
Trust and entrepreneurship

nn Paradoxes of trustParadoxes of trust

nn Importance of trustImportance of trust

nn What is trust?What is trust?

nn In whom?In whom?

nn In what?In what?

nn On the basis of what?On the basis of what?

nn How to begin and end a relationHow to begin and end a relation



Paradoxes of trust

nn Both basis and outcome of relationsBoth basis and outcome of relations

nn Based on information and lack of itBased on information and lack of it

nn Rational and emotionalRational and emotional

nn Expectation but not probabilityExpectation but not probability

nn Beyond selfBeyond self--interest but has limitsinterest but has limits

nn Needed but can yield inertiaNeeded but can yield inertia

nn Conflict may break or deepen trust Conflict may break or deepen trust 



Importance of trust

nn Extrinsic value:Extrinsic value:
Alternative to contract and hierarchyAlternative to contract and hierarchy

which are:which are:
limited, especially in innovationlimited, especially in innovation
expensive for smaller firmsexpensive for smaller firms

nn Intrinsic value:Intrinsic value:
More attractiveMore attractive



What is trust?

DependenceDependence

Lack of controlLack of control

RiskRisk

Expectation that neverthelessExpectation that nevertheless

‘ things will be all right’‘ things will be all right’



In whom?

nn PersonsPersons

nn OrganizationsOrganizations

nn NetworksNetworks

nn InstitutionsInstitutions

Related by positions and rolesRelated by positions and roles



Network effects

Country XCountry X Country YCountry Y

Firm DFirm D Firm CFirm C

takeover 2takeover 2

takeover 1takeover 1

Firm AFirm A Firm BFirm B

alliancealliance



In what?

nn Competence:Competence:

ability (and means) to complyability (and means) to comply

nn Intentions:Intentions:

benevolence (limited opportunism)benevolence (limited opportunism)

dedication (care, attention, no free ride)dedication (care, attention, no free ride)

Admit er rors!Admit er rors! ((e.g. ENRON)e.g. ENRON)



On the basis of what?

environmentenvironment relationrelation
(institutions)(institutions)

ControlControl
opportunity     laws, regulationsopportunity     laws, regulations hierarchyhierarchy
incentiveincentive reputationreputation dependencedependence

AltruismAltruism norms, valuesnorms, values routinesroutines
empathyempathy
identificationidentification



For entrepreneurs

nn ReputationReputation

nn Mutual need/dependenceMutual need/dependence

nn Professional ethicProfessional ethic

nn Empathy, identificationEmpathy, identification

N.B. beware of:N.B. beware of:

nn clan/family loyaltiesclan/family loyalties

nn network effectsnetwork effects



Limits of trust

§§ Trustworthiness limited due to:Trustworthiness limited due to:

temptation (golden opportunity)temptation (golden opportunity)

pressures of survivalpressures of survival

§§ Too much trust may yield:Too much trust may yield:

rigiditityrigiditity

uniformityuniformity



In short

Trust is fourTrust is four--place predicate:place predicate:

1. 1. TrustorTrustor truststrusts

2. trustee (individual, organization)2. trustee (individual, organization)

3. in some respect (competence, 3. in some respect (competence, 
intentions)intentions)

4. under some circumstances4. under some circumstances



Trust and control

Both complements and substitutesBoth complements and substitutes

More/less trust requires less/more controlMore/less trust requires less/more control
But:But:

§§ Both incomplete, hence both neededBoth incomplete, hence both needed
§§ Contractual detail for competenceContractual detail for competence
§§ Trust may be needed before a contractTrust may be needed before a contract



Trust production

§§ Prior to relation:Prior to relation:
characteristics, experience, reputation, characteristics, experience, reputation, 
gogo--betweensbetweens

§§ During relation:During relation:
inference, empathy, identification, inference, empathy, identification, 
routinizationroutinization

‘Voice or  exit’‘Voice or  exit’



How to start without prior trust?

§§ Control:Control:

enforcement (enforcement (danger of vicious circledanger of vicious circle))

incentives, mutual dependence incentives, mutual dependence 

§§ Small steps (Small steps (slowslow))

§§ GoGo--betweenbetween



Social psychology

§§ Mental frames:Mental frames:

guard interests guard interests 

act appropriatelyact appropriately

§§ Decision heuristics:Decision heuristics:

availabilityavailability

anchoring and adjustmentanchoring and adjustment

§§ Gain or loss frameGain or loss frame



How to end?

XX

Aggression:Aggression: Collaboration: Collaboration: 
drop the bombdrop the bomb joint preparationjoint preparation

YY YY

aggresaggres collabo  collabo  aggresaggres collabocollabo
sionsion rationration sionsion rationration


