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1. Before There Were Contracts, There Was Trust

For most of human commercial history, business was conducted on trust. The Phoenician traders
who built the first international trade networks across the Mediterranean did not carry binding
arbitration clauses. The Medici bankers who financed the Renaissance operated on reputation,
relationships, and the understanding that a broken promise would cost you more than any court
could impose. The merchant guilds of medieval Europe enforced standards not through litigation
departments but through exclusion: if you broke your word, you were out. Your reputation was your
contract.

This was not naivety. It was a system that worked for millennia because the cost of betrayal
exceeded the cost of compliance. Communities were small enough, trade networks tight enough,
and reputations visible enough that trust was a rational economic instrument. A handshake was not a
gesture. It was a technology of commitment, as binding in its context as any notarised agreement.

As recently as the mid 20th century, this principle still governed significant portions of global
commerce. In 1983, Warren Buffett purchased 80% of Nebraska Furniture Mart for USD 60 million
with a 1%4 page contract and a handshake. No audit. No lawyers. No due diligence. "Mrs. B simply
told me what was what, and her word was good enough for me," Buffett wrote in his 2013 letter to
Berkshire Hathaway shareholders. "We completed the deal without the involvement of investment
bankers or lawyers (an experience that can only be described as heavenly)." He bought National
Indemnity in 1967 with a one page contract he wrote himself.

These are not ancient history. These are transactions within living memory, conducted by the most
successful investor of his generation, who explicitly preferred trust over contractual complexity
because he understood something that modern business culture is forgetting: the quality of the
relationship is a better predictor of the outcome than the quality of the contract.

A contract tells you what happens when trust fails. It tells you nothing about
whether trust exists.
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2. The Evidence: Trust Is Declining While Contracts Are
Expanding

The trajectory is unmistakable. As global commerce has grown more complex, more regulated, and
more litigious, the architecture of business relationships has shifted decisively from trust based to
contract based. The data paints a picture of a world that is simultaneously spending more on legal
protection and experiencing less trust in business relationships.

2.1 The Trust Numbers

The 2025 Edelman Trust Barometer, the most comprehensive global study on institutional trust
(33,000 respondents across 28 countries), found that 68% of people distrust business leaders, a 12
point increase from the previous year. 68% believe business leaders deliberately mislead them. Trust
in employers dropped globally to 75%. The 2026 Edelman Trust Barometer reported that 70% of
respondents are unwilling or hesitant to trust someone who has different values, facts, problem
solving approaches, or cultural background. Only 32% globally believe the next generation will be
better off. Edelman CEO Richard Edelman described the current state as "a retreat into insular
circles of trust" where "distrust is the default instinct."

PwC's 2024 Trust in US Business Survey found that while 86% of executives indicate a very high
level of trust in their employees, only 60% of employees believe their company leaders trust them.
61% of employees agree that the perceived lack of trust impacts their ability to do their jobs well.
Accenture's Life Trends 2025 report found that 62% of people say trust is an important factor when
choosing to engage with a brand, yet over half are questioning the content they are served online
more than before.

2.2 The Contract Numbers

The global legal services market was valued at approximately USD 1.05 to 1.12 trillion in 2024/2025
and is projected to reach USD 1.4 to 1.9 trillion by 2033 to 2035, depending on the research source
(Grand View Research, Global Market Insights, Straits Research, Mordor Intelligence). Corporate
legal spending increased 23% to a median of USD 3.8 million per company, with companies over
USD 20 billion in revenue seeing legal spend rise 57% in a single year to USD 80 million (ACC/MLA
2024 Benchmarking Report). Total legal spend as a percentage of company revenue rose from
0.56% to 0.63%. Outside counsel spend comprises 87% of total external legal budgets.

Average partner billing rates at Am Law 25 firms reached USD 1,349 per hour in 2025. Associate
rates at top 50 firms averaged USD 835 per hour, up nearly 12% year on year (Wolters Kluwer
LegalVIEW Insights, 2025). 55% of General Counsels reported budget increases in 2024 with an
average rise of 4%, and 61% expect further budget growth in 2025 (Axiom 2025 In House Legal
Budgeting Report). Contract management systems are now adopted by 59% of legal departments, e-
signature by 71% (ACC 2024).

2.3 The Paradox

Here is the uncomfortable truth: the global economy is spending over one trillion dollars annually on
legal services, much of it devoted to drafting, reviewing, negotiating, and enforcing contracts
designed to protect against the failure of trust. Yet trust, by every major measure, continues to
decline. The contracts are getting longer, the legal costs are getting higher, the NDA stacks are
getting thicker, and the relationships are getting colder. More contractual protection has not produced
more trust. It has produced more distance.
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3. Why Contracts Grew: The Legitimate Drivers

It would be intellectually dishonest to argue that the growth of contractual complexity is without
cause. The expansion of formal legal agreements was driven by real, legitimate forces that reshaped
the operating environment of global business. Understanding these forces is essential before
proposing any alternative.

Globalisation: When your supplier is in Shenzhen, your customer is in S&o Paulo, and your
legal entity is in Dublin, a handshake is not enforceable across three legal systems. Cross
border commerce demands written agreements that specify governing law, dispute resolution
mechanisms, and jurisdictional authority.

Regulatory explosion: The volume of regulation affecting business has grown exponentially.
GDPR, SOX, CCPA, the EU Al Act, CSRD, DORA, anti bribery legislation, sanctions regimes,
and industry specific compliance requirements all demand documented contractual
commitments. A company cannot demonstrate regulatory compliance with a handshake.

Corporate fraud and scandal: Enron, WorldCom, Theranos, Wirecard. Each major corporate
fraud produced a wave of regulatory and contractual requirements designed to prevent
recurrence. Sarbanes Oxley alone transformed how companies document, certify, and audit
their commitments. The trust of the handshake era was exploited by those who had no
intention of honouring it.

Litigation culture: Particularly in the United States, the cost and frequency of commercial
litigation created a powerful incentive to document everything. When a dispute can cost tens
of millions in legal fees and settlements, contractual precision becomes an act of self
preservation.

Scale and anonymity: When companies were smaller and business networks were tighter,
reputation served as an enforcement mechanism. As organisations scaled to tens of
thousands of employees operating across dozens of countries, the personal relationships that
underpinned trust based commerce became structurally impossible to maintain at every level.

Digital complexity: Data sharing agreements, API access terms, cloud service level
agreements, Al model licensing, and intellectual property in digital environments all require
specificity that verbal agreements cannot provide.

Every one of these drivers is real. Every one of them justifies some degree of contractual formality.
The question is not whether contracts are necessary. They are. The question is whether the current
trajectory, in which contractual protection has become the primary relationship architecture while
human trust has been systematically demoted, is producing the outcomes that business leaders
actually want.
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4. The Unintended Consequences: What Over Contractualisation
Costs

The shift from trust based to contract based business relationships has produced a set of unintended
consequences that are rarely measured, rarely discussed in boardrooms, and rarely factored into the
cost benefit analysis of "protecting the company."

4.1 Transaction Friction and Deal Velocity

Every additional clause, every additional review cycle, every additional round of redlining slows the
pace at which business gets done. Warren Buffett's competitors take 6 to 12 months to close a deal.
Buffett closes in 30 days with a handshake. The difference is not recklessness. It is trust. In a world
where speed to market, speed to partnership, and speed to decision are competitive advantages,
contractual friction is a measurable economic cost. How many partnerships were never formed
because the NDA took three months? How many joint ventures died in legal review? These costs
never appear on a balance sheet.

4.2 The Adversarial Default

When the first interaction between two organisations is a 47 page NDA followed by a 120 page
Master Services Agreement drafted by lawyers whose professional obligation is to protect their
client's interests above all else, the relationship begins in an adversarial posture. The implicit
message is: we assume you will try to harm us, and this document is our defence. This is the
opposite of the psychological conditions required for collaboration, innovation, and mutual value
creation. Research in the Journal of Business Ethics and ScienceDirect consistently demonstrates
that trust is the foundational condition for productive business relationships, and that its absence
increases both perceived conflict and transaction costs.

4.3 The Compliance lllusion

Organisations invest enormous resources in contractual compliance without asking whether
compliance produces the outcomes they care about. A supplier can be fully compliant with every
clause of a 200 page supply agreement and still deliver mediocre service, because the contract
specifies what must be done, not how well it must be done, or with what spirit of partnership. The
most critical dimensions of a business relationship, responsiveness, flexibility, proactive problem
solving, willingness to go beyond the minimum, are precisely the dimensions that contracts cannot
capture. These are trust outcomes, not compliance outcomes.

4.4 The Human Cost

There is a more subtle cost that rarely enters strategic discussions: the erosion of the human
element in business relationships. When every conversation is documented, every commitment
lawyered, and every risk hedged in writing, the space for genuine human connection shrinks. The
business lunch that once sealed a partnership now precedes a six month legal negotiation. The
personal relationship that once survived a disagreement now collapses at the first contractual
dispute, because the relationship was never the point. The contract was.

The 2026 Edelman Trust Barometer's finding that society is retreating into "insular circles of trust" is
not just a social phenomenon. It is a business phenomenon. When 70% of people are unwilling to
trust someone with different values, that insularity extends to how companies select partners,
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negotiate terms, and structure relationships. The contract has become not just a legal instrument but
a psychological substitute for the human judgment that business leaders no longer feel confident
exercising.
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5. The Evidence: Companies Where Trust Based Models
Outperform

If trust is merely a nice to have, a relic of simpler times, then trust led business models should
underperform their contract heavy counterparts. The evidence suggests the opposite.

5.1 Berkshire Hathaway: The Trust Compounder

Warren Buffett has built a USD 1+ trillion market capitalisation company on a model that explicitly
minimises contractual complexity. His acquisition of Nebraska Furniture Mart (USD 60 million, one
page contract, no audit, no lawyers) is not an anomaly. He purchased National Indemnity in 1967
with a one page contract he wrote himself. His 2013 annual letter describes completing deals
"without the involvement of investment bankers or lawyers (an experience that can only be described
as heavenly)." Professor Lawrence Cunningham of George Washington University has documented
how Buffett's contracting philosophy, which he terms "Contract Interpretation 2.0," relies on
reputation, simplicity, and trust as structural elements of deal making. The result: Berkshire's
acquisition track record is among the most successful in the history of capital allocation. Sellers
actively seek Berkshire because they trust the process. Speed and simplicity become competitive
advantages.

5.2 Costco: Trust as Operating Model

Costco Wholesale operates one of the most trust intensive business models in retail. Its relationship
with suppliers is built on long term partnership, transparent pricing, and a commitment to mutual
value rather than adversarial negotiation. Costco strictly limits its markup to 14% on brand name
goods and 15% on its Kirkland Signature brand, a self imposed constraint that signals
trustworthiness to both suppliers and customers. The result: membership renewal rates consistently
hover around 90%, among the highest customer loyalty metrics in the retail industry. Costco's stock
has historically outperformed the broader retail sector, demonstrating that a trust intensive model is
not a concession to idealism but a competitive advantage.

5.3 Danaher: Trust Through Consistency

Danaher Corporation, one of the most successful industrial conglomerates of the past three decades,
built its acquisition strategy on a model of operational trust. The Danaher Business System (DBS), a
philosophy of continuous improvement derived from Japanese kaizen, provides acquired companies
with a clear, consistent operating framework, but leadership teams are retained and trusted to
execute. This trust based integration model has enabled Danaher to complete over 400 acquisitions,
generating consistent double digit returns for decades and making it a "compounder" darling of Wall
Street. The model works because acquired leaders trust that Danaher will honour commitments
made during the acquisition process.

5.4 The Pennzoil Precedent: When a Handshake Became USD 11.1 Billion

In 1984, Pennzoil and Getty Oil reached a handshake deal for a merger. Texaco then stepped in with
a higher offer, and Getty broke the agreement. Pennzoil filed a lawsuit alleging tortious interference
with the oral contract. A Texas jury found that the handshake constituted a binding contract and
awarded Pennzoil USD 10.53 billion in damages (with interest, often cited around USD 11 billion). It
remains a landmark case proving that preliminary agreements can carry full legal weight if the intent
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to be bound is clear. The lesson: trust based agreements are not legally weak. They are, when
supported by genuine intent, as enforceable as any written contract.

The pattern across these examples is consistent: organisations that lead with trust and support it with
proportional legal structure consistently outperform those that lead with legal structure and hope trust
will follow. This is not sentimentality. It is competitive advantage.
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6. Toward a Trust Architecture: Bringing the Human Back into
the Equation

KhahanA Insights does not propose the abolition of contracts or a naive return to handshake
commerce. The world is too complex, too regulated, and too globally interconnected for that. What
we propose is a deliberate, structured reintroduction of human trust as a strategic asset that sits
alongside legal protection, not in opposition to it. We call this a Trust Architecture.

6.1 The Principle

The relationship should be designed first. The contract should protect it second. In current practice,
the contract defines the relationship. We propose inverting this: the relationship defines the contract.
This means investing time, resources, and leadership attention in building genuine trust before and
during the contractual process, not after it.

6.2 The Framework: Five Elements of a Trust Architecture
Element 1: Relationship Before Negotiation

Before any contract is drafted, invest in understanding your counterpart as a human being, not just
as a legal entity. Face to face meetings, shared meals, site visits, and honest conversations about
intentions, constraints, and concerns build a foundation that no contract can replicate. In many of the
world's most successful business environments, the relationship precedes the paperwork. Where
that order is reversed, where the first meeting is with the lawyers, the relationship starts in deficit.

Element 2: Proportional Complexity

Not every business relationship requires 120 pages of legal documentation. The contractual
framework should be proportional to the risk, complexity, and novelty of the engagement. A repeat
transaction with a trusted partner of 10 years should not require the same legal apparatus as a first
time engagement in a new market with an unknown counterpart. Yet in many organisations, the
same template is applied universally, regardless of trust history. Buffett's one page contracts were
not reckless. They were proportional to the trust he had established.

Element 3: Trust Metrics

If trust is a strategic asset, it should be measured. Organisations should develop and track trust
indicators alongside financial and compliance metrics: relationship longevity, repeat business rate,
dispute frequency, response time to non contractual requests, willingness to share information, and
mutual investment in the relationship. These are leading indicators of partnership health that
contracts cannot capture and legal KPIs do not measure.

Element 4: Conflict Resolution by Conversation, Not Litigation

The first response to a disagreement should be a phone call, not a legal letter. Many commercial
disputes escalate not because the parties disagree on substance, but because the contractual
framework routes all disagreements through legal channels, which are structurally adversarial.
Building "conversation first" dispute resolution into the relationship, supported by escalation protocols
that involve business leaders before lawyers, preserves the relationship and almost always resolves
issues faster and cheaper.

Element 5: Leadership Commitment to Trust as Strategy
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Trust Architecture requires CEO and board level commitment. If the organisation's culture,
incentives, and performance metrics all reward contractual compliance but not relationship quality,
the contract will always win. Leaders must explicitly signal that trust is a strategic priority: in how they
select partners, in how they negotiate, in how they resolve disputes, and in how they invest in long
term relationships versus short term transactions.
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7. Key Findings & Strategic Implications

1. Trust and contracts are not opposites. But the balance has been lost.

Contracts are necessary instruments of modern commerce. But they have expanded from being a
safety net for trust to being a substitute for it. The result is a global business environment that is
more legally protected but less trusting, more documented but less collaborative, more hedged but
slower.

2. The cost of over contractualisation is real but unmeasured.

Transaction friction, deal velocity loss, adversarial defaults, the compliance illusion, and the erosion
of human connection are all economic costs of a trust deficit. They do not appear on any balance
sheet, but they shape the speed, quality, and durability of every business relationship.

3. Trust is declining globally despite record legal spending.

The world spends over USD 1 trillion annually on legal services. Trust in business leaders has
dropped to 32% (Edelman 2025). These two facts should not coexist if contracts were solving the
problem they were designed to solve. The evidence suggests that contractual protection and human
trust are not only different things but that the expansion of one is correlated with the decline of the
other.

4. The most enduring business relationships are trust led, not contract led.

From Berkshire Hathaway to the Japanese keiretsu to the German Mittelstand, the world's most
durable commercial ecosystems are built on trust first, contracts second. These are not relics of a
simpler time. They are current, competitive, and outperforming. Buffett's handshake acquisitions are
among the most successful in the history of capital allocation.

5. A Trust Architecture is not a return to naivety. It is a strategic framework.

Proportional complexity. Trust metrics. Relationship before negotiation. Conversation before
litigation. Leadership commitment. These are not soft concepts. They are structural interventions that
can be implemented, measured, and integrated into how organisations operate, without abandoning
the legal protections that modern commerce requires.

The handshake has not become obsolete. We have simply forgotten what it
was for. It was never a legal instrument. It was a declaration of intent: I will
deal with you as a human being, not as a counterparty. The organisations
that remember this will build the most enduring partnerships of the next
decade.
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8. Sources & Methodology

Trust Research

Edelman: 2025 Trust Barometer (33,000 respondents, 28 countries)

Edelman: 2026 Trust Barometer (34,000 respondents, 28 markets)

PwC: Trust in US Business Survey (2024)

Accenture: Life Trends 2025 (24,295 respondents, 22 countries)

Forrester: Predictions 2025: Trust

Greenbook: The Importance of Trust in Building Strong B2B Relationships (2024)
ScienceDirect: The Dynamics and Evolution of Trust in Business Relationships
ScienceDirect: Revisiting the Interplay of Trust and Contracts (2024)

Journal of Business Ethics: Trust and Conflict in Business Relationships

Legal Market & Spending Data

Grand View Research: Global Legal Services Market 2025-2030 (USD 1.05 trillion in 2024)
Global Market Insights: Legal Services Market 2025-2034 (USD 1.12 trillion in 2024)
Mordor Intelligence: Legal Services Market 2025-2031 (USD 1.10 trillion in 2026)

Straits Research: Legal Services Market 2025-2033 (USD 1.05 trillion in 2024)

ACC / Major Lindsey & Africa: 2024 Law Department Management Benchmarking Report
Legal Dive / ACC: Companies' Legal Spend Has Risen Nearly 30% (2023)

Wolters Kluwer: LegalVIEW Insights 2025 (rate trends, USD 200 billion invoice data)
Axiom: 2025 In House Legal Budgeting Report (200 General Counsels surveyed)

Thomson Reuters Institute: 2024 State of the Corporate Law Department Report

Business History & Case Studies

Berkshire Hathaway: Annual Reports 2013, 2014 (Warren Buffett, NFM and National
Indemnity deals)

CNBC / Benzinga / Forbes: Warren Buffett and Mrs. B / Nebraska Furniture Mart

Hedge Fund Alpha / Colin Keeley: Warren Buffett's Business Contracts Should Be A Model
For The World

Lawrence Cunningham: Contract Interpretation 2.0 (academic essay on Buffett contracting
philosophy)

Pennzoil Co. v. Texaco Inc.: Texas jury award of USD 10.53 billion for tortious interference
with handshake deal (1985)

Methodology: All data sourced from published research reports, academic journals, industry surveys,
SEC filings, and verified news sources. No Al generated statistics. Source credibility tiered as T1
(Edelman/PwC/Accenture/ACC/Wolters Kluwer/Thomson Reuters) or T2 (market research
firms/trade publications/company announcements). Historical and cultural references drawn from
published academic and journalistic accounts.
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9. Disclaimer

This paper is published by KhahanA Insights as an independent strategic analysis. It does not
constitute legal advice and does not endorse, recommend, or promote any specific company, law
firm, technology provider, or legal framework. Readers should consult qualified legal professionals
for advice specific to their jurisdictions and business requirements. Market projections cited are
drawn from published third party research and are subject to change.
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