide information at all on this topic, but the survey 
data shows that they often do not have suppliers). In this context especially the sales representa-
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tives of the suppliers appear to play an important boundary spanning role (see Table 13 in the 
Annex).  

Personal relations also appeared to be a mechanism for building (personal) trust. In the case of 
the West German auditing firm (#12), which reported very intensive personal relations with 
customers, communication in the initial phase of a customer relationship is primarily face-to-
face, while most of the communication in established relations takes place by phone. This refers 
to a need to build initial personal trust and a personal relationship by using the most personal 
communication medium before switching to more impersonal ones. Another example of the 
trust-building process was provided by the East German production consultant (case #6). His 
new customer relations usually begin with small engagements involving moderate sums of 
money. Over time the projects grow larger as the customer sees that the entrepreneur is not ‘a 
mad person’, as he described it. These examples underline the importance of previous experi-
ences with the business partner as a primary trust-building mechanism, as is suggested in con-
ceptual literature (e.g. Zucker, 1986) and as was found in our survey, as well as in previous 
empirical studies (e.g. Nuissl et al., 2002).  

However, even though a personal relationship with customers and suppliers was valued highly 
in many cases, social contact with customers is very seldom. It was reported only in two West 
German cases. In one of them (#15) individual employees have sometimes become friends with 
customers and in the other one (#11) the entrepreneur co-operates informally with some suppli-
ers in the form of information and experience exchange. One East German informant (case #8) 
said that inviting business partners to social activities used to be more common in East Germany 
in the early 1990s, but nowadays it would seem ‘weird’. This refers to business relations having 
become more business only in East Germany after the first years after the unification (Koch and 
Thomas, 1997; Nuissl et al., 2002).  

Benefits of long-term customer and supplier relations. Common benefits associated with long-
term customer relations include easier problem-solving, the ability to serve the customer better 
and more efficiently, as well as good communication and mutual understanding (see Table 6 in 
the Annex for an overview). These benefits were reported by most firms across regions, sizes 
and sectors. Also trust, industry information and receiving recommendations were mentioned. 
Several firms also indicated that a major advantage of long-term regular customer relations is 
the predictability of income (cases #5, #9, #10 and #16). These firms operate either in the food 
industry or trade and invariably reported that their current customers are very difficult to re-
place. Thus, the market characteristics, as well as the current economic situation, appear to de-
termine the nature of their customer relations, at least in part. Similar benefits were also re-
ported with regards to long-term supplier relations. Also, in this context trust, the uncompli-
cated nature of transactions and industry information were mentioned. However, a particularly 
important benefit of long-term supplier relations are the better discounts and conditions for 
deals. Here the personal relationship with the contact persons sometimes plays a role.  

Customer acquisition. The most common means of customer acquisition in the survey results 
were recommendations from existing customer and suppliers, followed by word of mouth via 
family and friends. Also brochures and advertising in mass media were used by many of the 
surveyed firms. The former were interpreted as indicators of collective and personal trust, while 
the latter refer rather to institutional trust. The survey results further indicated that word of 
mouth is an especially common form of promotion and customer acquisition for East German, 
food industry and micro firms. The case studies show a general tendency in the food industry 
and trade sectors to use more ‘formal’ channels of customer acquisition, including sales reps, 
trade fairs, advertisements in mass media and direct marketing (see Tables 7a and 7b in the An-
nex for an overview). These were clearly less common in business services, which – as the sur-
vey results indicated – mostly rely on recommendations, reputation and they also often recruit 
customers in a business association or club context. Furthermore, in several cases (#1, #12, #15, 
#16) the entrepreneurs had brought customers from their previous jobs to the new firm. Al-
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though these cases are not only business services, it was the interviewees in this sector that de-
scribed it as a typical industry practice, which appears a necessity due to sensitive data within 
these relations. For example, the informant in the West German auditing firm emphasised that 
the relationship is always between the auditor and the customer as persons, not between firms.   

The role of business associations and clubs in customer acquisition is indispensable for the East 
German production consultant (case #6). The entrepreneur said that without his engagement as a 
president of the local branch of a well-known business association, he would have a serious 
credibility problem with his West German customers (all of his customers are West German). 
Moreover, he went on to generalise that business associations and business clubs are the most 
important forum of customer acquisitions for consultants and solicitors. This is yet another indi-
cator of the important role of personal trust in business services in general and consultancy in 
particular. Although recommendations and reputation also play a role in food industry and trade, 
there does not seem to be such a need for personal contact in customer recruitment as in busi-
ness services. In sum, it appears that personal trust plays a highly significant role in business 
services, while the food industry and trade also rely on collective and institutional trust. This is 
also because they seldom need to maintain such deep, long-term customer relations as in busi-
ness services.  

Criteria for choosing and/or staying with the current suppliers. Geographical vicinity was a 
rather common criterion when choosing suppliers, also across regions and sectors. The reasons 
varied from easier communication and quicker deliveries to ecological motives (shorter distance 
means less pollution by lorries) and money staying in the region. Price was seldom the primary 
criterion – mostly only when the supplies are less important for the business. Otherwise quali-
ties related to geographical vicinity and competence of the supplier seemed more important. As 
one informant put it, ‘haggling costs more time than it saves money’. Besides the advantages of 
geographical vicinity listed above, it also had a trust related dimension in a few cases. For ex-
ample, the informant at the East German brewery prefers East German suppliers to West Ger-
man ones. In her opinion East German firms are less complicated, keep their promises, help and 
improvise, while West Germans are less flexible and service oriented. Moreover, the firm has 
had more problems with West German suppliers. This appears to be consistent both with our 
collective trust category as well as with Zucker’s (1986) characteristics-based trust. Another 
similar example of collective trust was provided by the East German engineering service, which 
prefers local organisations as its know-how suppliers (highly important for the business) be-
cause the entrepreneur knows what he is getting. However, in this case the collective trust is 
also partly mixed with personal trust, as the entrepreneur knows most of the relevant suppliers 
in his area. Nevertheless, it seems that collective trust plays a more important role in supplier 
relations than it does in customer ones.  

Governance of Customer and Supplier Relations 

In the survey results, the by far most common form of regulation in customer and supplier rela-
tions was the written contract. It was very common especially in East Germany and in the busi-
ness services sector, while it played a lesser role in particular in the food industry. Although the 
case studies do not show any difference between East and West German firms, there appear to 
be differences between the sectors and even within them (see Tables 8 and 16 in the Annex). 
The food industry tends mostly towards informal regulation, regardless of whether the custom-
ers are private persons or businesses. Even the brewery (case #1), which has only wholesalers as 
customers, avoids written regulation, because the firm is ‘small and uncomplicated’ and the 
entrepreneur ‘hates contracts’. This indicates an important role for the personal preferences and 
business philosophy of the owner-manager in determining the business behaviour and strategy 
(Welter, 2003). On the other hand, the need for regulation is partly absent in this case, because a 
business association of beverage wholesalers guarantees payment even if the customer goes 
bankrupt. Thus, due to the intermediary function of the association, the risk involved in selling 
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to these customers (about 30 % of all customers are members) is minimal. A similar example 
was also provided by the West German pet shop with regards to its supplier relations (case #11). 
These examples illustrate the central role attributed to trade associations in Germany by previ-
ous research (Lane, 1997; Bachmann and Lane, 2001). The food industry firms interviewed also 
largely avoided written contracts in their supplier relations. Whereas both bakeries (cases #2 and 
#9) only sign delivery forms (these must be used due to VAT regulations), the brewery makes 
an annual contract with its malt suppliers. This is, however, an industry practice. Otherwise, the 
brewery also regulates its supplier relations informally. However, it is typical practice for the 
suppliers to check their customers’ solvency through a credit agency. Thus, the supplier rela-
tions in this particular case seem to be based on institutional trust, although written contracts are 
not used.   

As the survey results indicate, in the case studies business-service firms also mostly use written 
contracts with customers, while in trade the form of regulation depends more strongly on the 
customer base: if the firm serves mostly end consumers there is hardly a need for regulation, 
whereas written regulation seems to be the rule if the firm serves business customers. In regulat-
ing supplier relations, firms in business services are more willing to accept oral agreements. 
However, often the importance of suppliers is relatively low in this sector, while they are – 
unlike customers – usually easily substitutable. Thus the ‘stakes’ in the ‘trust bet’ (Coleman, 
1990; Sztompka, 1999) are relatively low and the firm may trust more easily because it loses 
very little if the trust is let down. Unfortunately, the information on how the trade sector firms 
regulate their supplier relations does not come out in the case studies.  

Although the written contract plays an unquestionably important role in the German business 
environment (cf. Bachmann and Lane, 2001), its role as a regulatory instrument needs to be 
questioned. As has been argued by Klein Woolthuis et al. (2002) and Nooteboom (2002), the 
written contract does not necessarily substitute, but can also complement trust. The case studies 
in fact strongly indicate a complementary role for contracts in relation to trust, both as a safe-
guard and in other functions.  

Let us first focus on the safeguard function. When contracts are used, they seldom seem to be 
the primary form of regulation. Rather, they appear to form a solid basis for the relationship, 
whereby the safeguard role surfaces virtually only in problem situations when all informal 
means have failed. The most usual informal means (defined here as means that do not include 
formal enforcement) are to send one or more reminders, after which the customer is contacted 
personally (see Table 10 in the Annex). In several cases reminders are not used, i.e. in problem 
or conflict situations the firm approaches the customer directly. Some firms continue with in-
formal means, while others turn to solicitors or collection agencies more readily. The latter 
group includes comparatively large firms, which gave a very professional impression during the 
interviews (cases #4 and #15 in particular). Most firms are reluctant to sue because of the high 
expenses, long processing times and uncertainty involved in a law suit. For some of them repu-
tation considerations also play a role (e.g. cases #5 and #6). Furthermore, some firms in busi-
ness services have more effective sanctioning tools than a law suit. These include stopping serv-
ing or advising the customer (cases #5 and #12) or using a built-in safeguard in the software 
product which enables the firm to disable the software if the customer does not pay (case #7). 
However, the fairness and competence of the judicial system was not doubted by the entrepre-
neurs and thus it may be concluded that the level of institutional trust in Germany is indeed 
high, as already proposed, for example, by Bachmann and Lane (2001).  

However, often the primary role of the contract is not safeguarding against opportunistic behav-
iour. For example, the East German production consultancy (case #6) uses simple protocol-type 
contracts which act as memory aids when reviewing the results of the service with the customer 
afterwards. This function is clearly complementary to trust, as Klein Woolthuis et al. (2002) 
proposed. In at least two cases the use of a written contract appeared to be habitual, i.e. the en-
trepreneurs could not really specify the function of the contract – it was just part of the way 
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business is conducted (cases #6 and #14). For the West German image consultant (case #13), 
the written contract is a way to make the relationship more professional and business-like. In 
cases of co-operation, many of which are with the entrepreneur’s friends, contracts also distin-
guish between business and private spheres. This function seems to refer at least partly to the 
contracts serving as a sign of commitment, which is also a function that complements trust 
(Klein Woolthuis et al., 2002). An example of the contract as a requirement of the institutional 
environment was provided by the engineering firm from East Germany (case #8), which re-
ported using written contracts without the entrepreneur himself knowing their content. The con-
tracts were described as just ‘something for the accountants and administrators’ without any 
practical relevance for the actual business. Similar practices were also reported by other firms, 
whether it is a contract, written order form or a delivery note that needs to be signed – some 
form of written documentation is often required either by the authorities or by public sector 
customers and co-operation partners, e.g. house-building associations and universities.  

The case study evidence supports the survey finding that differences in payment terms offered to 
customers are due to the sector in which the firm operates (see Table 9 in the Annex for an 
overview).2 However, the cases also show that there are intra-sectoral differences caused by the 
nature of the business and market characteristics. Cash, direct debit and sometimes also invoices 
are the most common forms of payment in the food industry and trade. An exception in the 
trade sector is the IT trade, whose payment terms are more similar to those common among 
business services, i.e. payment by invoice within 14 days or payment in instalments.  

In general, payment terms in the food industry and trade (excluding IT) seem to be more fixed, 
whereas in business services and the IT trade they are more flexible and may vary between dif-
ferent customers or customer groups. This appears to be due to the transaction object: In the 
former group the transaction object is usually a standardised product, such as bakery products or 
books. The transaction is also basically complete, when the customer has received the product. 
However, in business services and IT trade the transaction object is usually customised and it 
includes a service element which may span over a long, even indefinite, period of time. This 
interpretation is supported by an informant in an IT trade firm (case #4), who said that his firm 
has standard payment terms for ‘standard’ customers, while customers who buy more compli-
cated and customised systems also have more customised payment terms.  

The stakes involved in a transaction also seemed to determine the payment terms: the more 
money involved, the more flexible payment terms are offered. However, in one case (the craft 
firm, case #16) the entrepreneur also said that he requires payment in instalments in bigger pro-
jects in order to control how the customer pays his/her bills before completing the project. An 
exception to this rule is one customer with whom the firm has worked for over ten years. With 
this particular customer even written documents are omitted, because of ‘high trust’. Further-
more, one informant in business services (case #8) also explicitly said that he demands more 
money in the early phase of a project from new customers, whereas everything is handled ‘very 
informally’ with known customers. Also, both IT trade firms (cases #4 and #5) reported grant-
ing more flexibility to known customers. Thus, it appears that besides the transaction object and 
the stakes involved, personal trust also plays an important role in determining payment terms, 
especially in business services and the IT trade, where the transaction object is usually complex 
and long-term and the stakes are relatively high.  

Co-operation 

The case studies illustrate in more detail the survey results that the most common forms of co-
operation across regions and sectors are the informal ones, in particular the exchange of infor-

                                                      
2 Unfortunately, there is only a limited amount of information concerning payment terms in supplier relations in the 
cases studies (see Table 17 in the Annex).  
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mation and experience (see Table 19 in the Annex). An interesting example of the importance of 
this type of cooperation was provided by the West German pet shop (case #11). This firm had 
participated in an organised experience exchange group, which had been facilitated by an exter-
nal consultant. With the help of the facilitator, who basically acted as a trust intermediary, the 
information exchange in the group was very open and the relevant financial figures were also 
revealed to the other participants. Moreover, each participant had to sign a contract that acted as 
a formal safeguard against the misuse of information shared in the meetings. Although this par-
ticular cooperation forum was clearly based on institutional trust, in all other cases this kind of 
cooperation was regulated informally and thus based on personal and collective trust (see Table 
22 in the Annex).  

Other areas of cooperation that were mentioned in the case studies include sales, distribution, 
joint projects, customer acquisition, joint training for the staff and different services such as 
designing or computer programming. Most often co-operation is based on personal trust: 
Sometimes the entrepreneur had previously worked for the co-operation partner (cases #1 and 
#3), sometimes the partners are friends or otherwise known from a social context (e.g. cases #3, 
#13 and #14). Personal trust gets mixed with collective trust in the cases where the partner is 
known from networking in the industry, either by reputation or recommendations (cases #7 and 
#15) or from a business association context (cases #9, #15 and #16). There is also evidence of 
‘pure’ collective trust in the case of the West German harbour-service provider (case #15). This 
firm also approaches potential co-operation partners by choosing them from the members of the 
business association specialising in the particular industry. Institutional trust seemed to serve as 
the primary basis for co-operation only in two cases. One was the organised information and 
experience exchange group discussed above, the other one the distribution partnerships of the 
East German IT trader (case #4). The distributors serve the firm’s customers on location and are 
also sometimes entrusted with the implementation of smaller projects. The firm chooses the 
distributors based on criteria such as size and experience. Some of the distributors are found 
coincidentally, while some apply directly to the firm. The relationships with the distributors are 
regulated through a detailed written contract. However, if problems emerge the usual procedure 
for the firm is to terminate the relationship and replace the partner.  

With one exception (case #5), co-operation was always rated as ‘important’ or ‘very important’ 
(see Table 20 in the Annex). However, based on indirect questions, the number of firms for 
which co-operations appear really essential becomes fewer. One of them is the East German IT 
trader, whose co-operation was discussed above. Another one is the East German book shop 
(case #3), whose most important cooperation is with local theatres. The entrepreneur is allowed 
to sell his books in the lobby in the evening and these sales may actually exceed the sales made 
in the shop during the whole day. This co-operation has emerged through old contacts and are 
regulated informally based on personal trust. Also, the East German software design firm (case 
#7) is involved in important co-operation with other similar firms (not yet direct competitors!), 
which enable both partners to combine their size and thus compete against large enterprises 
which dominate the market. The partners are chosen using networks. The informant said that he 
knows most firms in the industry, which allows him to assess with whom he can co-operate on a 
personal basis. Inter-personal chemistry is for him an important criterion in successful co-
operation (cf. similar results in Nuissl et al., 2002). This co-operation is regulated with a written 
contract, mainly because the customer relations (the objects of co-operative projects) are also 
regulated in writing. However, the co-operation as such appeared to be based on personal rather 
than institutional trust.  

For the West German auditing service (case #12) the co-operation that emerges out of the mem-
bership of an international network of auditing firms is indispensable, because more than half of 
the firm’s customers are acquired this way. The membership is regulated through a written con-
tract, which also sets a number of minimum standards that the member firms should meet. The 
co-operation is however regulated informally. Despite the minimum standards the service qual-
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ity nevertheless varies a lot between network members. Therefore, the entrepreneur co-operates 
only with firms that he knows personally, and he would only recommend such firms to other 
people. Thus his involvement in co-operation appears to be purely based on personal trust.  

Lastly, the West German image consultant (case #13) needs additional know-how from free-
lance co-operation partners, because she cannot complete projects on her own. Many of her 
partners are friends, but there are also many that she has met in different occasions, e.g. at the 
university or even in the street. She ‘definitely’ regulates co-operation in writing. The role of the 
written contract is to make the relationship more business-like and to distinguish between the 
roles as co-operation partners and friends. Therefore, as discussed in the case of customer and 
supplier relations, the contracts appear to be complements to trust rather than substitutes for it.   

Our cases also illustrate another trend in co-operating, which might have implications for the 
role of trust in these relations, i.e., the overall trend towards offering integrated business solu-
tions. Among a sample of American SMEs, Brush and Chaganti (1996) found pronounced dif-
ferences in co-operation behaviour between technology-based SMEs and ‘traditional’ enter-
prises. This is partly explained by the general structural change in market economies, which 
forces more and more enterprises, especially in business services and in knowledge-intensive 
fields in manufacturing, to search for market niches (cf. Welter, 2003 and Schulte, 1999 for 
similar case evidence). One way of doing this refers to case-by-case co-operation. In this con-
text, evidence from our case studies shows that mainly personal and collective trust play the 
decisive role in choosing partners. 

To sum up, personal trust appears to be essential in inter-firm co-operation. Very often per-
sonal trust also appears to be the basis for the emergence of co-operation. However, sometimes 
also collective trust, manifest in business associations, plays a complementary role. In particu-
lar, it provides a basis for people to get to know each other and based on this knowledge (and 
personal trust associated with it) co-operation may emerge. Co-operation appeared to be based 
primarily on institutional trust in only two cases, where co-operation with previously unknown 
partners was unavoidable, either due to commercial arguments (case #4) or for the success of 
the cooperation (case #11).   

Relationships with third party intermediaries 

Third parties other than chambers and business associations. According to the survey results, 
the most common sources of assistance and advice in general business problems are regular 
business partners as well as chambers and business associations. At the start-up phase, help was 
most commonly received from regular business partners or family, followed by consultants and 
employees. In general, micro enterprises, as well as those in the food industry, tended more 
towards ‘informal sources’, and regular business partners played a more important role for East 
German businesses.  

In the case studies, the most common third parties used on a more or less regular basis are tax 
accountants, which are used by almost all firms (see Table 23 in the Annex). The common rea-
son for this appears to be the complicated German tax system. Also, solicitors are used by many 
firms across regions and sectors, although they are usually only used to process law suits with 
business partners, which were few and thus the services of solicitors were seldom needed.  

Consultants are used rather seldom (see also Bennett and Robson, 1999 for similar results in the 
UK context). Only the West German pet shop (case #11) used a consultant (chosen as a result of 
recommendations and reputation) on a regular basis to review the firm’s business development. 
This seemed to have become somewhat habitual, because the same consultant has been used for 
over 15 years to conduct this review. Instead of consultants, consultancy was often provided by 
tax accountants, if such advice was needed in the first place. As the informant from the West 
German auditing firm (case #12) said, businesses need to reach a certain size before they gener-
ate demand for consultancy services. However, one East German firm (#5) explicitly said that 
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he does not want to engage a consultant because he thinks it would just cause problems. In his 
opinion consultants are not really interested in small firms; they only want to make some quick 
money. Also Bennett and Robson (1999) found that consultants did not seem to enjoy the same 
kind of institutional trust as accountants, solicitors and banks. The latter, the authors argue, en-
joy institutional trust resulting from professional self-regulation. Nevertheless, the common use 
of tax accountants and solicitors seems to be yet another piece of evidence referring to a high 
level of institutional trust in Germany.  

The role of family and friends seemed to be particularly pronounced at the start-up phase. As 
the survey results suggest, micro firms appear to turn to family members and friends more 
commonly than small firms. In fact only those (micro) firms that had been established recently 
(cases #3, #13, #14 and #16) reported having received help from family and friends. One entre-
preneur (case #3) said explicitly that he chose to found his firm in Dresden primarily because of 
the proximity of family, friends and other old contacts. Other sources of support and advice at 
the start-up phase were banks (cases #1 and #5), chambers (see below) and business support 
agencies (cases #1, #3 and #14).  

Chambers and business associations. Our survey evidence shows that entrepreneurs attach only 
moderate importance to their memberships in business associations and chambers. However, 
almost every firm that was interviewed in the case studies belongs to one or more business as-
sociations, and many are also members of the Chamber of Commerce and Industry or the 
Chamber of Crafts (obligatory membership). Similarly to the survey results, the case studies 
indicate that business associations and especially chambers are more important in the food in-
dustry than in the other two sectors (see Tables 25a and 25b in the Annex). The importance of 
chambers is manifest in particular in the apprenticeship system, which plays a significant role in 
the food industry, thus reflecting the crafts background of many firms in this sector. Besides 
administering the apprenticeship system, the chamber provides services such as information 
about laws and regulations and legal counselling. However, the interviewed firms seemed to 
attach only a small or moderate value to these services. Some even said that their only contact to 
the chamber is when they pay their annual membership fee, while one interviewee thinks that 
chambers and business associations in general are ‘medieval’, ‘over-bureaucratised’ and ‘dis-
pensable’ (case #4). Another entrepreneur, in the crafts sector (case #16), recognised the impor-
tant role played by the chambers, but thought that the service provided currently is not propor-
tional to the annual membership fee.  

Although business associations fulfilled different functions, from protecting the recipe and 
brand of a bakery product (case #2) to setting informal standards in the export packaging indus-
try (case #15), the most important function performed by these organisations from the perspec-
tive of the entrepreneurs interviewed is clearly to provide a forum for networking. Although the 
aforementioned ‘secondary’ functions are important in the respective cases and do indicate col-
lective trust, it appears that most entrepreneurs use the initial collective trust provided by the 
association membership to build personal trust through networking in the association context. 
The interviewee who is also the president of the local branch of a well-known business associa-
tion (case #6) said that his members are willing to pay high membership fees for the sole benefit 
of getting to know other entrepreneurs. This not only underlines the importance of personal trust 
in business relationships, but also indicates an important role for collective trust as a basis for 
building personal trust. However, the interviewed entrepreneurs seldom perceived business as-
sociations as rule or norm-setters – a role which was emphasised e.g. by Lane (1997). Rather, 
these (informal) rules seem to play a more tacit role and facilitate collective trust, which enables 
the associations to function as forums for networking among SMEs.  



 Entrepreneurial strategies and trust. Part 2: East and West Germany 53 

Intra-Firm Relationships 

Seven of the case study firms have partners (see Table 26 in the Annex). In one case, one of the 
three partners only deals with finance (case #5); in another one, the partners are other firms that 
are not directly involved in operative management, but only in major strategic decisions (case 
#15). In all other cases the partners also work for the firm. The usual division of responsibilities 
between the partners appears to be rather equal, as it is based on specific customer accounts or 
managerial functions. Often the partners knew each other from the past, e.g. by having been 
work colleagues (case #4) or having known each other from a social context (case #14). In an-
other case, the reputation of the firm had attracted further partners (case #12). However, to sum 
up, personal trust appears to play an important role in choosing partners.  

Formal control mechanisms appeared to be rather uncommon in the studied enterprises (see 
Table 27 in the Annex). A few larger firms applied working-time control systems, while another 
few firms used control sheets and performance statistics. However, often the latter were used to 
administer customer accounts (e.g. adjust prices to costs) rather than to control the employees 
per se. There are two exceptions: two East German firms (cases #5 and #8) used performance-
based remuneration, thus providing an extrinsic motive for increased effectiveness (see e.g. 
Bénabou and Tirole, 2003). One of these firms, the engineering service (case #8), reported this 
system having received a mixed response from the employees. Although the entrepreneur em-
phasised an informal organisation culture in his firm, one employee had gone to a solicitor 
without consulting the entrepreneur first and sued him for unfair treatment regarding the per-
formance-based salary system. This is probably the most vivid example of contradictory evi-
dence regarding an informal organisation culture, which was reported by most interviewees, 
although one needs to take into account that we only interviewed one side, i.e. the entrepreneur.  

Furthermore, most entrepreneurs said that they trust their employees. However, in the context of 
decision-making it appears necessary to make a distinction between trust in the sense of non-
opportunistic behaviour and competence trust (cf. Sako, 1992; Nooteboom, 2002). Although 
small technical decisions related to individual customer accounts are delegated, more important 
decisions are virtually always taken by the partners or the owner-manager (sometimes with help 
of an accountant or family and friends). The employees are, if at all, involved in a consulting 
role. This applies across regions, sizes and sectors. One entrepreneur (case #11) explicitly said 
that she also controls the decisions made by employees because she has more experience. This 
clearly indicates that the lack of trust concerns competence – there were no clear indicators that 
the entrepreneurs would expect the employees to behave opportunistically if given more respon-
sibility.  

Regulation and the Business Environment 

As said before, previous studies indicate that the German environment is highly regulated and 
has a strong institutional order, implying a high level of institutional trust (Bachmann, 2001; 
Bachmann and Lane, 2001). In this context it is interesting to examine to what extent entrepre-
neurs trust regulations and the authorities which implement them. In general, it appears that the 
firms involved in business services in our case studies have little contact to the authorities other 
than the inland revenue, while, not surprisingly, the food industry representatives have compara-
tively the most interaction with the authorities, including municipal authorities and ones con-
cerned with hygiene regulations (see Tables 28a and 28b in the Annex). A few firms have also 
had experiences with business support agencies and, depending on the specific type of business, 
also with other authorities such as veterinary officials or the Employers’ Liability Insurance 
Association.  

Although the opinions on the fairness of and general treatment received from authorities varied, 
virtually all interviewees complained about over-bureaucratisation and/or overly ‘petty’ imple-
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mentation of regulations by authorities. This is manifest in particular in the excessive amounts 
of paperwork and long processing times. Moreover, non-transparent laws and regulations – es-
pecially concerning taxation – seem to be a problem. In addition, one entrepreneur who has 
started her business recently (case #14) would have liked there to be one contact person to act as 
a node to all other authorities relevant in the start-up process. These results are parallel to those 
in previous studies, e.g. the Global Entrepreneurship Monitor (Sternberg and Bergmann, 2003).  

Most entrepreneurs think that the authorities are fair in general, although many also said that the 
treatment received depends on the official. As one entrepreneur put it (case #14), some officials 
try to help while many just do their routine tasks and show little interest. There was, however, 
one East German entrepreneur who had a very negative opinion on authorities that goes beyond 
over-bureaucratisation (case #6). He went so far as to say that authorities treat small firms badly 
and unfairly, degrade them and even lie to them. This entrepreneur had had his own bad experi-
ences with authorities, which might be reflected in his opinion (see e.g. Alesina and La Ferrara, 
2000, for more details on how personal bad experiences affect trust). Other than these two cases, 
the opinions of East and West German entrepreneurs did not seem to differ. There were entre-
preneurs in both regions who reported having had no problems or even positive experiences 
with authorities. Similarly, interviewees in both regions also provided examples of (negative) 
experiences with authorities (see Table 29 in the Annex). Thus, our results do not support the 
arguments in the literature concerning lesser trust in public institutions in East Germany (cf. 
Grix, 1999; Meier, 1996).  

Perception of the Domestic Trust Environment 

The East German entrepreneurs seem to have no problems in trusting their business partners 
and fellow entrepreneurs, although some of them expressed a lack of trust in solicitors and con-
sultants (cases #4 and #5, see Table 30a in the Annex). Many of their comments referred to a 
relatively high level of collective trust either locally or even among East Germans in general 
(cases #1 and #8). One entrepreneur (case #8) said that East Germans trust each other as ‘like-
minded companions of suffering’ – they have a common background, pessimistic expectations 
regarding the future and people think trusting each other is necessary for survival. This particu-
lar entrepreneur described trusting people as his personal business philosophy, which he contin-
ues to maintain even though his trust has been let down with the result of almost ruining his 
business. On the other hand, except for two entrepreneurs (cases #15 and #16) the West German 
informants appeared more wary about trusting. They said e.g. that ‘people tend to trust each 
other too easily’ (case #11), ‘one can trust people less and less these days’ (case #12), ‘trust is 
good, but sometimes control is better’ (case #13) and ‘one has to know the people for a longer 
time to know when they are being serious’ (case #14).  

Although the entrepreneurs interviewed had had both positive and negative experiences with 
authorities, virtually all of them seemed to be concerned about the over-bureaucratisation (see 
Table 30b in the Annex). However, in general the authorities were perceived to be fair (except 
for case #6 in which the entrepreneur said that he has ‘absolutely no trust at all’ in authorities, 
see also above). Where the entrepreneurs had in their opinion been mistreated, it had been due 
to the regulations, not the officials. On the other hand, many entrepreneurs thought that large 
businesses receive preferential treatment and that the authorities and politicians have little inter-
est in SMEs.  

Three companies (cases #1, #5 and #15) reported positive experiences with banks (at the start-
up stage), while two firms (cases #4 and #11) reported negative experiences. The latter con-
cerned being ‘laughed out’ by the bank when trying to get a start-up credit (in 1990 in East 
Germany, case #4) and changing banks due to increased bureaucracy (case #11). Other compa-
nies did not report direct experiences, but expressed a general opinion that banks treat large 
businesses preferentially and that it is difficult for a small firm to get a bank credit. Further-
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more, in East Germany the entrepreneurs said that the situation has become much more difficult 
since the ‘post-unification euphoria’ of the early 1990s. One entrepreneur, who knows bank 
managers personally (case #6), said that banks have had to become more careful and critical 
since they lost a lot of money with the start-ups of the early 1990s in East Germany. Thus, it is 
difficult for all small firms to get a bank credit. Probably, therefore, two East German entrepre-
neurs (cases #3 and #4) said that they do not trust banks or trust them only with a detailed writ-
ten contract.  

Synthesis 

This paper described and analysed the results of an empirical study on the role of trust in entre-
preneurial behaviour in East and West Germany. The study comprised a standardised survey of 
197 small businesses and 16 case studies. The main focus of the investigation was on different 
trust environments related to region (East and West Germany), enterprise size (micro and small 
businesses) and sector (food industry, trade and business services). These were analysed in 
terms of three different forms of trust – personal, collective and institutional. The central issues 
included inter-firm relations, relations within the firm, as well as the business environment, 
consisting of, for example, social networks, authorities and business associations and chambers.  

As proposed in previous studies (e.g. Lane, 1997; Bachmann, 2001), our results also indicate 
that institutional trust plays an important role in inter-firm relations in both East and West Ger-
many. This was particularly apparent in the high frequency of written contracts as a form of 
regulation in customer, supplier and other co-operative inter-firm relations. Not surprisingly, 
micro businesses regulate more informally than small firms due to their more limited resource 
base and more informal way of conducting business in general (cf. Lyons, 1994; Schumacher 
and Moyle, 2001). Although East German firms tend towards formal regulation more often than 
West German businesses, the form of regulation appears to be determined by sectoral and mar-
ket characteristics rather than those for the region per se. Furthermore, instead of being the 
dominant form of trust, institutional trust appears to be the basis on which personal and collec-
tive trust are built. The written contract is not always primarily a safeguard, but often it is a re-
quirement of the German institutional environment (e.g. accounting regulations), a habit or even 
a complement to personal trust (e.g. when it serves as a memory aid or a sign of commitment). 
While the contract may be enforced through courts as a last resort when all informal means to 
solve the business conflict have failed, the actual trust in the relationship is personal or collec-
tive in nature. This is evident in our results where the ‘trust cues’3 related to personal and collec-
tive trust are most frequently used in selecting business partners, choosing the form of regula-
tion and marketing products or services.  

With regards to intra-firm relations, most entrepreneurs reported having high trust in their man-
agers and employees. However, the case study evidence questions the extent of this trust. In fact 
the responsibilities of managers and employees were often restricted to certain areas of the busi-
ness, while the most important decisions were made either by or in agreement with the owner-
manager(s). Furthermore, in recruiting new employees, ‘formal’ criteria such as education and 
professional experience were mentioned by most respondents, but it is noteworthy that also 
‘informal’ criteria such as recommendations and personal knowledge of the prospective em-
ployee played a role for clearly more than half of the surveyed firms.  

The questions concerning the business environment focused on four main issues: financial envi-
ronment, sources of assistance and advice, the start-up phase and the general attitude towards 
regulations and authorities. Although East German entrepreneurs especially evaluated their fi-

                                                      
3 A trust cue in this context refers to a piece of information relevant to the actor’s decision whether or not to trust an 
individual or organisation. 
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nancial environment negatively, access to capital in general did not appear to be restricted for 
the surveyed enterprises. Most firms had received bank credits, although for micro firms espe-
cially credits from family also played an important role. Interestingly, most entrepreneurs had to 
provide collaterals regardless of the credit source, which on the other hand determined the level 
of collateral. However, trust also appeared to play a role in determining the level of collateral in 
bank credits, which also indicates a role for personal trust in small firm-bank relationships.  

The most common sources of assistance and advice included both those related to institutional 
trust (business associations and chambers, consultants) and those related to personal trust (regu-
lar business partners, family and friends). The case study results indicate that these sources tend 
to be different according to the stage of business development. Thus, micro businesses rely 
more on known, informal sources, while the use of ‘anonymous’ sources, such as consultants, 
increases as the business grows. This is in accordance with the typical ‘strategic’ behaviour of 
business founders (cf. Welter, 2003). The main constraints experienced by the firms surveyed at 
the start-up stage were most often related to the prevailing macroeconomic conditions and the 
heavily regulated business environment in Germany. Although East German entrepreneurs 
showed a more negative attitude towards authorities and regulations, this evaluation was usu-
ally based on the number and opaqueness of regulations, while the fairness and integrity of the 
officials implementing these regulations was not questioned.  

So far the most important findings of the empirical study have been summarised. Next, we raise 
the question concerning the implications of these findings on the current state of knowledge 
about trust. The following addresses selected central questions related to trust research in gen-
eral, and research focusing on the role of trust in entrepreneurial behaviour in particular.  

How does trust develop? This refers to the extent of knowledge an entrepreneur needs of the 
other person in order to develop trust. The institutional environment might well play a decisive 
role insofar, as personal and collective trust might develop quicker in certain environments 
(such as business associations), whilst naturally institutional trust develops slower in fragile 
environments. Evidence from our case studies demonstrates that personal trust in business part-
ners is often linked (not surprisingly) to long-standing relationships. Mutual experiences gained 
in dealing with each other is one of the key factors in developing trust. People have come to 
know each other, although there is no conclusive evidence which allows us to determine how 
much knowledge over how long a period is needed to establish trust in business relations (cf. 
Offe, 2001: 262).  

How do entrepreneurs know that they might profit from this relationship, i.e., that they might 
trust the other party? The criteria used in selecting business partners clearly refer to collective 
trust, especially in those cases where entrepreneurs have not dealt with the business partner 
before. Collective trust is based on group behaviour in a wider sense. Shared norms and experi-
ences (which are obvious in one entrepreneur’s statement of East German entrepreneurs as 
“like-minded fellows in suffering”), as well as mutual business conventions, play an important 
role. This includes the reputation of the partner or recommendations from joint business col-
leagues. Personal trust is employed in some cases, based on initial (personal) knowledge about 
the partner, i.e., the entrepreneur uses his knowledge about the partner’s competencies in select-
ing new business partners.  

However, the borders between personal and collective trust remain blurred. For example, there 
might be personal trust when someone relies mainly on informal information channels in select-
ing business partners. But this also indicates collective trust, especially where this selection is 
not based on personal knowledge, but on third party recommendations or the new partner’s 
reputation. Whether it is personal or collective trust, entrepreneurs implicitly appear to know or 
assume that the partner/friend will not behave in a way detrimental to the relationship, even 
when there are no written or explicit rules set out. This backs up Bachmann’s observations that 
trustors could hardly quantify the chance of a possible betrayal, although contrary to his conclu-
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sion, but similar to the findings by Nuissl et al. (2002), entrepreneurs in our survey and case 
studies seem to know “what it is that may make his business partner appear to be trustworthy” 
(Bachmann, 2001: 357).  

Do forms of trust change during the life-cycle of the business? Our empirical evidence seems to 
confirm that there is a shift from personal towards institutional trust. However, this does not 
imply that collective or institutional trust substitutes personal trust, but merely that personal 
trust plays a lesser role in business relationships as the business develops and grows. Over time, 
entrepreneurs gain a better knowledge of their business environment and they also come to 
know their own support needs, all of which might contribute to the replacement of informal 
sources of assistance.  

In which cases can we talk about trust and in which ones about a ‘calculated risk’ (Williamson, 
1993)? Moreover, how do we distinguish between a calculated risk which entrepreneurs can 
explicitly identify in their actions and talk about, and (different forms of) trust, which may un-
consciously influence entrepreneur’s behaviour, especially where trust is based on tacit knowl-
edge about both business colleagues and the general business environment? Here, Bachmann 
(2001: 346) draws attention to the fact, that the new institutionalism in sociology “explains the 
functioning of social institutions by the more subtle processes which control the patterns of so-
cial interactions. The fact that the institutional influences on individuals’ and organizations’ 
interactions are often withdrawn from their consciousness is actually viewed (…) as the central 
precondition of institutions being able properly to fulfil their function of stabilizing social ac-
tors’ mutual expectations and patterns of interaction.” 

Looking at our empirical results, the distinction between trust and calculated risks is blurred. 
Trust in business relationships occurs when the person trusting is convinced that this is the best 
(i.e., least costly) way of acting. In this context, trust is a calculated risk and not “some sort of 
belief in the goodwill of the other.” (Seligman, 1997: 43). This is apparent in our IT-firms and 
IT-based business services, where entrepreneurs may regulate their business relations infor-
mally, but they (can) resort to product-specific safeguards or sanctions if customers do not pay. 
Thus, trust of their business partners would be a calculated risk. It might also be apparent in 
micro firms, which regulate more informally. This appears to be consistent with previous re-
search on how the size of a business affects regulating behaviour. In further cases, we need to 
pay attention to the extent the limited resource base in micro firms (the liability of smallness) is 
substituted or complemented by taking ‘calculated risks’ within business relationships. Calcu-
lated risks even apply to intra-firm relationships, where entrepreneurs claim to trust their em-
ployees, emphasising an informal working climate, but on the other hand they ‘merely’ delegate 
operational tasks or install safeguards through regular meetings. 

Does trust substitute or complement the institutional framework in Germany? Not surprisingly, 
it fulfils both roles. Our evidence shows business relationships which are not exclusively gov-
erned by formal regulations, but where trust-based transactions play an important role as well. 
The survey results indicate that most companies use written contracts, thus implicitly relying on 
institutional trust. On the other hand, evidence from our case studies illustrates that personal 
understanding often plays an important role in developing good relationships with customers, 
which would indicate personal trust. Case study results also show that a high share of written 
agreements does not imply a low(er) level of personal (inter-firm) trust. Written agreements are 
used because they are a requirement of the institutional environment in Germany: they are 
needed because of bookkeeping and internal revenue regulations. They may also complement 
trust, e.g. by serving as a memory aid, and they often also appear to be habitual, which is evi-
dent when the entrepreneur cannot explain why a contract is drawn up. Further, contracts might 
be omitted in price-regulated transactions such as simple sales in retail shops (unless we classify 
sales receipts as written agreements).  
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All this reinforces the earlier suggestion that we need to consider both ways in which trust inter-
acts with the formal institutional framework in order to determine its impact on entrepreneurial 
behaviour (Welter, 2002b). It also refers to the fact that entrepreneurial behaviour is deeply 
embedded in the respective institutional environment. Here, it is institutional trust, which allows 
for the use of ‘anonymous’ sources in business relationships (such as new partners), because 
there are legal safeguards and sanctions in case the relationship fails. In this context, the Ger-
man environment is one where institutions are established and mainly (should) function well. 
However, the negative experiences and evaluations from East German entrepreneurs question 
the overall dominance of institutional trust for German entrepreneurs as observed by Bachmann 
(2001: 354). Additionally, the question arises to what extent unpleasant experiences of business 
colleagues (as reported in some of the case studies) contribute to this overall worse image of the 
institutional and domestic trust environment. This attitude poses a problem, as institutional trust 
can only work as long as entrepreneurs accept institutions as the normative guiding principles 
for business behaviour (cf. Offe, 2001: 283). 

The central methodological implication of our study concerns the restricted dynamic nature of 
cross-sectional research designs. Although several case studies add insights into the evolution-
ary nature of trust, the case studies as a whole also show the limits of the cross-sectional design. 
Ideally, the case studies and the survey should be repeated over time in order to capture the evo-
lution of trust in different phases of trust relations and business development. Thus future re-
search should strive for longitudinal research designs.  
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Annex: Case Studies 

Due to time restrictions some issues had to be omitted in each interview. Please note that a hyphen (‘-‘) 
indicates that there is no information on this issue in the respective case study. If there is no information 
to any of the entries in a table, the case has been left out completely. However, if for example a firm has 
no co-operations, then the first respective entry says ‘No co-operations’, while the case has been omitted 
in all further entries related to co-operations. 

Table 1: Overview of the cases 

# 
Fi

rm
 

Se
ct

or
 

Si
ze

 (#
) 

Fo
un

de
d1

In
te

rv
ie

w
ee

 
B

us
in

es
s 

co
nc

ep
t a

nd
 p

ro
du

ct
 

E
as

t G
er

m
an

y 

1
B

re
w

er
y 

Fo
od

 
Sm

al
l (

20
) 

19
99

 

(1
84

6)
 

A
ss

is
ta

nt
 to

 th
e 

m
an

ag
in

g 
di

re
ct

or
, f

em
al

e 
in

 h
er

 4
0s

Pr
od

uc
tio

n 
an

d 
sa

le
 o

f 
dr

au
gh

t 
an

d 
bo

ttl
ed

 b
ee

rs
. 

Sp
ec

ia
lty

 a
nd

 t
he

 

hi
gh

es
t g

ro
w

in
g 

pr
od

uc
t i

s p
or

te
r, 

br
ew

ed
 b

y 
fe

w
 o

th
er

s i
n 

G
er

m
an

y.
  

2
B

ak
er

y 
Fo

od
 

Sm
al

l (
12

) 
19

82
 

(1
92

1)
 

O
w

ne
r-

m
an

ag
er

, 
fe

m
al

e 
in

 
he

r 
50

s, 
hi

gh
er

 

vo
ca

tio
na

l d
eg

re
e 

(M
ei

st
er

) 

Pr
od

uc
tio

n 
an

d 
sa

le
 o

f 
ba

ke
ry

 p
ro

du
ct

s 
to

 e
nd

 c
on

su
m

er
s 

in
cl

. 

re
gi

on
al

 s
pe

ci
al

ty
 “

D
re

sd
ne

r 
C

hr
is

te
ns

to
lle

n”
 s

ol
d 

al
l 

ov
er

 G
er

m
an

y 

an
d 

ab
ro

ad
 

3
B

oo
k 

sh
op

 
Tr

ad
e 

M
ic

ro
 (1

) 
20

02
 

(D
ec

)

Pr
op

rie
to

r, 
m

al
e 

42
 

yr
s, 

un
iv

er
si

ty
 

de
gr

ee
 

in
 

Jo
ur

na
lis

m
 

B
oo

k 
sh

op
 s

pe
ci

al
is

ed
 in

 s
op

hi
st

ic
at

ed
 li

te
ra

tu
re

 o
n 

ph
ot

og
ra

ph
y 

an
d 

er
ot

ic
a 

 

4
IT

 tr
ad

e 
&

 o
w

n 
so

ftw
ar

e 
Tr

ad
e 

Sm
al

l (
25

) 
19

90
 

M
an

ag
in

g 
di

re
ct

or
 (

co
-o

w
ne

r)
, 

m
al

e 
in

 h
is

 5
0s

, 

un
iv

er
si

ty
 d

eg
re

e 

C
om

pu
te

r 
an

d 
of

fic
e 

te
ch

no
lo

gy
 s

ol
ut

io
ns

 i
nc

l. 
m

ai
nt

en
an

ce
 a

nd
 

le
as

in
g;

 o
w

n 
so

ftw
ar

e 
pr

od
uc

t (
in

ex
pe

ns
iv

e 
al

te
rn

at
iv

e 
to

 S
A

P)
 

5
IT

 tr
ad

e 
Tr

ad
e 

Sm
al

l (
10

) 
19

90
 

M
an

ag
in

g 
di

re
ct

or
 (

co
-o

w
ne

r)
, 

m
al

e 
in

 h
is

 5
0s

, 

un
iv

er
si

ty
 d

eg
re

e 

H
ar

dw
ar

e 
an

d 
bu

si
ne

ss
/o

ffi
ce

 
so

ftw
ar

e 
to

 
ot

he
r 

co
m

pa
ni

es
 

in
cl

. 

in
st

al
la

tio
n,

 c
on

su
lti

ng
, t

ra
in

in
g 

an
d 

m
ai

nt
en

an
ce

 s
er

vi
ce

s  

6
Pr

od
uc

tio
n 

co
ns

ul
ta

nc
y 

Se
rv

ic
es

 
M

ic
ro

 (1
) 

19
90

 
Pr

op
rie

to
r, 

m
al

e 
in

 h
is

 5
0s

, 
ho

no
ra

ry
 p

ro
fe

ss
or

, 

pr
es

id
en

t o
f a

 b
us

in
es

s a
ss

oc
ia

tio
n 

(W
irt

sc
ha

fts
ra

t) 

M
an

ag
em

en
t 

co
ns

ul
tin

g,
 

es
pe

ci
al

ly
 

pr
od

uc
tio

n 
/ 

op
er

at
io

ns
 

m
an

ag
em

en
t. 

 

7
So

ftw
ar

e 
de

si
gn

 
Se

rv
ic

es
 

Sm
al

l (
15

) 
19

95
 

M
ar

ke
tin

g 
m

an
ag

er
 (

si
nc

e 
19

99
), 

m
al

e 
in

 h
is

 3
0s

, 

un
iv

er
si

ty
 d

eg
re

e 

So
ftw

ar
e 

de
si

gn
 f

or
 c

om
pa

ni
es

 i
n 

th
e 

co
m

pu
te

r/h
ig

h-
te

ch
 i

nd
us

try
 

in
cl

. c
on

su
lti

ng
, t

ra
in

in
g 

an
d 

m
ai

nt
en

an
ce

.  

8
En

gi
ne

er
in

g 
se

rv
ic

e 
Se

rv
ic

es
 

Sm
al

l (
15

) 
19

90
 

M
an

ag
in

g 
di

re
ct

or
 (c

o-
ow

ne
r)

, m
al

e 
in

 h
is

 5
0s

, P
hD

 

in
 E

ng
in

ee
rin

g 

In
no

va
tio

n 
co

ns
ul

tin
g 

in
cl

. d
ev

el
op

in
g 

id
ea

s, 
pl

an
ni

ng
 th

ei
r 

te
ch

ni
ca

l 

re
al

is
at

io
n 

an
d 

ac
qu

iri
ng

 fi
na

nc
in

g 
fr

om
 b

us
in

es
s s

up
po

rt 
ag

en
ci

es
.  

W
es

t G
er

m
an

y 

9
Ec

o-
ba

ke
ry

 
Fo

od
 

Sm
al

l (
18

) 
19

89
 

O
w

ne
r-

m
an

ag
er

, m
al

e 
in

 h
is

 4
0s

, h
ig

he
r 

vo
ca

tio
na

l 

de
gr

ee
 (M

ei
st

er
) 

Pr
od

uc
tio

n 
an

d 
sa

le
 o

f 
ec

ol
og

ic
al

 (
id

eo
lo

gy
 v

er
y 

im
po

rta
nt

) 
ba

ke
ry

 

pr
od

uc
ts

 to
 e

nd
 c

on
su

m
er

s a
nd

 re
ta

ile
rs

.  

10
B

oo
k 

m
ai

l-o
rd

er
 

Tr
ad

e 
M

ic
ro

 (5
) 

la
te

 1
96

0s
O

w
ne

r-
m

an
ag

er
 (

si
nc

e 
ve

ry
 r

ec
en

tly
 a

fte
r 

hu
sb

an
d 

di
ed

), 
fe

m
al

e 
in

 h
er

 4
0s

 

M
ai

l-o
rd

er
 fo

r b
oo

ks
 sp

ec
ia

lis
ed

 in
 c

er
ta

in
 a

re
as

 o
f m

ed
ic

in
e.

  

11
Pe

t s
ho

p 
Tr

ad
e 

Sm
al

l (
10

) 
19

80
 

(1
96

9)
 

O
w

ne
r-

m
an

ag
er

, 
fe

m
al

e 
in

 
he

r 
40

s, 
vo

ca
tio

na
l 

de
gr

ee
 (A

us
bi

ld
un

g)
 

Sa
le

 o
f s

m
al

l p
et

s a
nd

 p
et

-r
el

at
ed

 p
ro

du
ct

s. 
 

12
A

ud
iti

ng
 s

er
vi

ce
 

Se
rv

ic
es

 
M

ic
ro

 (6
) 

19
47

 
M

an
ag

in
g 

di
re

ct
or

 / 
pa

rtn
er

 (s
in

ce
 1

99
5)

, m
al

e 
in

 h
is

 

50
s, 

Ph
D

 in
 m

an
ag

em
en

t 

A
ud

iti
ng

 a
nd

 ta
x 

co
ns

ul
tin

g 
se

rv
ic

es
 to

 o
th

er
 c

om
pa

ni
es

.  

13
Im

ag
e 

co
ns

ul
ta

nc
y 

Se
rv

ic
es

 
M

ic
ro

 (1
) 

20
02

 

(N
ov

) 

Pr
op

rie
to

r, 
fe

m
al

e 
27

 
yr

s, 
un

iv
er

si
ty

 
de

gr
ee

 
in

 

G
er

m
an

 la
ng

ua
ge

 

Im
ag

e 
co

ns
ul

tin
g 

to
 b

us
in

es
s 

fir
m

s 
an

d 
pr

iv
at

e 
pe

rs
on

s,
 e

.g
. d

es
ig

ni
ng

 

sh
op

 in
te

rio
rs

, l
og

os
, e

m
pl

oy
ee

 c
lo

th
in

g 
et

c.
  

14
In

te
rn

et
 se

rv
ic

e 
Se

rv
ic

es
 

M
ic

ro
 (2

) 
20

03
 

(J
an

) 

Pr
op

rie
to

r, 
fe

m
al

e 
in

 h
er

 3
0s

, 
un

iv
er

si
ty

 d
eg

re
e 

in
 

hi
st

or
y 

Sa
le

 o
f o

w
n 

In
te

rn
et

-b
as

ed
 k

no
w

le
dg

e 
po

rta
l s

of
tw

ar
e 

(m
ai

n 
pr

od
uc

t) 

as
 w

el
l a

s c
on

su
lti

ng
, t

ra
in

in
g 

an
d 

de
si

gn
in

g 
w

eb
si

te
s 

15
H

ar
bo

ur
 se

rv
ic

e 
Se

rv
ic

es
 

Sm
al

l (
20

) 
19

97
 

M
an

ag
in

g 
di

re
ct

or
, 

m
al

e 
in

 
hi

s 
40

s, 
un

iv
er

si
ty

 

de
gr

ee
 in

 m
an

ag
em

en
t 

H
ar

bo
ur

 
se

rv
ic

es
, 

e.
g.

 
co

nt
ai

ne
r 

st
ow

ag
e 

an
d 

ex
po

rt 
pa

ck
in

g 

(in
di

vi
du

al
 p

ac
ki

ng
 o

f m
ac

hi
ne

s a
nd

 m
ac

hi
ne

 p
ar

ts
). 

 

16
2

El
ec

tro
ni

c 
in

st
al

la
tio

n 
C

ra
fts

 
M

ic
ro

 (8
) 

19
98

 

(1
96

9)
 

O
w

ne
r-

m
an

ag
er

, 
m

al
e 

33
 

yr
s,

 
hi

gh
er

 
vo

ca
tio

na
l 

de
gr

ee
 (M

ei
st

er
)  

El
ec

tro
ni

c 
in

st
al

la
tio

n 
an

d 
re

la
te

d 
re

pa
ir 

se
rv

ic
es

 f
or

 b
ot

h 
bu

si
ne

ss
 

an
d 

pr
iv

at
e 

cu
st

om
er

s. 
 

– 
1 

Th
e 

ye
ar

 th
e 

cu
rr

en
t e

nt
re

pr
en

eu
r f

ou
nd

ed
, b

ou
gh

t o
r t

oo
k 

ov
er

 th
e 

fir
m

 (o
rig

in
al

 fo
un

di
ng

 y
ea

r, 
if 

ap
pl

ic
ab

le
, i

n 
pa

re
nt

he
se

s)
. –

 2
 A

lth
ou

gh
 th

is
 c

as
e 

do
es

 n
ot

 fi
t i

nt
o 

ou
r s

ec
to

rs
, w

e 
de

ci
de

d 
to

 

us
e 

it 
as

 a
n 

ad
di

tio
na

l e
xp

er
t i

nt
er

vi
ew

. 

 
 

 



62  Hans-Hermann Höhmann / Friederike Welter (editors)  

Table 2a: History and business development – East German cases 
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Table 2b: History and business development – West German Cases 
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Table 3a: Customers and market characteristics – East German cases 
# Firm Number and characteristics of 

customers 
Characteristics of the market served 

1 Brewery 50–100 large domestic beverage 
wholesalers.  

Local character important except for specialty products 
(porter). Growth of porter is hindered by lack of own 
logistics and wholesalers not agreeing to take smaller 
quantities to be tested by end customers.  

2 Bakery End consumers (could not specify 
number), a few small motels 

Most customers reside near to the bakery shops. Specialty 
product (“Christstollen”) also sold by mail-order to other 
domestic and foreign (Europe, US) customers. This is, 
however, of marginal importance to the business as a 
whole.  

3 Book shop End consumers, young and so-
phisticated (could not specify 
number) 

Currently only serves the local market. However, some 
expansion is planned through an Internet shop.  

4 IT trade & 
own soft-
ware 

About 1000 domestic customers, 
most of them SMEs in trade 
(retail and wholesale.  

- 

5 IT trade About 120 domestic customers, 
mostly SMEs; 5–8 are larger and 
more important than others (gen-
erate up to 80 % of turnover) 

Customers all over the country, yet geographical closeness 
was mentioned as an important factor in the business.  

6 Production 
consultancy 

A very small number of large 
customers in West Germany, 
mostly in Hamburg.  

Due to the specialisation in production consultancy, the 
customers have to be large with a complex division of 
labour. The firm serves only one customer at a time, an 
average project lasting 6–9 months. Customers are solely 
West German because ‘there are no large firms in East 
Germany’.  

7 Software 
design 

Ten customers, five most impor-
tant ones large Asian enterprises. 
The rest are European and domes-
tic customers.  

Market is dominated by large enterprises – the most im-
portant difficulty for the firm is its small size, making it 
look serious enough for large customers. Market is rela-
tively small and reputation spreads quickly through strong 
and weak ties.  

8 Engineering 
service 

Approx 200 customers during the 
first 12 years (mostly one-off 
projects), 90 % SMEs. Almost all 
customers are East German, a few 
are based in Eastern Europe.  

Customers lack the capacity for technical innovations. No 
sectoral specification, yet always has to do with mechani-
cal engineering. East European markets are not important 
as the markets are perceived too risky for bigger projects 
yet. West German customers are not interested because 
they prefer firms nearer to them. 
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Table 3b: Customers and market characteristics – West German cases 
# Firm Number and characteristics of 

customers 
Characteristics of the market served 

9 Eco-bakery End consumers (approx 600–1000, 
generate 1/4 of turnover); small 
private eco-retailers in the region, a 
few hospitals and hostels (about 40, 
generate 3/4 of turnover)  

Only regional market is served through retailers etc.), end con-
sumers are mostly local, yet they differ from ‘regular’ bakery 
customers in that they also come to the firm's shops from a bit 
further away. Regional character is also explained by the informal 
agreement of eco-bakeries in North-Rhine Westphalia that divides 
the Land to business spheres to which the different firms are 
allocated and thus avoid competition with one another. The 
agreement is well respected.  

10 Book  
mail-order 

Private customers: mostly medical 
doctors in Germany but also abroad 
(these MDs have often been educated 
in Germany), approx 8000, generate 
2/3 of turnover. Organisational cus-
tomers: hospitals and university 
libraries in the region, generate 1/3 of 
turnover.  

Geographical vicinity is important with organisational customers 
because face-to-face contact is indispensable. Competition is hard 
and has intensified ‘enormously’ in the last few years. Competi-
tion includes large and small firms (book shops and publishers) 
which operate in the same niche (specialised medical books). 
Normal book shops are not competitors. Since book prices are 
fixed by law, other competitive advantages are needed e.g. in 
reliability of deliveries, knowledgeable service (customer appreci-
ate it because these books are often very expensive) and personal 
contact. 

11 Pet shop 250–300 customers, mainly end 
consumers but also a few business 
ones (e.g. doctor’s receptions etc.).  

Mostly regional market. However, the firm is a specialist in 
aquariums, which attract customers also from all over Germany 
and the Netherlands. The pet shop market in general appears 
strongly controlled by franchising chains.  

12 Auditing 
service 

Approx 200 customers, 20 % large, 80 
% SMEs, mostly industrial enterprises 
and only in Germany; the four largest 
customers have a relatively strong 
impact on the business 

Serves mostly the market of middle-sized and large businesses, 
because businesses do not need this firm’s services until they have 
reached a certain size (about € 10 million annual turnover). Then 
the need for consultancy services grows greatly. Serves both 
domestic and foreign companies – yet only their German subsidi-
aries as regulations allow the firm to audit only in Germany. 
Market for auditors is relatively small and people know each other 
either directly or by reputation.  

13 Image  
consultancy 

No customers, at the time of the 
interview the entrepreneur was nego-
tiating with three prospective custom-
ers.  

As far as the entrepreneur knows, hers is the only firm in Ger-
many to concentrate solely on image consulting. Closest competi-
tors would be general (marketing) consultancies. Although the 
first three prospective customers are in the electronics trade in the 
region, these have been chosen out of convenience (she knows the 
industry) – the entrepreneur does not aim at serving a specific 
region or sector. She will serve only one customer at a time, one 
project lasting up to 2 years.  

14 Internet 
service 

Had just acquired the first customer at 
the time of the interview.  

The potential clientele consists of SMEs, associations and 
‘knowledge providers’ (e.g. academics, HE institutions etc.) 
Similarity in all these customer groups is that they could use a 
knowledge portal software but cannot afford the expensive big 
ones. Location of the customer does not matter.  

15 Harbour 
service 

Approx 160 business customers 
representing a wide range of sectors, 
but all of which export to overseas; 
most are from the region; 10 large 
corporations generate 60 % of turn-
over, another 25 firms are very impor-
tant, the rest less important 

The business has a strong regional character, because this is an 
important competitive advantage. The firm provides an alternative 
for land transport (river transport is 50 % cheaper) to big harbours 
(Rotterdam, Antwerp, Hamburg) for businesses in the region. 
Price appears to be an important argument in this context. Also 
quicker and more personal service count to regional advantages. 
The firm has a practical (regional) monopoly in certain services, 
while in others there are plenty of competitors.  

16 Electronic 
installation 

5 house-building associations (70 % 
of turnover), 10 business customers 
(10 %) and 200 private customers (20 
%); all local 

Being local is important because the customers want to pay as 
little driving expenses as possible. There are no real ‘new’ cus-
tomers, but rather customers have to be won from competitors. 
There are about 100 direct competitors, which the entrepreneur 
knows ‘pretty well’. There is no cut-throat competition as all 
companies in the region have similar costs. The hardest competi-
tion comes from Dutch firms, which can offer lower prices due to 
having different conditions in their home country.  
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Table 4: Regularity and substitutability of current customers 
# Firm Regularity Substitutability 

East Germany 
1 Brewery - Power asymmetry strongly in favour of customers. Large number 

of customers decreases dependence on one firm. Initial invest-
ments in new customer relations high. 

2 Bakery Up to 90 % regular customers; 
many were already customers when 
the current entrepreneur’s parents 
ran the business.  

- 

3 Book shop About one third of customers are 
regular.  

- 

4 IT trade &  
own software 

Long-term oriented customer 
relations, products require mainte-
nance and training.  

- 

5 IT trade Virtually all customers are regular.  Especially the large customers (which account for 80 % of turn-
over) would be ‘absolutely difficult’ to replace with similar ones 
because ‘there are not enough good start-ups nowadays’. 

7 Software 
design 

50 % of customers are regular.  There are plenty of firms who need the products, but only few 
that have the money for them. Therefore holding on to present 
customers is important. Moreover, a new customer relationship is 
a considerable time investment. Especially with large enterprises 
‘getting down to business’ may take a long time due to hierarchy. 

8 Engineering 
service 

Mostly one-off projects, 5–7 cus-
tomers can be described as regular.  

Most projects are one-off and the firm in fact prefers to work with 
new unknown customers because of ‘more honest feedback’ and a 
‘more valid test’ for the firm’s R&D ideas. Known customers 
might be less critical of the said ideas.  

West Germany 

9 Eco-bakery Customers are ‘more or less’ regu-
lar.  

There are plenty of potential (business) customers in the Western 
Ruhr area, but only few that are realistic to acquire. Therefore the 
entrepreneur thinks that his business customers would be rather 
difficult to replace.  

10 Book  
mail-order 

Most customers are regular.  The organisational customers would be very difficult to replace 
because of the hard competition in the market.  

11 Pet shop Approx 70 % are regular.  - 
12 Auditing 

service 
Basically all customers are regular, 
it is part of the nature of this busi-
ness.  

* Since the firm has about 200 customers, it does not seem that 
replacing one would be difficult. However, it would be costly 
because of the first couple of years with a new customer making 
loss for the firm. An exception would be the four customers to 
which there seems to be a higher degree of dependence (too high 
in the interviewee’s opinion).  

13 Image  
consultancy 

No customers yet – unlikely to 
become regular because the entre-
preneur would not want to spend 
more than 2 years with one cus-
tomer because the work would 
become boring.  

* No customers at the moment. However, as the business concept 
sees only one customer at a time as well as one-off projects, there 
is unlikely to be a long-term dependence on one or few custom-
ers. The acquisition costs per customer are, however, relatively 
high as the process is very time-consuming.  

14 Internet service The firm had just acquired the first 
customer at the time of interview.  

* The firm had just acquired the first customer at the time of 
interview. The business concept does not seem to include a high 
dependence on individual customers.  

15 Harbour  
service 

All customers are more or less 
regular; some generate business 
weekly, some a few times a year  

-  

16 Electronic 
installation 

All organisational customers are 
regular, some on a daily basis, some 
bring a couple of jobs per month 

Replacing current organisational customers would be very diffi-
cult. Should one of them leave the firm, there would be instant 
lay-offs.  

* No direct information. The interpretation is based on ‘secondary information’ in the interview.  
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Table 5: Communication and maintenance of customer relationships 
# Firm Communication and maintenance of customer relationships 

East Germany 
3 Book shop Contact at the shop as well as in local theatres where the entrepreneur sells books during 

breaks.  
4 IT trade &  

own software 
Regular face-to-face contact only with large customers; their systems need more on-site 
maintenance. Training sessions as well as invitations to trade fairs and product presentations 
important get-to-know events. No out of work context socialisation, wants to treat all cus-
tomers similarly.  

5 IT trade Mostly by phone, fax and e-mail. Contact when needed, e.g. problems or software updates. 
Regular contact with large customers with customised systems; sporadic contact with 
smaller customers with more standardised systems.  

7 Software 
design 

Foreign customers: irregularly by phone, letter and e-mail; sometimes face-to-face in Asia. 
Domestic customers: more face-to-face (visits, trade fairs); maintenance more difficult with 
foreign customers due to cultural differences, esp. building trust is more difficult with 
Asians (firm has had bad experiences).  

8 Engineering 
service 

It used to be common to invite business partners to social activities 5–6 years ago, but now it 
would seem ‘weird’. Inter-personal chemistry and ‘being uncomplicated’ are important. In 
East Germany one has to be more ‘uncomplicated’ than in the West.  

West Germany 
9 Eco-bakery The entrepreneur knows most of the business customers personally and visits them every 

now and then, yet too seldom due to lack of time. He thinks he should actually provide the 
customers with more product information than he does now.  

10 Book  
mail-order 

Direct mailings informing about new books, meeting customers at conferences and fairs 
which are plentiful in this subject area and also provide industry information. Also personal 
visits to organisational customers.  

11 Pet shop A regular customer’s bonus system consisting of a discount booklet that offers a 2 % dis-
count on certain products.  

12 Auditing 
service 

Contact frequency depends on the customer’s size, i.e. large ones need more attention. Con-
tact with large customers occurs daily, with smaller ones about once a month. In the initial 
phase of a relationship most communication is face-to-face, subsequently mostly by phone. 
E-mail is is not used much due to confidentiality considerations.  

13 Image  
consultancy 

A large share of the work will be on location where face-to-face communication is essential, 
so the relationship could become rather personal. As a female in this industry with mostly 
male customers, clothing and appearance are important and the entrepreneur has to deal 
differently with management and ‘normal’ employees.  

14 Internet  
service 

There is more contact in the initial phase of customer relations due to more need for training 
and consultancy. Later the contact will be limited to the customer downloading updates from 
the company website.  

15 Harbour 
service 

Mostly by phone. An important aspect is that the customer always has the same contact 
person – usually the contact person in the customer company is also always the same one.  

16 Electronic 
installation 

One customer always has the same contact person. This system has developed naturally, as 
the customers and the firm’s employees have got to know each other in the course of coop-
eration. There is seldom contact outside of work context. 
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Table 6: Importance and benefits of long-term (personal) relations with customers 
# Firm Importance Benefits 

East Germany 

1 Brewery Personal relations are very 
important.  

Informal and uncomplicated handling of problems. With most closely 
known customers also joint end customer acquisition.  

4 IT trade & 
own software 

Important due to long-term 
orientation.  

- 

5 IT trade Personal and long-term rela-
tions very important; customer 
is always served by the same 
person 

Predictability of income, cumulative knowledge of customers’ needs 
(enables quick reactions), trust regarding e.g. data protection. The 
employees know their customers ‘like the back their hands’.  

6 Production 
consultancy 

Long-term customer relations 
are important, because they 
develop in sequences. 

Relations usually begin with small engagements. Over time, the cus-
tomer sees that the entrepreneur is not ‘a mad person’ and larger pro-
jects become entrusted to him. He has to be able to develop a friendly 
and sympathetic atmosphere because he as a stranger has to tell the 
customers what they have been doing wrong. Good communication 
and trust are important.  

7 Software 
design 

Important at least due to 
difficult substitutability of 
customers. 

Trust, mutual understanding, information about developments in the 
industry (very important), recommendations for further business.  

8 Engineering 
service 

Long-term interfirm relation 
not important, personal rela-
tion very important 

(Working with one firm in a longer project) ‘You know each other, you 
understand each other blindly and get along well with each other, you 
know what you can expect from the other party.’ Long-term relations 
in the sense of multiple projects are no important as each project is 
completely different and cumulative learning benefits negligible.  

West Germany 

9 Eco-bakery Long-term relations very 
important. 

Customer must know the firm, because they need to know the products 
and how they are made in order to maintain the ecological image. 
Benefits for the firm include also regular and predictable sales, less 
work for the staff, easier problem-solving and calculability.  

10 Book  
mail-order 

Both long-term and personal 
relations important.  

Personal service provides a competitive advantage, long-term orienta-
tion (keeping one’s customers) is important because of intense compe-
tition.  

12 Auditing 
service 

Long-term personal relations 
are of utmost importance. 

The relationship between an auditor and his/her customer is very 
personal and deep. The interviewee knows about his customers ‘more 
than their wives’. He added that ‘once you start talking about money 
the relationship becomes personal’. Confidentiality is essential and it is 
also regulated by law in this business. Auditors are ‘known for their 
discretion’. Customer relations in auditing business are long-term, an 
average one lasting over ten years. In fact the first couple of years with 
a customer usually make loss. After that the learning effects start 
bringing along profits. Other benefits include knowing the firm inside-
out, knowing the executives and how they react to certain things.  

13 Image  
consultancy 

Personal relations are impor-
tant, long-term relations in the 
sense of multiple projects are 
unimportant.  

A lot of the communication takes place face-to-face so a personal 
relation of some degree is bound to emerge with the customer.  

15 Harbour  
service 

Long-term personal relations 
are important 

One knows the customer and s/he feels being attended to personally. 
Anonymous service would not function well. In a few cases the contact 
persons have even become friends in a non-business context. This 
depends on sympathy between the respective persons.  

16 Electronic 
installation 

Long-term relations are impor-
tant 

They bring stability to the business (company has to have 100 % 
occupation due to high labour costs); the firm does not have to fear 
non-payment when it knows customers from previous cooperation. 

If nothing else is indicated, personal relations refer only to the business context.  
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Table 7a: Acquisition of customers – East German cases 
# Firm Acquisition methods 
1 Brewery Word of mouth, trade fairs and own sales reps promoting to end customers. Contacts brought 

by the entrepreneur from his previous job in the same industry are also very important.  
2 Bakery Adverts in newspapers, phone book, tourist buses and the Internet, which is particularly impor-

tant for the “Christstollen” specialty sold by mail-order.  
3 Book shop Word of mouth, newspaper adverts (occasionally), organising readings and art exhibitions at 

the shop, adverts in local events brochures. Also participates in promotional campaigns and 
events organised by small firms in the neighbourhood (e.g. Christopher Street Day).  

4 IT trade & 
own  
software 

Customer call centre, adverts in IT magazines, trade fairs, PR activities, direct marketing, 
retailer cooperatives and a reference customer system (customer gets discounts by allowing the 
firm to bring prospective customers to see how the system works).  

5 IT trade Mostly word-of-mouth recommendations and direct recommendations especially in cases 
where employees of present customers change to non-customers and recommend the firm’s 
products there. Further, sometimes software manufacturers forward customer enquiries to the 
firm. Also direct marketing using the Yellow Pages as well as presence at trade fairs are used. 
Methods such as Call Centre or circular letters were judged ineffective.  

6 Production 
consultancy 

The entrepreneur’s involvement in a managing position of a business associations is absolutely 
essential – without this involvement he would not stand a chance of being taken seriously by 
West German customers. Recommendations from existing customers are one way of recruiting 
new customers. Even more important are informal contacts gained in business associations and 
clubs, out of which customer relations emerge eventually. The entrepreneur seemed to be a 
member in many associations and clubs and came across as a very well networked person in 
general. He also approaches potential customers directly by phone.  

7 Software 
design 

Large share of clientele is historically based, i.e. inherited from the American firm at buy-out. 
New customer acquisition methods include trade fairs and recommendations from existing 
customers. Most actors in the market are also known either directly or by reputation.  

8 Engineering 
service 

Usually selects potential customers in the Yellow Pages and calls them directly. Important in 
the approaches is to be ‘uncomplicated’ – more so than in the West, because in the East busi-
ness is more informal. New customers are also found by meeting them in a business associa-
tion context or through recommendations from present or past customers. Foreign customers 
seem to have been found by coincidence, e.g. the Russian customer was found through a mu-
tual acquaintance.  
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Table 7b: Acquisition of customers – West German cases 
# Firm Acquisition methods 
9 Eco-bakery Reputation and recommendations are the most important means of customer acquisition. In the 

past the customers contacted the firm to enquire about the products, nowadays the firm con-
tacts potential customers based on their reputation.  

10 Book  
mail-order 

Private customers: conferences and trade fairs. Organisational customers: word-of-mouth, 
contacting potential customers directly. Recommendations from existing customers in this case 
are extremely important as the hospitals in the area are well networked and recommendations 
enjoy a high value.  

11 Pet shop Direct mailings, newspaper adverts, word of mouth. The first two account for 70 % of new 
customer acquisitions, the latter brings the remaining 30 %. Trust is apparently an important 
issue especially with respect to customers wanting to buy live animals (a company slogan says 
‘Selling animals is a trust issue’). The customer must be able to trust the firm especially to 
have the necessary experience to provide proper advice and not to sell a sick animal.  

12 Auditing 
service 

Some of the customers have been with the firm since its foundation in 1947. Some others have 
been brought in by the current partners from their old jobs. This is very typical in the auditing 
business, because the relationship is really between the auditor and the customer, not between 
the auditing firm and the customer. Customer acquisition occurs through the international 
auditors’ network (over 50 % of new customers), by meeting customers in the context of busi-
ness associations and clubs as well as receiving recommendations from acquaintances and 
banks. Also general reputation is important. A further channel is giving presentations at poly-
technics and Chambers of Commerce and Industry.  

13 Image 
consultancy 

The entrepreneur sends an ‘application’ to the potential customer in which she explains the 
project idea. In order to write such an application, she needs to do research e.g. related to 
advertising materials of the firm, analyse these materials and then develop a project idea. This 
usually takes a few weeks. If the firm likes the idea, she gets invited to a project meeting and if 
this is successful, the project can begin. So far she has chosen potential customers in the elec-
tronics trade in the region, because she knows the industry from working there part-time in her 
fiancée’s company. However, she did not know any of these firms either directly or indirectly. 
The entrepreneur has no regional, size or sectoral preference – all that counts is potential for an 
interesting project.  

14 Internet 
service 

So far: word of mouth, hobby website on the Internet and a presentation at a Swiss HE institu-
tion. The entrepreneur does not want to invest money in formal promotion channels yet. She 
rather prefers to pick customers who are familiar with computers and can understand the prod-
uct quickly. Otherwise the selling process becomes too laborious and costly. She also prefers 
to keep a low profile initially in order to prevent somebody stealing the product idea.  

15 Harbour 
service 

The firm usually contacts potential customers directly. The MD knows pretty well what kind 
of companies make interesting customers and can make targeted contacts based on this seg-
mentation. He also knows a lot of firms from his previous employment and uses these contacts 
to find new customers. Moreover, the first customers were also his ‘old’ customers in the 
previous jobs. This type of customer acquisition is typical in the business. Contacts from cus-
tomers based on recommendations and reputation also occur 5–10 times a year.  

16 Electronic 
installation 

Private customers are acquired by word of mouth. Some of the house-building associations 
were already customers as the current entrepreneur took over the firm in 1998. The entrepre-
neur also brought one such customer from his previous job. The rest of the customers have 
come to the firm as a competitor has closed down and the customers have heard from some-
body that this firm could do the job (reputation).  
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Table 8: Regulation of customer relationships 
# Firm Forms of regulation 

East Germany 

1 Brewery Mostly informal. Annual meetings with largest customers where prices and conditions for the year are 
negotiated, confirmed by handshake or minutes. Formal regulation avoided because firm is ‘small and 
uncomplicated’ and the owner ‘hates contracts’.  

2 Bakery See ‘payment terms’.  
3 Book shop As customers are currently only end consumers who pay in cash, there is no need for regulation.  
4 IT trade &  

own software 
Standard contract of 10–100 pages (depending on the scope of product/service) composed by solicitors 
describes the duties of both parties in detail. Usually also customers use a solicitor when concluding 
contract. All supplementary agreements are made in writing. The main purpose of the contract is to 
provide a safeguard against ‘excessive additional claims’ by the customer due to the complex product.  

5 IT trade Written contract including e.g. scope of service and amounts of software licence fees.  
6 Production 

consultancy 
Always a written contract, would not rely on oral agreement under any circumstances. It is essential to 
document to the customer in writing what the firm has to offer and on what terms. The specific contract 
is to a large extent like the minutes of a meeting recording e.g. scope of service, hourly rate and number 
of hours planned (often less than actual worked hours). It is referred to as a benchmark when the firm 
presents the results of the consulting project to the top management.  

7 Software 
design 

Written contracts are irreplaceable, esp. as safeguards against ‘excessive additional claims’ by the 
customer. The product is so complex that without exact specification the customer could request more 
than what was agreed on initially. Scope of service is thus primary object of regulation. Interviewee 
added that exact specification in writing is also an advantage for the customer.  

8 Engineering 
service 

Approx 80 % written contracts, which are however ‘totally unimportant’. The entrepreneur does not 
even know their content. Contracts are only for administration purposes, required by the business sup-
port agencies which finance basically all projects. A normal basis for a project are the written minutes of 
the first project meeting.  

West Germany 

9 Eco-bakery No written contracts. Business customers place orders by phone or fax and sign a delivery note when 
they receive the products. The bill is issued based on this note, which is also enough for legal action if 
necessary. The delivery note has to be made and signed because of VAT regulations.  

10 Book  
mail-order 

* Presumably no written contracts, the books are sent to customers along with an invoice based on, I 
would assume, a phone call, fax or e-mail. Probably a delivery note has to be signed by the customer 
(due to VAT regulations, see case #9) and this has also legal force.  

11 Pet shop See ‘payment terms’.  
12 Auditing 

service 
The interviewee has never used a written contract to regulate a customer relationship. Instead everything 
is regulated orally e.g. over lunch. This conduct is not customary in the industry, as the interviewee 
knows many colleagues who use detailed written contracts. He does not want to use contracts, one 
reason being that contracts are not effective safeguards in his business. If the customer wants to sanction 
the firm, it switches to another auditor and having a contract does not help. The firm’s biggest sanction 
for the customer is not to conduct the next annual audit, not sue the customer.  

13 Image  
consultancy 

Written contract – the entrepreneur would never rely on an oral agreement. The contract is both a safe-
guard against payment problems as well as a signal that the relationship is serious. The standard contract 
has been written by an acquainted solicitor and it regulates e.g. consulting fee, commitment to profes-
sional discretion, scope of service and that changes to the agreement must be in writing. It also states 
that the entrepreneur is allowed to work in a way that she sees best.  

14 Internet service ‘Of course’ a written contract, which is a standard one drawn together with the firm’s solicitor/tax 
accountant. The contract consists of standard business conditions, scope of service and liabilities of the 
parties.  

15 Harbour  
service 

Disregarding whether the offer has been made in writing or orally (both are used), there is always a 
written document featuring the most important items such as price and scope of service. This is also for 
internal purposes, i.e. the employee knows what the boss has offered. With some large customers 
framework contracts are made. These set fixed prices for the individual service components. This ar-
rangement saves both parties time as there is no need to negotiate each transaction separately. With one 
very large customer there is an agreement of annual fixed prices without a framework contract. In 
general, the contracts used are highly specific (up to 60 items).  

16 Electronic 
installation 

Written order forms which specify the price and the scope of service. With one customer this form is 
omitted due to high trust between the parties which has evolved in the course of over 10 years of trou-
ble-free cooperation. With some house-building associations a written form is necessary because their 
administration requires it in order to make sure that only the agreed services are paid for. The entrepre-
neur thinks that the administration causes a lot of unnecessary paperwork for the craftsmen. Cheating 
would anyway be imprudent as it would be noticed sooner or later. Thus he thinks that the administra-
tion causes more costs with its control than it would lose in case some companies added a few little 
extra services to the bill every now and then.  

* No direct information. The interpretation is based on ‘secondary information’ in the interview.  
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Table 9: Payment terms with customers 
# Firm Payment terms 

East Germany 
1 Brewery For 25–30 % of customers, two business associations of beverage wholesalers act as interme-

diaries who pay the producers (even in case of bankruptcy) and then bill their members. The 
rest are charged by direct debit or (only few) they pay by bank transfer.  

2 Bakery Cash for normal customers. For mail-order customers cheque and bank transfer. Firm sends 
products first, receives payment later, although the orders may sometimes be quite valuable.  

3 Book shop Cash.  
4 IT trade &  

own soft-
ware 

Usually the same terms apply to all ‘standard’ customers; customer relations with more cus-
tomised product/service package may also have more customised payment terms.  

5 IT trade By invoice within 14 days. However, this is not seen bureaucratically. There is flexibility 
especially for known customers and the possibility of payment in instalments, yet only for 
known customers.  

7 Software 
design 

In instalments (large deals) or on delivery (smaller deals).  

8 Engineering 
service 

In instalments, the first bill is due in 4 weeks at the latest. With new customers usually a larger 
share of the money (= support funds) comes to the firm first and later more to the customer. 
With old customers everything is handled very informally as the partners have come to know 
each other by and by.  

West Germany 
9 Eco-bakery End consumers pay in cash at shops, business customers pay mostly by direct debit, while a 

few pay by bank transfer.  
10 Book  

mail-order 
By invoice, i.e. the customer pays after s/he has received the book(s). Private customers have 
to pay right away, organisational customers have to allowed 4–6 weeks due to bureaucracy. 
The entrepreneur thinks it is often frustrating to wait for the money that long.  

11 Pet shop Usually the customers pay either in cash or with a debit card, while some customers buying 
more expensive products (e.g. aquariums) may pay by invoice.  

12 Auditing 
service 

Very flexible and purely based on trust. Some customers pay within days, some take months.  

13 Image 
consultancy 

Projects are carried out in periods of about 70 days and payment follows each period. The 
entrepreneur does not want to get paid until the work is done.  

14 Internet 
service 

Variable depending on the customer. Most have to pay cash on delivery, while associations are 
given 14 days and universities as long as their bureaucracy takes. In the latter case the longer 
time does not matter because the firm can be sure to get its money eventually.  

15 Harbour 
service 

14 days net for other than customers with a framework contract.  

16 Electronic 
installation 

Vary according to the customer – usually cash on delivery or 14 days net. In case of house-
building associations the payment deadline is in eight weeks due to the administration taking 
its time to process the invoice. Non-payments are a small problem. To cope with this risk, the 
firm requires fixed payment terms as well as payment in instalments so that it can control how 
the customer pays before the work is finished. There is also an insurance available to cover 
non-payment, but it pays off only when very large sums are involved (the firm has bought it 
once).  
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Table 10: What happens in case of payment or other problems with customers? 
# Firm What happens in case of payment or other problems? 

East Germany 

1 Brewery Non-payment: 2–3 reminders, informal discussions. As a last resort, a solicitor is contacted (so far needed 
only a couple of times).  

2 Bakery Non-payment happens sometimes with domestic mail-order customers; foreign ones pay promptly. Often 
reminders help as some customers have genuinely forgotten to pay. The entrepreneur has considered hiring 
a collection agency, but it does not fit her style of doing business. She would not like advance payment 
either, because she feels they would not be fair to the customer as s/he had no guarantee of receiving the 
product. Good experiences have been made with direct debit, which was thought to be fair for both parties. 

4 IT trade & 
own software 

Customer is first approached directly – flexibility regarding payment problems is essential in the business. 
Flexibility is granted on business arguments (sum involved and future prospects with the customer), 
knowledge of customer and personal impression. Usually this works, if not one of the regular solicitors 
proceeds with a law suit.  

5 IT trade Payment problems occur seldom. Should one occur, the firm first sends a reminder and then handles the 
problem informally. Threatening with solicitor does not help because ‘you need the customers to recom-
mend you’. An effective form of sanction is to stop advising the customer – ex post consultation is an 
important part of service in this business. In extreme cases (in 2001 twice) a solicitor is hired and the 
customer taken to court. There has also been problems with inter-personal chemistry between firm em-
ployee and the customer, especially with male employees and female customers. In these cases the em-
ployee is assigned to another customer and a colleague takes over.  

6 Production 
consultancy 

The entrepreneur admitted not knowing what would happen in a problem case as he has never had any 
problems. He thinks that large customers are more organised and have such financial resources that they 
can be relied on to pay their bills. In a problem case, he would probably handle it informally with the 
customer. He would never engage a solicitor because this would be detrimental to his business reputation. 
However, if enough money was at stake perhaps he might go to court after all.  

7 Software 
design 

Problems are solved directly with the customer. Once the firm tried to solve a non-payment case by hiring 
a solicitor, but it did not work out. Now the firm has an in-built safeguard in the software that allows the 
software to be disabled until the payment has been made.  

8 Engineering 
service 

Problems are dealt with ‘man to man’ without engaging any third parties. The entrepreneur described this 
as his personal business philosophy. In an extreme case the firm calls the relationship off. Problems arise 
when it gets ‘serious with the money’ – there have been a few such cases.  

West Germany 

9 Eco-bakery Payment problems occur sometimes. First the firm sends a reminder, which almost always works. If it does 
not, the entrepreneur calls the customer personally. Also this method usually works. In the very few cases 
these do not work, the firm stops deliveries and in the most extreme cases turns to a solicitor.  

10 Book  
mail-order 

Non-payments occasionally happen, but are not a real problem in the business. The usual way of dealing 
with the cases is to send up to three reminders after which a solicitor is contacted.  

11 Pet shop There has sometimes been payment problems with invoice customers and once the company has even 
hired a solicitor to process the claim. However, the process has not been successful yet. Payment by debit 
card (using the electronic interface) also contains risks, because the customer can withdraw the transaction 
within eight days and there is little the firm can do about it (fortunately most customers do not know this). 
Since the debit card is a common form of payment, the firm has to accept it despite of the risk. There is an 
insurance available to cover this risk, but it is so expensive that it does not pay off.  

12 Auditing 
service 

The interviewee has never sent a reminder. If there is a large delay in payment, he simply does not conduct 
the next annual audit. This has always done the trick. Only once has he not received his money and this 
was due to the customer going bankrupt. 

13 Image  
consultancy 

No customers yet. In a problem case the entrepreneur would first call the customer. In an extreme case she 
would go to court, but she prefers other means as a law suit takes too long. One such means is to call the 
customer so many times that s/he rather pays than receives another call (she has done this successfully in 
her fiancée’s firm). In general she thinks that payment problems will not occur as she trusts the customers 
to be fair and value her work by paying as agreed.  

14 Internet 
service 

There has been no such cases yet, but the entrepreneur thinks she would call the customer first and if that 
does not help, she would send a reminder and eventually contact a credit agency. Bankruptcies are a 
problem in this business. Therefore the entrepreneur prefers public institutions as customers.  

15 Harbour 
service 

First the firm sends a reminder, then calls the customer. If necessary, also a personal meeting is organised. 
If nothing else helps, the firm hires a collection agency. In the so far 2–3 cases this has worked very well. 
As the very last resort the customer is sued (one law suit running at the moment).  

16 Electronic 
installation 
 

The usual first reaction is to send a reminder. If it does not work, the entrepreneur turns directly to the 
customer. The entrepreneur would consider going to court as a last resort. However, apparently the non-
payment cases have so far been with private customers, in which case the sums involved are so small that 
formal legal action does not pay off. The problem is that the customer knows this too.  
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Table 11: Suppliers 
# Firm Number and characteristics of suppliers 

East Germany 
1 Brewery 30–40 both East and West German firms.  
2 Bakery Two main suppliers of ingredients, both local. The entrepreneur is a member of one of these 

companies (a collective) already since the GDR era. Benefits: may vote in some decisions 
and receives a profit share. Machinery is bought directly from the manufacturer.  

3 Book shop One wholesaler and approx 40–50 publishing houses. Buys 30 % from the wholesaler 
(quicker), 70 % directly from publishers (better profit margins). Always orders from pub-
lishers if possible (i.e. customers do not mind to wait).  

5 IT trade Approx 20 suppliers, can be divided to hardware and software ones. 90 % of hardware sup-
plied by one large firm in Munich, the rest 10 % are bought from elsewhere because the 
regular one does not carry the respective products. Software suppliers are smaller and lo-
cated in both East and West Germany.  

7 Software 
design 

Five regional hardware suppliers, which deliver components sold by the firm as part of 
‘complete solution packages’. Otherwise the firm does not sell hardware.  

8 Engineering 
service 

Two kinds of suppliers: 1) suppliers of electronic equipment needed in projects, mostly large 
firms all over Germany, play only a minor role in the business; 2) other local R&D service 
providers (know-how suppliers), e.g. Fraunhofer Institut and university. The firm buys all 
know-how outside its scope of expertise to concentrate on core competencies.  

West Germany 
9 Eco-bakery 7–8 regular suppliers. Occasionally also other suppliers are used. Half of the regulars are 

large wholesalers in the region or in neighbouring Länder, the other half small local farms. 
All eggs and 1/3 of grain is purchased from the farms, the rest from the wholesalers.  

10 Book  
mail-order 

Two kinds of suppliers: publishing houses and a wholesaler. The latter is used only when the 
customer requires a book within a very short time, which happens rather seldom. Thus there 
is no need to co-operate with more than one wholesaler. The advantage of the wholesaler are 
quick deliveries, the disadvantage the lower discount rates than at publishing houses (at 
fixed book prices discount determines the book shop’s profit). Wholesaler is in Cologne, 
publishers (there are many of them) are mostly domestic but there are also a few foreign 
ones.  

11 Pet shop One large wholesalers provides half of the supplies, while about 60 small firms provide the 
other half. All of the small firms belong to one cooperative society. An important advantage 
of the cooperative is that it guarantees better prices for small independent firms such as this 
one and thus provides a competitive advantage of franchising systems without the duties 
involved in them (the entrepreneur seemed somewhat fearful of franchising chains).  

13 Image  
consultancy 

The only supplier is a printing shop, which is responsible for printed materials from business 
cards to design sketches.  

15 Harbour 
service 

Approx 30 suppliers, mostly from the region except for one Swedish firm.  

16 Electronic 
installation 

Five regular suppliers, all of them large wholesalers and all of them are either regional or 
have subsidiaries in the region.  
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Table 12: Regularity and substitutability of current suppliers 
# Firm Regularity Substitutability  

East Germany 
2 Bakery Both ingredient suppliers are regular 

since the socialist era and were also 
used by the current entrepreneur’s 
parents. 

- 

3 Book shop Suppliers are regular (as much as they 
can after 6 months of operation).  

- 

5 IT trade All suppliers are regular.  It would be relatively easy to find equivalent re-
placements for most of the current suppliers. How-
ever, for complex software products this would be 
time-consuming as these products require the firm’s 
staff to take additional product-specific training 
which takes 6–9 months. So far the company has 
changed a supplier only when one has went bank-
rupt.  

7 Software 
design 

All suppliers are regular.  Each supplier could be replaced with an equivalent 
one without problems.  

8 Engineering 
service 

Know-how suppliers seemed to be 
regular, as entrepreneur said he prefers 
to work with a small number of sup-
pliers. Equipment suppliers are not 
regular.  

- 

West Germany 
9 Eco-bakery Virtually all are regular, the relations 

have existed for years already with 
little need for changes.  

There are not many local farms that can be taken 
seriously because of the need to provide proof of 
ecological origin. Thus there are not many alterna-
tive suppliers in this category. However, these 
products can also be purchased from the wholesal-
ers, which can provide the ecological proof more 
easily. There are enough equivalent alternative 
wholesalers available.  

10 Book  
mail-order 

Mostly regular.  Wholesaler could be replaced. Publishers would be 
difficult to replace because most relevant ones are 
concentrated to large parent companies (e.g. 
Bertelsmann) from whom the shop is basically 
forced to buy as they publish the relevant books. In 
general the entrepreneur said that small book shops 
like hers have no position (in terms of power) at all 
in relation to these big publishing houses.  

11 Pet shop - The products of the 60 small suppliers partly over-
lap – if the firm should be dissatisfied with one 
supplier, it would be unproblematic to purchase the 
same items from another one.  

13 Image  
consultancy 

The entrepreneur thinks she will work 
with the only supplier on a regular 
basis.  

The only supplier would be easy to replace.  

15 Harbour 
service 

All suppliers are regular.  There are enough alternative similar suppliers in the 
market.  

16 Electronic 
installation 

All suppliers are regular.  There are enough alternative similar suppliers in the 
market.  
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Table 13: Communication and maintenance of supplier relationships 
# Firm Maintenance / communication 

East Germany 

1 Brewery Largest ones are known personally, sales reps of both organisations know each other and Christmas pre-
sents are exchanged.  

2 Bakery Sales reps visit the firm, one contact person is actively present in the baker guild (Innung, part of the 
Chamber of Crafts) and “knows his bakers”.  

3 Book shop Mostly via the Internet and by phone, but sometimes sales reps from both the wholesaler and publishers 
visit the shop. Trade fairs are also a forum to meet people.  

5 IT trade Usually by phone and e-mail. Exception is a software supplier with which the firm co-operates since 1990 
and has regular personal contact. An event called ‘dealer days’ provides a chance to meet several suppliers 
at a time (takes place ‘every now and then’).  

West Germany 

9 Eco-bakery Telephone contact almost every week, meetings in person approximately once a month.  
10 Book  

mail-order 
Wholesaler: orders are placed on the phone, very little personal contact in the whole relation. Publishers: 
mostly through sales reps, who visit the firm twice a year.  

11 Pet shop Telephone, with some suppliers there is also social contact in leisure time.  
15 Harbour 

service 
Mostly by phone, but there are also face-to-face meetings.  

16 Electronic 
installation 

There is contact every two or three days, usually by phone, fax or e-mail.  

 
Table 14: Importance and benefits of long-term (personal) relations with suppliers 

# Firm Importance Benefits 

East Germany 

1 Brewery Personal relations are very important.  - 
2 Bakery Important; knows central contact per-

sons for over 10 years. 
Problem-solving is easier, contact persons and sales reps 
remind the entrepreneur if she forgets to order something she 
usually does and give advice in problems.  

3 Book shop Long-term interfirm relations important, 
also important to know sales reps per-
sonally. 

Interfirm level: the more one orders from one supplier, the 
better the conditions and the smaller the postages (important 
cost factor) become. Interpersonal level: when one knows the 
sales reps, it is easier to get better conditions (typical in the 
industry).  

5 IT trade Long-term personal relation important 
with software suppliers; with large 
hardware supplier they do not matter 
(orders placed via Internet). 

Can rely on suppliers having the needed qualities (flexibility, 
punctuality, reliability and suitable payment terms).  

7 Software 
design 

No important personal component, 
except for one supplier who is known 
from a social context.  

Long-term relations are beneficial due to trust and ‘uncom-
plicated dealing’.  

8 Engineering 
service 

Important.  Know-how suppliers: The firm knows what it gets from the 
suppliers.  

West Germany 

9 Eco-bakery - Easier problem-solving, calculability, it is easier to get 
discounts from a regular supplier.  

11 Pet shop Both personal and long-term relations 
seem important; there is even social 
contact with some suppliers 

Wholesaler: the entrepreneur knows the contact person very 
well. The main advantage of this close relationship is indus-
try information.  

15 Harbour  
service 

-  Fixed prices and the possibility to receive bonuses.  

16 Electronic 
installation 

Both personal and long-term relations 
are important.  

When the contact person knows the firm, s/he can bundle 
several orders into a large one for the invoice and thus offer 
a better price. Also the regular contact person knows that the 
firm places orders frequently and this also affects the price 
positively. S/he also knows what items the firm usually 
orders and can thus take over some of the work by looking 
up all relevant items when knowing for what purpose these 
are needed.  
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Table 15: Criteria for choosing / staying with the current suppliers 
# Firm Criteria for choosing suppliers 

East Germany 
1 Brewery Although there are good West German suppliers, the interviewee prefers East German ones 

because they are less complicated, keep their promises, help and improvise, while West 
Germans are less flexible and service-oriented and there has been more problems with West 
German suppliers. 

2 Bakery Being local, which is important because it is easy to drive to the supplier to pick up things 
one has forgotten to order. Machinery is chosen based on having had it introduced at a trade 
fair.  

3 Book shop The wholesaler was chosen because it is medium-sized (should not be too powerful), carries 
the needed books and does not require to purchase expensive software to administer Internet 
orders. The entrepreneur also made enquiries at other book shops and was recommended to 
contact this supplier. Publishers appear to have been chosen because of literary relevance.  

5 IT trade Information about (new) suppliers is found from trade journals and the Internet. Geographi-
cal vicinity is an irrelevant criterion, as products are anyway sent by post or via the Internet. 
However, non-EU suppliers would not be considered due to higher costs. Price is also unim-
portant because the entrepreneur thinks haggling costs more time than saves money. The 
most important quality of suppliers is that everything runs in an ‘uncomplicated’ manner. 
This includes e.g. flexibility, punctuality, reliability and suitable payment terms. These apply 
on both software and hardware suppliers.  

7 Software 
design 

Geographical vicinity, which makes relations easy and it is also important that the ‘money 
stays in the region’. Technical competence and price are also important. Usually three offers 
are acquired before placing an order. One supplier was known from a social context.  

8 Engineering 
service 

Equipment suppliers: the firm tries to get to know the whole range of available products and 
prefers to try different suppliers. Price is an important criterion. R&D suppliers: Compe-
tence, the one who can do the job gets it. Being local is important, so the firm knows what it 
gets. Moreover, there are enough suitable suppliers in Dresden – why should the firm go any 
further to find some?  

West Germany 
9 Eco-bakery Geographical vicinity is important due to the ecological ideology: the entrepreneur wants to 

keep transport routes as short as possible due to ecological consequences. It is also easier to 
maintain regional supplier relations due to easier communication and quicker deliveries. 
However, these arguments are secondary to the ecological one. The current suppliers have 
been chosen based either on personal knowledge (entrepreneur knew the firm from the time 
he worked as an apprentice in another eco-bakery) or recommendations from colleagues in 
the same industry.  

10 Book  
mail-order 

Wholesaler: geographical vicinity, which allows for the quickest possible deliveries. Pub-
lishers: the most important criterion is that they carry the relevant books. With (small) pub-
lishers with which the firm has not worked before it requests sample books to be tested for 
marketability at a trade fair. If they appear to be good, the firm negotiates conditions (= 
discount rates) and takes the books into its programme.  

11 Pet shop The most important criterion is the product itself, followed by price, reliability, honesty and 
personal knowledge. Moreover, e.g. the wholesaler has been known for many years and has 
been supplying the firm ever since the current entrepreneur’s mother was running the busi-
ness in the 1970s.  

13 Image  
consultancy 

The only supplier was recommended by advertising agencies. Moreover, it is both expensive 
and offers the best quality that the entrepreneur has seen so far.  

15 Harbour 
service 

The current suppliers have been found by experience. The most important criteria are price, 
quality and service (esp. quickness of delivery). If the supplier does not meet these criteria, it 
is replaced with another one as has happened in the past.  

16 Electronic 
installation 

The current suppliers contacted the firm after it had been added to the trade register. Geo-
graphical vicinity is an important criterion because it enables quick deliveries, which are 
essential as the firm maintains low amounts of materials in store. Moreover, the products 
have regional features. Another important selection criterion is the assortment of goods 
offered by the firm, which needs to be large. These criteria are much more important than 
price.  
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Table 16: Regulation of supplier relationships 
# Firm Forms of regulation 

East Germany 
1 Brewery Except for malt suppliers, with whom an annual contract typical in the industry is made, the 

regulation practices are informal. It is common practice for suppliers to check the customer’s 
solvency through a credit agency.  

2 Bakery No written contracts. Legal action would be possible based on delivery invoices signed by 
the recipient.  

3 Book shop Wholesaler: annual non-exclusive framework contract. No information on publishers.  
7 Software 

design 
Supplier submits a written offer which is accepted by the firm.  

8 Engineering 
service 

Equipment suppliers: written regulation based on an offer from the supplier. Know-how 
suppliers: written contract the content of which the entrepreneur does not know. It is solely 
for administration e.g. at the university. The actual agreement is made once informally and it 
holds.  

West Germany 
9 Eco-bakery No written contracts, everything is based on oral agreements. Similar delivery notes as in 

customer relations (with legal force, must be signed because of VAT regulations) are used 
also in this context.  

11 Pet shop The firm has a written contract with the cooperative society. The cooperative society pro-
vides a guarantee for the suppliers by actually paying their bills and then billing the cus-
tomer. This intermediary role was characterised as very important because few suppliers 
would nowadays supply companies without such a safeguard due to payment problems in 
the past. The cooperative can sanction members (both suppliers and customers) effectively 
by excluding them. Although there are other similar societies, these are very well networked 
an the information about firms that do not pay their bills spreads quickly. Therefore the firm 
is unlikely to be accepted to a cooperative once it has been excluded from one.  

13 Image  
consultancy 

Oral agreements. Apart from receipts there are no written documents involved. The entre-
preneur places an order, controls quality, then negotiates the price and pays. Written offers 
etc. are unnecessary especially in the long run. Oral regulation saves both parties time and 
also money for the entrepreneur, as she is not charged for the time used to write an offer. 
The entrepreneur also control the price by getting offers from competitors from time to time. 

15 Harbour 
service 

Usually written contracts, but in face-to-face meetings also oral agreements can be made. 
Also smaller agreements can be made orally. The most important criterion in oral agree-
ments is that the firm can rely on the supplier to do the job properly and to keep the orally 
agreed price (not send a bill with a higher sum).  

16 Electronic 
installation 

No written documents involved except for the delivery note (see case #9 for more details).  

 
Table 17: Payment terms with suppliers 

# Firm Payment terms 
East Germany 
2 Bakery Direct debit authorisation, basically guarantees that the supplier gets its money but 

is not solely a safeguard but it is also convenient for the firm.  
3 Book shop By invoice with both the wholesaler and the publishers.  
5 IT trade Usually by direct debit. However, arranging payment terms is not a problem be-

cause the long-term suppliers (all of them) know that they will get their money.  
West Germany 

9 Eco-bakery Direct debit.  
10 Book mail-order By invoice which needs to be paid periodically.  
11 Pet shop Wholesaler: direct debit. Other suppliers: via the cooperative society.  
13 Image consultancy Cash on delivery.  

 
 



 Entrepreneurial strategies and trust. Part 2: East and West Germany 79 

Table 18: What happens in case of problems with suppliers? 
# Firm What happens in case of payment or other problems? 

East Germany 

7 Software design If and experiences with a particular supplier have been positive and the offered price is com-
petitive, the supplier will be contacted again. If not, then not.  

West Germany 

11 Pet shop The cooperative society provides a forum to deal with problems with the respective suppliers. 
15 Harbour service The relationship gets terminated and the supplier is replaced with another one.  

 
Table 19: Other co-operations  

# Firm Characteristics of co-operations 

East Germany 

1 Brewery One co-operation with a regional micro brewery whose beers are bottled and sometimes even brewed here. 
2 Bakery No co-operations.  
3 Book shop Three informal co-operations: 1) advice and experience exchange with a book shop in the region; 2) two 

local theatres let the entrepreneur to sell books during intervals; 3) artists give exhibitions at the shop.  
4 IT trade & 

own software 
25 distributors all over Germany, mostly independent IT businesses with a non-exclusive agreement with 
the firm. Distributors are largely responsible for delivering hardware to customers, while the mother 
company concentrates on software. They can also handle small projects by themselves. Larger projects are 
handled either in mixed teams or by the mother company alone, depending on perceived competence of the 
distributor. Furthermore, the firm cooperates with local universities in terms of internships, which are an 
important recruitment forum.  

5 IT trade Informal information exchange with other companies.  
6 Production 

consultancy 
No co-operations.  

7 Software 
design 

Co-operations with small businesses in the same industry in Germany, yet not direct competitors. Scope of 
co-operations is directed at European and domestic customers (not important Asian ones).  

8 Engineering 
service 

No co-operations.  

West Germany 

9 Eco-bakery Exchange of information and experiences as well as joint training for the staff. Co-operation takes place in 
meetings of a business association, in private meetings or on the phone. Sometimes several months may 
pass without much contact, while at other times there might be contact every week. However, contacts are 
maintained on a regular basis and are informal, yet always business-related, in character.  

10 Book  
mail-order 

No co-operations.  

11 Pet shop Regular co-operations with suppliers and colleagues in the same industry. Two or three entrepreneur 
couples meet once or twice a month to exchange information and experiences informally. The firm used to 
participate in an organised information and experience exchange group for six years. The group was 
facilitated by a consultant who received a (relatively high) fee for the service. The group met on weekends 
every now and then and information and experiences were shared very openly, including the relevant 
financial figures etc. The firm quit the group because the fee was high and there was not enough new 
information, as many firms were ‘taking rather than giving’ in the information exchange.  

12 Auditing 
service 

The main co-operation comes with the international auditors’ network. There are regional (German-
speaking area) meetings once a year and an international meeting biannually. Country presidents (the 
interviewee for the German speaking area, knows the respective members very well) coordinate co-
operations between members in one country. One aspect of this is the allocation of customers, e.g. in cases 
where a multinational is a customer of the network, which member(s) receives the business of the national 
subsidiary.  

13 Image con-
sultancy 

The entrepreneur maintains a file of approx 75 co-operation partners, who range from freelance designers 
to students and housewives. They are hired on a case-by-case basis as freelancers e.g. to assist in develop-
ing designs or evaluating them. About 20 would be difficult to replace, while two or three designers are 
irreplaceable.  

14 Internet 
service 

Cooperates with friends who are mostly freelancers or small-business owners. These co-operations include 
services such as graphics design or programming. They also feature exchange of experiences and informa-
tion.  

15 Harbour 
service 

Cooperates with other similar companies. The idea is to provide local service to the customer also in other 
German cities. These co-operations are needed ‘every now and then’. This type of cooperation is typical in 
the industry.  

16 Electronic 
installation 

Cooperates 1) with 10 competitors in information and support exchange and 2) with other local craftsmen 
who are not direct competitors by providing recommendations to customers reciprocally.  
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Table 20: Importance and benefits of co-operations  
# Firm Importance Benefits 

East Germany 

3 Book shop Especially theatres are important co-
operation partners.  

Theatres: the sales in one evening at a theatre may exceed the 
sales in the shop in a whole day. Also the PR value is high. Art-
ists: they get more audience and the shop more customers 

5 IT trade Unimportant.  - 
7 Software 

design 
Very important.  ‘Combining sizes’ and ‘bringing each other to business’, i.e. co-

operations enable larger projects and thus competition with large 
firms that dominate the market. Also gaining industry information 
is very important.  

West Germany 

9 Eco-bakery Very important, the entrepreneur re-
grets he doesn’t have enough time for 
them. 

- 

11 Pet shop Important.  Information.  
12 Auditing 

service 
Very important. Customer acquisition.  

13 Image  
consultancy 

Absolutely vital, the entrepreneur 
cannot do a project on her own. 

The cooperation partners complement the know-how of the 
entrepreneur and enable successful projects in the first place.  

14 Internet 
service 

Important.  Acquisition of complementary competencies, learning effects 
from the exchange of information and experiences.  

15 Harbour 
service 

Important. Co-operations are needed in order to provide the customers with a 
comprehensive service efficiently.  

16 Electronic 
installation 

Co-operations with craftsmen who are 
not direct competitors are of relatively 
low importance.  

In co-operations with craftsmen who are not direct competitors, 
the main benefit is customer acquisition.  

 
Table 21: Emergence of co-operations  

# Firm Emergence of co-operations 

East Germany 

1 Brewery The co-operation is based on the entrepreneur used to having been the co-owner of the partner firm.  
3 Book shop Book shop: the entrepreneur used to work there and learn the book business. Theatres: the entrepreneur 

knew the contact persons from other contexts (‘old contacts’).  
4 IT trade & 

own software 
The firm chooses cooperation partners (distributors) based on criteria such as size and experience. The 
network of distributors used to be larger, but some relations were called off because the firms were too 
small to handle projects properly. Some partners have been found coincidentally, some have applied 
directly to the firm.  

7 Software 
design 

Own networks as well as government initiated networks (unclear which ones) are the main source of 
partners. Moreover, the firm knows most other actors in the industry and the interviewee knows quite well 
with whom he can co-operate on a personal basis. Inter-personal ‘chemistry’, short geographical distance 
(more important than in customer relations) as well as suitable service spectrum (not too many overlaps) 
are the most important selection criteria.  

West Germany 

9 Eco-bakery Mostly in a business-association context.  
11 Pet shop The formal information and experience exchange group was facilitated by an external consultant.  
13 Image  

consultancy 
One third of the co-operation partners are friends of the entrepreneur. The rest she has met in different 
contexts (university, on the street etc.) – when she meets somebody who she thinks is interesting, she takes 
this person into her file.  

14 Internet 
service 

Co-operation partners are friends. The entrepreneur prefers cooperating with friends because then the 
people know each other, can trust each other and give ‘friendly’ prices.  

15 Harbour 
service 

Besides using the company and his personal networks, the MD can select cooperation partners from the 
members of the business association specialised in this industry. Sometimes association contacts or exist-
ing cooperation partners also provide recommendations. One must be careful in choosing these partners, 
because one must be able to rely on the partner not to ‘steal the customer’.  

16 Electronic 
installation 

The information and support exchange co-operations with competitors have emerged as the respective 
people have got to know each other, mostly in a guild (Chamber of Crafts) context. The selection criteria 
for the co-operations include that the partner must be engaged in similar activities and that the personal 
chemistry works. Also trust (keeping confidence) is important, and keeping it determines the continuation 
of the cooperation. The co-operations with craftsmen who are not direct competitors have emerged sponta-
neously when one party has provided a recommendation to a customer. Then the recommendation system 
becomes reciprocal and continues over time.  
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Table 22: Regulation of co-operations 
# Firm Regulation What happens in case of problems  

East Germany 
1 Brewery Informal.  - 
3 Book shop Informal. The entrepreneur thinks that contracts 

do not pay as they are too expensive. Mutual help 
is more important.  

- 

4 IT trade &  
own software 

Detailed written contract, which specifies liabili-
ties of both parties (distributors have franchise-
like duties).  

If the problem cannot be solved infor-
mally, the firm ends the cooperation. So 
far there has not been a law suit.  

7 Software 
design 

Information exchange is regulated informally; 
joint projects are regulated formally because also 
agreements with customers are in writing. How-
ever, unlike in contracts with customers there are 
no sanction mechanisms here.  

- 

West Germany 
9 Eco-bakery Informal.  - 
11 Pet shop The organised group was regulated with a written 

contract. Other co-operations are regulated in-
formally or not at all.  

If anybody misused the information 
shared in the organised group, s/he 
would face considerable monetary sanc-
tions as arranged for in the contract.  

12 Auditing 
service 

Membership in the network is regulated with a 
written contract that defines minimum standards. 
The actual co-operations between members are 
informal. Despite minimum standards there is no 
consistent quality between members. Thus the 
interviewee recommends only firms that he 
knows personally.  

- 

13 Image con-
sultancy 

‘Definitely’ in writing. The contract is similar as 
in customer relations. Written regulation is better 
for both parties as it makes the relationship more 
business-like and distinguishes the roles as coop-
eration partners and friends.  

- 

14 Internet 
service 

- One cooperation has failed because of 
lacking personal chemistry and the 
partner not being able to distinguish 
between private and business sphere. 

15 Harbour 
service 

Written contract. It is used to confirm the price 
and it is also necessary because of a worldwide 
applicable industry-specific regulation.  

- 

16 Electronic 
installation 

Purely informal.  If a cooperation partner should fail to do 
what was agreed on, the entrepreneur 
would terminate the cooperation. This 
would damage the reputation of the 
partner, for there is quite a lot of gossip 
in the informal social networks of rele-
vant local firms.  
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Table 23: Third parties involved in the business 
# Firm Third parties involved in the business 

East Germany 
1 Brewery Solicitor and tax accountant. During the takeover phase substantial support from the local bank 

(advice and financing) and the regional business support agency. Also a West German consult-
ant was involved in planning the new production facilities.  

2 Bakery Tax accountant, too much change going on in tax laws and regulations for the entrepreneur to 
keep track.  

3 Book shop Friends and family were important during the start-up in financing and renovating the shop 
facilities. The same people still help out, e.g. if the entrepreneur needs someone to keep the 
shop open when he has to be somewhere else. The availability of friends, family and old con-
tacts was an important factor why the firm was started in Dresden and nowhere else. Moreover, 
the director of the local new venture support programme helped with contacts and information 
regarding how to run a business.  

5 IT trade A tax adviser takes care of the related paperwork. Everything with this party runs smoothly. 
Occasionally, also solicitors are used to take care of the few law suits. Other than that, there 
are no third parties involved in the business. The firm has never used a consultant or a financial 
service provider, although it receives offers constantly. The entrepreneur feels that engaging 
such actors would only cause problems, because they are not really interested in small custom-
ers. They are rather dishonest and just want to make some quick money.  

7 Software 
design 

The firm is informally engaged in publicly supported networks (unclear which ones) where it 
gains support and information without paying for it.  

8 Engineering 
service 

As the firm ‘lives indirectly from support funds’, the business support agencies are important 
third parties. There are no other means for the firm’s customers to fund innovations. Thus if 
there were not any support agencies, the firm would be out of business. Further, own custom-
ers are an important source of information and also support.  

West Germany 
9 Eco-bakery A regular solicitor takes care of the few non-payment cases.  
10 Book  

mail-order 
A legal and tax accountancy services firm, which is the first source of assistance in business 
problems of any kind (e.g. tax issues, payment problems).  

11 Pet shop In general business problems the entrepreneur would turn to her regular consultant, her tax 
accountant, her bank or the wholesaler supplier. The firm has been working with the same 
consultant for 15 years on a regular basis. The business development is reviewed with him 
monthly.  

12 Auditing 
service 

No third parties.  

13 Image 
consultancy 

1) fiancée is also an entrepreneur and has given information and support; 2) aunt and uncle 
helped by giving feedback on designs; 3) acquainted solicitor helped to formulate the standard 
contract; 4) university lecturer helped with formalities and provided related information; 5) 
consultant at the Chamber of Commerce and Industry helped find the right legal form for the 
business; 6) an insurance agent helped in finding suitable insurances for the business.  

14 Internet 
service 

Tax accountant, a business support agency and the university to which the entrepreneur is 
connected as part of the support programme. The support agency was described as very good 
especially for innovative firms. University provides, besides a stable income, networking 
opportunities as well as further training in form of business seminars.  

15 Harbour 
service 

No third parties.  

16 Electronic 
installation 

The entrepreneur’s parents gave support and advice as he took over the firm. The parents are 
also entrepreneurs. Previously a friend of the entrepreneur’s used to do accounting for the firm, 
but nowadays this is taken care of by a professional tax accountant.  
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Table 24: How have the third parties been chosen?  
# Firm How have the third parties been chosen? 

East Germany 
2 Bakery ‘Inherited’ – although the owner of the tax accounting firm has changed a few times, the same 

firm has been used since the current entrepreneur’s parents were running the business. 
3 Book shop All except for the director of the local support programme were described as friends, family 

and old contacts, i.e. were known already.  
West Germany 

9 Eco-bakery The solicitor was known previously, presumably from a social context.  
10 Book  

mail-order 
The entrepreneur could not name any particular reason for choosing this firm. As the contact 
person changes from time to time, a personal bond can be excluded.  

11 Pet shop The consultant was recommended by colleagues in the same industry. Moreover, he had a 
good reputation because of having worked for a well-known large consulting firm. The rela-
tionship with the bank emerged as the entrepreneur got dissatisfied with her previous bank due 
to increased bureaucracy. She had a private account in the current one and as she had no nega-
tive experiences there, she also moved her business account to this bank.  

13 Image 
consultancy 

Except for the insurance agent and the Chamber consultant, who were chosen because of their 
professional positions, all of the third parties were either family or previously known from a 
social context.  

14 Internet 
service 

The entrepreneur applied for a stipend in the business support agency programme, received it 
and was sent to the university as part of the programme.  

16 Electronic 
installation 

Third parties are family and friends.  

 
Table 25a: Business associations and Chambers of Commerce and Crafts – East German cases 

# Firm Business associations and 
Chambers in which 
member 

General information/impression and benefits of member-
ship 

1 Brewery Association of Saxon 
brewers 

Association provides information on market and industry 
developments. Membership passive.  

2 Bakery Association of “Christstol-
len” producers, Chamber 
of Crafts 

Association protects the recipe and brand of “Christstollen” 
even by lawsuits if necessary and was rated as very important. 
Chamber controls the apprenticeship system and provides legal 
and general help in business problems. It was rated positively.  

3 Book shop Association of German 
book shops 

Provides further education (entrepreneur does not have time to 
participate); information on industry developments, laws and 
regulations; personal consultancy.  

4 IT trade &  
own software 

- Interviewee thinks business associations are ‘medieval’, ‘over-
bureaucratised’ and even ‘dispensable’. Better ones are needed 
to fulfil the important function of information exchange that is 
presently facilitated inadequately.  

5 IT trade Chamber of Commerce 
and Industry, local soft-
ware-related association 

Memberships are completely unimportant. The only thing the 
firm receives from the Chamber is the invoice for the annual 
membership fee. The entrepreneur added, however, that the 
Chamber also has useful services for SMEs – his firm just does 
not need them. He would rather have the Chamber organise 
networking possibilities for small firms.  

6 Production 
consultancy 

Member in several associa-
tions; manager of the local 
branch of a business asso-
ciation 

In general, the main benefit are networking possibilities. In the 
entrepreneur’s own business association branch the members 
meet regularly and also socialise informally e.g. by going for a 
beer together.  

7 Software 
design 

Association specific to this 
type of software industry 

Benefits include information, ‘being present’ and gaining 
informal contacts to firms which tackle with similar problems. 
These are important sources of information and support.  

8 Engineering 
service 

Chamber of Commerce 
and Industry, Association 
of Innovative Enterprises 

Benefits include information and a chance to recruit customers. 
The association also functions as a communication interface to 
relevant policy makers.  
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Table 25b: Business associations and Chambers of Commerce and Crafts – West German cases 
# Firm Business associations and 

Chambers in which 
member 

General information/impression and benefits of  
membership 

9 Eco-bakery Federal Association of 
Ecological Bakeries, 
Chamber of Crafts 

The association has approx 20 members who meet semi-
annually for the purpose of information and experience ex-
change. Association is informal and there are no specific rules 
to which the members should adhere. The current members 
choose new ones, not everybody can become a member. The 
Chamber (or in fact the guild, Innung) provides advantages 
such as easier organisation of apprenticeships, information, 
assistance in formal questions by guild solicitors (e.g. law and 
regulations, esp. labour related).  

10 Book  
mail-order 

Two business associations, 
Chamber of Commerce 
and Industry 

Association of German book shops: the entrepreneur thinks she 
does not get much out of the membership. Some industry 
information, but this is available in newspapers too. The most 
important benefits are showing presence and getting a mem-
bership number, which is used as a customer number by many 
publishers. Association of retail trade: legal information, which 
is however needed very seldom. Both associations organise 
meetings but the entrepreneur does not go there. She in fact 
asks herself why she is a member in the first place. Also in the 
Chamber she is a passive member and the Chamber has done 
nothing for the firm so far. The information that the Chamber 
could provide is needed very seldom.  

11 Pet shop Business association of pet 
shops and suppliers of pet-
related products 

The association is active in the whole of Germany, yet most 
contact is with the regional branch involving about 30 firms. 
Both pet shops and suppliers have own subgroups within the 
association. Benefits include information exchange with other 
members, information about new laws, legal assistance by 
solicitors and even some political influence (‘trying to keep the 
most stupid laws from coming into being’).  

13 Image  
consultancy 

Chamber of Commerce 
and Industry 

Helped in finding the right legal form for the business. The 
contact person was very friendly, open and helpful. The entre-
preneur has a very good impression of the Chamber.  

14 Internet 
service 

Chamber of Commerce 
and Industry, young entre-
preneurs’ and managers’ 
association 

The support received from the Chamber was disappointing. It 
only provided the standard materials, which are unsuitable for 
innovative start-ups. The local subsidiary of the association 
provides an important networking channel to other young (up 
to 40 years) entrepreneurs and managers.  

15 Harbour 
service 

Chamber of Commerce 
and Industry, German 
packing firms’ association 

Experiences with the Chamber have been positive and the 
people have been helpful. The firm gets information about 
potential customers as well as participates in the apprenticeship 
system controlled by the Chamber. Association sets informal 
regulations to which the members can adhere or not. The regu-
lations have been accepted by insurance companies and thus a 
violation might lead to insurance problems. The most impor-
tant functions for the association are however to provide in-
formation about member companies (see co-operations) and to 
act as a forum for establishing new contacts.  

16 Electronic 
installation 

Chamber of Crafts There is regular contact with the guild level of the Chamber, as 
it administers the apprentice system. The Chamber consultants 
also helped him in the take-over process and one of them rep-
resented the firm in court in a lay-off case. The latter person 
was described as helpful, but otherwise the Chamber does not 
do enough to justify the high membership fee. The entrepre-
neur has also had a bad experience with the Chamber as he was 
taking his master craftsman exams (see write-up, p. 66). How-
ever, the entrepreneur recognises an important function for the 
Chamber in controlling entry to crafts professions. Without this 
function the whole sector would be worse off.  



 Entrepreneurial strategies and trust. Part 2: East and West Germany 85 

Table 26: Intrafirm relations – Partners 
# Firm Partners and their responsibilities 

East Germany 
1 Brewery No partners.  
2 Bakery No partners.  
3 Book shop No partners.  
4 IT trade &  

own software 
Three partners. 

5 IT trade Three partners, of which two in Dresden and one in Munich. The latter is not involved in 
operative management and decisions-making. The two other partners share responsibilities 
based on concentration on certain technologies/products as well as managerial functions.  

6 Production 
consultancy 

No partners.  

7 Software 
design 

Four partners.  

8 Engineering 
service 

Two partners, both of them acquire and plan projects.  

West Germany 
9 Eco-bakery No partners.  
10 Book  

mail-order 
No partners.  

11 Pet shop No partners.  
12 Auditing 

service 
Three active partners that have joined the firm because of its excellent reputation established 
by the original founder. Responsibilities between partners are overlapping, but in principle 
one partner is responsible for certain customers, while another one backs him up by staying 
pretty well informed about what is going on with a particular customer so that he can jump 
in if necessary. Strategic decisions are made unanimously by the three partners.  

13 Image con-
sultancy 

No partners.  

14 Internet 
service 

Two partners, who have known each other for a long time. The interviewee is responsible 
for sales and marketing, while the partner takes care of the technical side. Finances are 
planned together.  

15 Harbour 
service 

The partners are other companies and do not engage in operational management, although 
the partner with the largest share (60 %) provides a ‘shadow’ MD who participates in major 
strategic decisions and liases with the three partner companies.  

16 Electronic 
installation 

No partners.  
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Table 27: Intrafirm relations – Employees 
# Firm Employees Control mechanisms1 Decision-making 

East Germany 
1 Brewery 20 employees Working-time control system.  Small technical decisions delegated, all larger 

ones need to be made by or in agreement with 
the owner-manager.  

2 Bakery 12 employees, 
two apprentices 

- Important decisions made by the entrepreneur 
with husband and sister (also involved in 
business). 

3 Book shop Owner-manager, 
part time student  

- Owner-manager; student only helps out in 
evening sales at theatres.  

4 IT trade &  
own software 

25 employees - Project managers are allowed to make small 
(technical) arrangements informally with 
customers.  

5 IT trade 10 employees Performance statistics (recording 
e.g. sales volume per employee). 
There is a bonus system in addition 
to fixed monthly salary.  

Decisions related to individual customer 
accounts can be made by responsible em-
ployees, except for price agreements – these 
and all general decisions are made by the 
partners with the company accountant.  

6 Production 
consultancy 

Owner-manager, 
four freelancers 

Employment on a case-by-case 
basis.  

Owner-manager makes all decisions.  

7 Software 
design 

15 employees, 
incl. managers 

Working-time control, semi-formal 
regulations as to who is allowed to 
represent the firm in certain con-
texts. Otherwise little control.  

Managers are involved in a consulting role, 
but owner-manager team makes the important 
business decisions. Technical decisions are 
delegated to engineers.  

8 Engineering 
service 

15 employees; 
owner-managers 
acquire and plan 
projects, employ-
ees implement 
them 

Monthly project discussions with 
the respective employees. Perform-
ance oriented remuneration (20 % 
of salary variable), controversial 
response from employees (see 
write-up, p. 33).  

Owner-managers make decisions, although 
employees may consult. Also long-term 
business partners may be involved in a con-
sulting role. Decisions related to individual 
projects are delegated to a large extent to the 
respective employees.  

West Germany 
9 Eco-bakery 18 employees - - 
10 Book  

mail-order 
Five employees, 
each has own 
tasks or speciali-
sation (e.g. book-
keeping, an area 
of medicine) 

No formal control. In the small 
premises one sees what other 
people are doing anyway.  

All employees participate in decision-making 
– since they all work in small premises it 
would be impossible to keep secrets. Deci-
sions related to the employee’s own 
tasks/specialisation are taken by him/her. 
Bigger decisions need to be agreed with the 
owner-manager.  

11 Pet shop Ten employees, 
incl. owner-
manager and her 
husband 

No formal control system – family 
business so one can rely on own 
family members. Entrepreneur 
could imagine introducing work-
ing-time control if she had more 
than one shop.  

Important decisions are taken by the entre-
preneur with her husband. One employee has 
decision-making power in a few departments 
in the shop. His decisions are controlled by 
the entrepreneur (she has more experience) – 
she thinks about 90 % of the decisions are 
brought to her notice.  

12 Auditing 
service 

Three partners 
and three clerical 
staff 

- Decisions regarding individual customers are 
made by the responsible partner, while strate-
gic decisions are made unanimously by all 
partners. 

13 Image  
consultancy 

Owner-manager 
only 

- - 

14 Internet service Two partners  - - 
15 Harbour 

 service 
20 employees: 
two MDs, fore-
men, office 
clerks, industrial 
workers 

Working-time control, a control 
sheet for packing operations (data 
is inputted into an accounting 
program and the results are used to 
adjust prices to costs).  

Most operational decisions are made by the 
‘real’ MD. General decisions involving 
moderate sums are made by the two MDs 
together, while bigger decisions are made in 
agreement with the partner companies.  

16 Electronic 
installation 

4 fulltime staff, 4 
apprentices 

Employees fill out a measurement 
form indicating time and materials 
used for the job. The entrepreneur 
also visits the employees at work 
sites – junior staff more often.  

Owner-manager makes all decisions, except 
for minor ones ‘in the field’.  

- 1 Almost all firms reported having an informal working atmosphere / organisational culture.  
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Table 28a: Opinion on authorities and regulations – East German cases 
# Firm Which authorities has 

dealt with 
Opinion 

1 Brewery Support agency, local 
administration, inland 
revenue 

Too much bureaucracy and too little communication between 
different authorities.  

2 Bakery City administration, 
hygiene authority 

Authorities have become harder since 1990 – they sanction more 
easily (entrepreneur thinks the state needs money), have become 
less transparent and change constantly. In GDR authorities were 
more advice than sanction-oriented. However, in sum there has 
been few problems. The contact persons (clerical staff) are the 
same as in the GDR era.  

3 Book shop - Has had little to do with authorities, basically only at start-up 
which went smoothly, quickly and co-operatively. Entrepreneur 
described everything having been ‘joyously simple’. He thinks 
that there are so few start-ups that authorities handle these with 
care.  

4 IT trade &  
own software 

- Authorities are ‘a big restraint’; East Germany has become over-
bureaucratised since the unification.  

5 IT trade Has had to deal with 
hardly any authorities. 

The entrepreneur seemed distressed about the irresponsible waste 
of public resources by authorities. He had heard about this from 
informal sources.  

6 Production 
consultancy 

- Authorities are ‘the only large business in East Germany’. They 
are over-bureaucratised and treat small firms badly and unfairly, 
degrade them and even lie to them. Authorities do not think at 
citizens at all and have forgotten about their supposed role as 
community servants. The entrepreneur has had own bad experi-
ences with authorities.  

7 Software 
design 

Has in general little to do 
with authorities.  

Authorities ‘take their time’, seem unwilling but also surprise 
positively sometimes. Interviewee thinks authorities treat small 
firms fairly, although there seems to be little political interest in 
and support to SMEs.  

8 Engineering 
service 

Mainly business support 
institutions. 

Authorities are over-bureaucratised and just create work for 
themselves. This is manifest in the excessive amounts of paper-
work and the long time required for each support application. The 
entrepreneur fears that EU regulations will make the situation 
even worse.  
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Table 28b: Opinion on authorities and regulations –West German cases 
# Firm Which authorities has 

dealt with 
Opinion 

9 Eco-bakery Many, e.g. concerning 
safety and hygiene 

In general the entrepreneur gets along with authorities pretty 
well. However, he dislikes the ‘pettiness’ of some regulations 
(see next table for examples), because they cost the firm time and 
money that could be used productively in the business instead.  

10 Book  
mail-order 

Customs, inland revenue Both said authorities are difficult to co-operate with: each time 
the entrepreneur calls for an enquiry there is nobody available 
who would know about the subject, the opening hours are too 
short, for every little thing there is a form to be filled out or an 
application to be written. Biggest problems in Germany are non-
transparent laws and excessive bureaucracy. E.g. tax laws are so 
complex that the entrepreneur could not cope with them without 
a solicitor/tax accountant. Excessive red tape hinders and slows 
down daily work as every little detail needs to be in writing.  

11 Pet shop Many, e.g. veterinary 
and food product au-
thorities 

Especially the sale of pets produces a lot of paperwork, of which 
only 30 % is reasonable. The entrepreneur thinks that over-
bureaucratisation of authorities is a real problem. She would like 
to reduce the amount of red tape and to improve the employment 
laws to be more entrepreneur-friendly. If she had to downsize 
now, she would have to lay people off based on length of service 
rather than performance.  

12 Auditing 
service 

Inland revenue, both on 
own and on customers’ 
behalf 

Inland revenue is fair in general and there has been few prob-
lems, but it also depends on office and official in question. How-
ever, the inland revenue has become tougher since about ten 
years. The interviewee thinks this is due to the government need-
ing more money and the officials having to look into the cases in 
more detail.  

13 Image con-
sultancy 

Inland revenue The only contact so far has been when the entrepreneur registered 
her business. This took only three minutes and went smoothly. 
Also the service was friendly.  

14 Internet 
service 

Construction authority 
(probably also others) 

Many authorities seem to lack a grip of reality – they should be 
more pragmatic. Service at authorities depends on the official: 
some of them try to help, but many just do their routine tasks and 
show little interest. The entrepreneur has both good and bad 
experiences. She wishes that there were one official instance for 
potential entrepreneurs, which would help out with all related 
formalities and contacts.  

15 Harbour 
service 

Business support author-
ity at start-up; no other 
experience 

The firm received support funds and the respective authority was 
supportive and helpful. However, most of this process was han-
dled through the house bank, which was also described as help-
ful.  

16 Electronic 
installation 

Inland revenue, Em-
ployer’s Liability Insur-
ance (ELI) Association 

Inland revenue: experiences have been good and the firm has 
been treated fairly. It is ‘law and regulation’ and one cannot 
blame individual officials. However, everybody is not treated 
equally, but treatment depends on the official. Over-
bureaucratisation is a problem (see examples in write-up, p. 66). 
ELI: controls job safety and makes occasional calls at companies 
to make sure they comply with the regulations (one in the past 5 
years at this firm). The inspection experience was positive. ELI 
also offers pension payments in case of occupational accidents. 
When someone needs these, ELI goes to court and does every-
thing to avoid paying. The entrepreneur thinks it is a pure admin-
istrative machine. He sees the need for somebody to control job 
safety, but cannot appreciate the bureaucracy involved and the 
high payments for firms that are associated with it.  
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Table 29: Critical incidents related to authorities and regulations 
# Firm Critical incidents 

East Germany 
1 Brewery When building new production hall, the firm had contacted only one authority but (as found 

out later) should have contacted several ones, one for each different purpose. It seemed that 
the company would be sanctioned because of a new regulation they did not know about 
when the building project commenced.  

2 Bakery A problem occurred when the firm used a sales trolley and did not comply strictly with the 
regulations determining the number of hours the firm is allowed to sell. The firm was sued, 
had to hire a solicitor and ended up paying a rather hefty fine.  

West Germany 
9 Eco-bakery Once the firm bought machinery worth of thousands of euros and eventually got the VAT 

back as it was supposed to. However, four years later an official came with the receipt claim-
ing that the company’s name was missing on it and demanded the VAT return to be paid 
back.  

11 Pet shop The last move to new facilities (2001) took two years to realise. The tenancy agreement with 
the property owner was finished and he had also agreed to renovate the building. Receiving 
the permission to move proved to be the obstacle. In this kind of cases the authorities need to 
consult the Chamber of Commerce and Industry, which would have wanted to keep the firm 
in the city centre (new facilities are in an industrial area further away) and also wanted to 
control the product range the firm is allowed to offer. The entrepreneur thinks that the people 
at the Chamber with whom she ‘fought’ actually lied to her. Initially, she conducted the 
process alone, but eventually the property owner, who is a well-known person in the city, 
interfered and together with the city authorities managed to get the permit issued. The entre-
preneur blames both the age-old regulations as well as the staff at the Chamber for this 
delay, which cost the firm many customers and caused a difficult economic situation.  

14 Internet 
service 

The firm wanted to take over another small firm in order to facilitate growth. However, the 
bureaucracy of the construction officials slowed the process down. While the bureaucracy 
was still running and the firm stood to the rules, another firm ignored them and proceeded 
with the takeover. Thus it seems to the entrepreneur that one is better off ignoring some of 
the rules and sorting out the bureaucracy later, rather than sticking to the rules and letting it 
harm business development. 
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Table 30a: Perception of the domestic trust environment – General / business partners 
# Firm General / business partners 

East Germany 
1 Brewery Customers and suppliers trustworthy due to experience accumulated over the years. Regional 

partners easier to trust, yet in general also West German firms are trusted. Negative experi-
ences with end customers (pubs, restaurants) who accept gifts (e.g. beer tap) on the condition 
that they also buy the firm’s beer. In cases cheating is discovered, the gifts are taken back.  

3 Book shop In the neighbourhood the trust environment is good. The shops located there complement 
rather than compete with each other. Even the book shops (each with different specialisa-
tion) send customers to each other. The entrepreneur said he needs to be careful with pub-
lishing houses: when the ‘normal routine’ gets disrupted everything becomes more compli-
cated and requires several phone calls to sort out. He added that this does not mean he were 
mistrustful.  

4 IT trade &  
own software 

Does not trust solicitors much (only interested in getting the firm’s money), but has rela-
tively much trust in other entrepreneurs, whom the interviewee described as ‘competent 
people’.  

5 IT trade The entrepreneur emphasised that knowing the business partner is the most important thing 
for trust.  

6 Production 
consultancy 

Trust between businesses is important – the main motive of the members in the business 
association the entrepreneur is the local manager of is to get networking possibilities. For 
this service they agree to pay a high membership fee. Biggest trust problem for East German 
firms is, however, the lack of public trust in East German products (i.e. lack of brands). This 
leads to price being only competition tool, which leads to low profit margins and low levels 
of own capital. The entrepreneur added that East German firms lack sufficient funds to 
create brands and public support of marketing is prohibited by the EU. All of this creates a 
vicious circle for East German small businesses making them vulnerable to market devel-
opments and leading many of them to ruin.  

7 Software 
design 

Local trust environment is alright.  

8 Engineering 
service 

East German entrepreneurs trust each other as ‘like-minded companions of suffering’ – 
expectations regarding the future are pessimistic and people think trusting each other is 
necessary for survival. The entrepreneur always starts by trusting in new business relations. 
He likes to trust people, even if his trust has been let down and has almost ruined the busi-
ness. Nevertheless, he does not such incidents discourage him because he thinks he cannot 
do business without trust. The same principles apply also within the own organisation. An 
important quality of trust is fairness.  

West Germany 
11 Pet shop The trust environment is good, but people tend to trust each other too easily. The entrepre-

neur has had quite a few disappointments over the years and has become more wary about 
trusting.  

12 Auditing 
service 

One can trust people less and less these days (see two examples in the write-up, p. 49).  

13 Image con-
sultancy 

The entrepreneur thinks she can trust her business partners to the extent that they do what 
has been agreed on. Although trust and common sense are important in business, sometimes 
control is better.  

14 Internet 
service 

People in the Rhineland area talk a lot and one has to know them for a longer time to know 
when they are being serious. Trusting people is also subject to how attractive the ‘bait’ is.  

15 Harbour 
service 

The local trust environment is excellent, which is especially manifest in good co-operation 
and willingness to help and look for solutions. This applies both to firms and other institu-
tions. However, the object of trust is always the contact person, not the organisation as such. 

16 Electronic 
installation 

Trust is the foundation of customer relations. The entrepreneur does not work with people 
whom he does not trust. There is a very good trust base with present customers. The trust 
relation in inter-firm relations is with the contact person much more than with the organisa-
tion. In relations e.g. to the Chamber it does not matter really who the contact person is.  
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Table 30b: Perception of the domestic trust environment – Authorities and banks 
# Firm Authorities Banks 

East Germany 

2 Bakery Neutral opinion, sometimes too nitpicking 
(especially hygiene). When the entrepreneur has 
felt mistreated it has been due to regulations, not 
officials. 

-  

3 Book shop Only good experiences with authorities and 
even good personal contacts to some of them. 
Communication is good and entrepreneur was 
surprised how well authorities cooperate.  

Entrepreneur does not trust banks. Thinks that since 
the early 1990s euphoria banks lost much money and 
have become more critical and controlling. Also 
thinks big start-ups receive preferential treatment.  

4 IT trade &  
own software 

Little trust in authorities mainly due to over-
bureaucratisation.  

Trusts only with a detailed written contract.  

5 IT trade - The firm has good experiences with its own bank. 
The entrepreneur has heard from other firms that 
large businesses receive preferential treatment and 
small firms must always provide 100 % collaterals.  

6 Production 
consultancy 

‘Absolutely no trust at all’ in authorities. Has 
had own bad experiences and has a very nega-
tive opinion on authorities in general.  

The entrepreneur knows that many small firms are 
dissatisfied with banks. However, as he knows bank 
managers too he knows that they have to be careful 
after losing a lot of money in the early 1990s ‘unifi-
cation enthusiasm’. Thus all small businesses have a 
hard time getting a bank credit in the East. 

7 Software 
design 

Authorities generally treat small firms fairly.  Banks offer consulting and other services based on 
customer size and financial credibility and do not 
treat all firms equally.  

8 Engineering 
service 

Despite over-bureaucratisation, businesses are 
treated fairly. However, large firms receive 
preferential treatment in support institutes.  

- 

West Germany 

9 Eco-bakery The entrepreneur thinks that authorities treat 
him fairly. However, he excludes taxes from the 
fairness principle, because he thinks they are 
unreasonable.  

- 

10 Book  
mail-order 

Large businesses receive preferential treatment 
because of the larger volume. Negative general 
opinion due to excessive bureaucracy and 
opaqueness of regulations. The entrepreneur 
expressed a general dislike of formal contracts.  

Large businesses pay less account management fees. 
The firm has no credits, but the entrepreneur esti-
mated getting one would be difficult for a traditional 
small firm like hers. The credits are rather given to 
start-ups with fancy business plans and banks lose a 
lot of money when many of these fail.  

11 Pet shop The treatment by veterinary authorities varies 
according to the contact person, who however 
treats all firms the same. Moreover, the entre-
preneur has once had to pay a civil servant years 
ago – otherwise she would have had to close her 
shop. This does not happen anymore because 
the risk of getting caught has risen.  

- 

12 Auditing 
service 

Inland revenue is fair in general. However, 
authorities treat small firms worse than large 
ones and they have little interest in SMEs.  

Also banks treat small firms worse than large ones.  

13 Image  
consultancy 

- The entrepreneur would trust banks to be fair because 
the state controls them.  

14 Internet service -  The entrepreneur thinks banks are fair, but has no 
own experiences from bank credits.  

16 Electronic 
installation 

The entrepreneur trusts the services, but thinks 
there is too much bureaucracy and the fees e.g. 
at the Chamber are not proportionate to the 
service received.  

Banks treat companies differently, depending on how 
one builds trust with the bank. The more one treats 
the bank as a partner the better the treatment. The 
entrepreneur thinks small firms get credits more 
easily than large ones due to the recent bankruptcies 
of large firms.  

 

 

 



 



Arbeitspapiere und Materialien der Forschungsstelle Osteuropa 
Working Papers of the Research Centre for Eastern European Studies 

ISSN 1616-7384 
 
Nr. 49 Die Infrastruktur der tschechischen Kultur im ostmitteleuropäischen Vergleich 
 Museen, Denkmalobjekte, Kunsteinrichtungen und Bibliotheken 1989 – 2001 
 Von Ivo Bock 
 (September 2003) 
 
Nr. 50 Lebensumstände und Einstellungen von Armen und Reichen in Russland 

Ergebnisse einer landesweiten Umfrage 
 Institut für Komplexe Sozialforschung der Russischen Akademie der Wissenschaften  

(Oktober 2003) 
 
No. 51 Interaction of Interest Groups and Their Impact on Economic Reform  

in Contemporary Russia 
 By Andrei Yakovlev 
 (November 2003) 
 
Nr. 52 Die russischen Parlamentswahlen 2003 

Von Heiko Pleines und Hans-Henning Schröder (Hg.) 
 (Dezember 2003)  
 
Nr. 53 Die Staatssymbolik des neuen Russland im Wandel 
 Vom antisowjetischen Impetus zur russländisch-sowjetischen Mischidentität 

Von Isabelle de Keghel 
 (Dezember 2003)  
 
No. 54 Entrepreneurial Strategies and Trust. Structure and Evolution of Entrepreneurial  

Behavioural Patterns in “Low Trust” and “High Trust” Environments  
of East and West Europe 

 Part 1: A Review 
 By Hans-Hermann Höhmann and Friederike Welter (editors) 
 (January 2004) 
 
No. 55 Entrepreneurial Strategies and Trust. Structure and Evolution of Entrepreneurial  

Behavioural Patterns in “Low Trust” and “High Trust” Environments  
of East and West Europe 

 Part 2: East and West Germany 
 By Hans-Hermann Höhmann and Friederike Welter (editors) 
 (January 2004) 
 
No. 56 Entrepreneurial Strategies and Trust. Structure and Evolution of Entrepreneurial  

Behavioural Patterns in “Low Trust” and “High Trust” Environments  
of East and West Europe 

 Part 3: Italy and Great Britain 
 By Hans-Hermann Höhmann and Friederike Welter (editors) 
 (January 2004) 
 
No. 57 Entrepreneurial Strategies and Trust. Structure and Evolution of Entrepreneurial  

Behavioural Patterns in “Low Trust” and “High Trust” Environments  
of East and West Europe 

 Part 4: Estonia and Russia 
 By Hans-Hermann Höhmann and Friederike Welter (editors) 
 (January 2004) 

 
Price per paper: 4 Euro + p & p 
Subscription (10 papers per year): 30 Euro + p & p 
 
Please direct orders to: publikationsreferat@osteuropa.uni-bremen.de 
Forschungsstelle Osteuropa, Publikationsreferat, Klagenfurter Str. 3, D-28359 Bremen, Germany 



 

Current Books from the Research Centre for Eastern European Studies  
(in German) 

 
Analysen zur Kultur und Gesellschaft im östlichen Europa (Edition Temmen) 

Bd. 16 Stefanie Harter, Jörn Grävingholt, Heiko Pleines, Hans-Henning Schröder: 
Geschäfte mit der Macht  
Wirtschaftseliten als politische Akteure im Russland der Transformationsjahre 1992-2001 

Edition Temmen (Bremen) 2003, 379 S., Hardcover, ISBN 3-86108-339-6, Euro 20,90 
 

Bd. 15 Christian Meier, Heiko Pleines, Hans-Henning Schröder (Hg.): 
Ökonomie – Kultur – Politik. Transformationsprozesse in Osteuropa 
Festschrift für Hans-Hermann Höhmann 

Edition Temmen (Bremen) 2003, 346 S., Hardcover, ISBN 3-86108-346-9, Euro 20,90 
 

Bd. 14 Hans-Hermann Höhmann, Heiko Pleines (Hg.): 
Wirtschaftspolitik in Osteuropa zwischen ökonomischer Kultur, 
Institutionenbildung und Akteursverhalten 
Russland, Polen und Tschechische Republik im Vergleich 
Edition Temmen (Bremen) 2003, 245 S., Hardcover, ISBN 3-86108-347-7, Euro 20,90 
 

Bd. 13 Forschungsstelle Osteuropa (Hg.): 
Kommerz, Kunst, Unterhaltung 
Die neue Popularkultur in Zentral- und Osteuropa 
Edition Temmen (Bremen) 2002, 343 S., Hardcover, ISBN 3-86108-345-0, Euro 20,90 
 

Bd. 12 Hans-Hermann Höhmann, Jakob Fruchtmann, Heiko Pleines (Hg.): 
Das russische Steuersystem im Übergang 
Rahmenbedingungen, institutionelle Veränderungen, kulturelle Bestimmungsfaktoren 

Edition Temmen (Bremen) 2002, 343 S., Hardcover, ISBN 3-86108-366-3, Euro 20,90 
 

Bd. 11 Hans-Hermann Höhmann (Hg.): 
Wirtschaft und Kultur im Transformationsprozeß 
Wirkungen, Interdependenzen, Konflikte 

Edition Temmen (Bremen) 2002, 298 S., Hardcover, ISBN 3-86108-340-X, Euro 20,90 
 

Bd. 10 Hans-Hermann Höhmann (Hg.): 
Kultur als Bestimmungsfaktor der Transformation im Osten Europas 
Konzeptionelle Entwicklungen – Empirische Befunde 

Edition Temmen (Bremen) 2001, 312 S., Hardcover, ISBN 3-86108-337-X, Euro 20,90 
 

 
Osteuropa: Geschichte, Wirtschaft, Politik (LIT Verlag) 

Bd. 33 Heiko Pleines: 
Wirtschaftseliten und Politik im Russland der Jelzin-Ära (1994–99) 

LIT Verlag (Hamburg) 2003, 444 S., ISBN 3-8258-6561-4, Euro 30,90 
 

Bd. 32 Jakob Fruchtmann, Heiko Pleines: 
Wirtschaftskulturelle Faktoren in der russischen Steuergesetzgebung und Steuerpraxis 

LIT Verlag (Hamburg) 2002, ISBN 3-8258-6257-7, Euro 20,90 
 



 

E-Mail Newsletters of the Research Centre for Eastern European Studies 

 

Publications on Russia 

“Publications on Russia” is a bimonthly survey of recently published English- and German-
language monographs and articles in academic journals on Russia. “Publications on Russia” 
covers politics, economics and social affairs, transformation and economic culture, public opin-
ion and culture. 

Publications on Ukraine  

“Publications on Ukraine” is a quarterly survey of English- and German-language recent publi-
cations on Ukraine, both monographs and articles in academic journals, in the following areas: 
history, politics, foreign policy, economics, nationalities and culture. 

RussiaWeeklyInfo  

„RussiaWeeklyInfo“ ist eine wöchentliche ca. 10-seitige Zusammenstellung aktueller Nachrich-
ten zu Russland (in englischer und deutscher Sprache). Abgedeckt werden die Themenbereiche 
Wirtschaft und Soziales, Innenpolitik, Medien und öffentliche Meinung.  

Russlandanalysen 

Die „Russlandanalysen“ bieten wöchentlich eine Kurzanalysen zu einem aktuellen Thema, er-
gänzt um Grafiken und Tabellen. Zusätzlich gibt es eine Wochenchronik aktueller politischer 
Ereignisse. Abonnenten von „RussiaWeeklyInfo“ erhalten die Russlandanalysen automatisch. 

FSO-Fernsehtipps 

Die „FSO-Fernsehtipps“ bieten zweiwöchentlich einen Überblick über Sendungen mit Bezug 
auf Ost- bzw. Ostmitteleuropa im deutschsprachigen Kabelfernsehen. Vorrangig erfaßt werden 
Spiel- und Dokumentarfilme aus und über osteuropäische Länder. Der Schwerpunkt liegt auf 
der Sowjetunion und ihren Nachfolgestaaten (vor allem Russland), Polen, Tschechien, Slowakei 
und DDR.  

Bremer Russland-Netz 

Das Bremer Russland-Netz bietet Hinweise auf Russland-bezogene Veranstaltungen und Publi-
kationen in und aus Bremen. Gleichzeitig soll es Bremer Russland-Interessierte untereinander 
vernetzen. 

 

Please direct subscription requests to 

publikationsreferat@osteuropa.uni-bremen.de 

 

Do not forget to indicate which newsletters you want to receive. 

 

 

 


