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Lecture 9  The German Mittelstand (middle rank) companies 
 
We will consider these companies, which have been much admired and written about in the UK 
and the USA. They have special attributes, which are summarised well in the first Economist 
article in the list below “German Lessons” – read and understand this article as a minimum. We 
will spend time identifying and discussing the Mittelstand’s strengths. 
 
We will then update our knowledge of these firms by considering the more recent articles, in 
which some problems begin to emerge. 
 
German lessons 
The Economist 13 July 1996 
Riled by the cult of American business methods, German management theorists are explaining what Germany 
does best. 

 
Mittelstand or Mittelfall?  
The Economist 17 Oct 1998 
Europe would like to think that global economic storms will pass it by. Yet Germany's Mittelstand firms are 
experiencing the first signs of trouble 

 
Slipped disc    Germany's Mittelstand  
The Economist 13 Dec 2001   
The family firms that form the backbone of the German economy have more to worry about than recession 
 
Is the sun rising in the east at last? 
The Economist  05 Dec 2002  
 The mood in the “new states” is beginning to brighten 
 
Is Deutschland AG kaputt? 
The Economist 05 Dec 2002  
What's ailing German industry  
 
Dreaming of an economic revival - Germany's reforms 
The Economist  20 Mar 2003  
Gerhard Schröder has revealed his plans. Now he must get his hands dirty 
 
Without credit  Financing Germany's Mittelstand  
The Economist 30 Oct 2003  
Though starved of bank loans, German companies are reluctant to tap alternative sources of capital 
 
 
Books:- 
 
Hermann Simon (1996) "Hidden Champions – lessons from 500 of the world’s    
    best unknown companies", Harvard Business School Press 
 
Herbert Simon (2009) “Hidden Champions of the Twenty-First Century: The Success Strategies 

of Unknown World Market Leaders”, Springer-Dordrecht 
 
 
Gunter Rommel (1995) "Simplicity Wins: how Germany’s mid-sized industrial companies succeed" 
    Harvard Business School Press 
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German lessons  The Economist 13 July 1996 
Riled by the cult of American business methods, German management theorists are explaining what Germany 
does best. 

HAVING dominated the field since the turn of the century, America is at last facing some serious 
competition in management science. So far the most vigorous challenge has come from Japan and Britain. 
Japanese management theorists have produced path-breaking ideas on everything from globalisation (Kenichi 
Ohmae) to managing knowledge (lkujiro Nonaka and Hirotaka Takeuchi); the British on "softer" subjects such as 
the future of work (Charles Handy). 

Now, however, Germany has joined the fray. Its prolonged recession has provoked a fierce debate. One 
school argues that Germany's only hope is to become more like America. In the name of "shareholder value", 
titans such as DaimlerBenz and Deutsche Bank are distancing themselves from stakeholder capitalism. But a 
rival school argues that, on the contrary, Germany must become "more like itself". Rather than becoming a 
bumbling version of the United States, it should concentrate on doing what it does well. This has led Germans to 
try to define what is valuable about their home-grown management methods. 

So far, the book that does this best is "Hidden Champions" (Harvard Business School Press, $29.95), 
by Hermann Simon, a German consultant. This purports to be a study of "500 of the world's best unknown 
companies". Most of these firms, however, spring from the Mittelstand, Germany's smallish, mostly family-
owned companies. Mr Simon shows that such firms have long been implementing ideas that have only recently 
become fashionable in America and Britain. For instance, many German firms have no need for re-engineering 
(getting rid of functional departments such as marketing, and pushing people into teams) because they never 
broke themselves up into isolated departments in the first place. 

Similarly, although "focus" may be new for Daimler-Benz, it is an old story for many Mittelstand firms. 
Steiner Optik has 80% of the world market for military field glasses. Krones makes 70% of the world's bottle-
labelling machines. Such specialisation plays to Germany's strengths as an up-market producer: companies with 
big shares of narrow markets can concentrate on design, quality and service, rather than competing on price.  

More than half the sales of the firms in Mr Simon's book came from outside their home markets. From 
Mr Simon's viewpoint, Germany's resistance to management fads is a strength not a weakness. Its firms are 
reluctant to shed staff because they value the loyalty and commitment of their workforce. The German bosses 
Mr Simon admires only sneer at the view of  one American guru, Tom Peters, that “crazy times call for crazy 
organizations”. 

A similar plea for Germany to be more like itself comes from "Simplicity Wins" (Harvard Business School 
Press, $27.95), published last year by five McKinsey consultants led by Gunter Rommel. On the basis of a five-
year study of 39 middlesized companies, Mr Rommel argues that one thing distinguishes the winners from the 
also-rans: simplicity. They produce a narrower range of products, sell to fewer customers, and deal with fewer 
suppliers than their less successful rivals. The German lesson is that you do not need a complicated organisation 
to make complicated products.  

Messrs Simon and Rommel have had some success in promoting their ideas outside Germany. By 
contrast, Germany's most venerable management theorist, Wolfgang Mewes, is almost unknown outside German-
speaking Europe. His message, preached to disciples mainly through correspondence courses, is that the key to 
corporate success is Engpasskonzentrierte Strategie (bottleneck-focused strategy). Boiled down, the idea of EKS 
is that if a company marshalls all its resources, however limited, to the task of solving a problem (the "bottleneck") 
for a well-defined customer group, it will prosper.  

Simplistic though this sounds, many Mittelstandler swear by it. Manfred Bobeck, for example, credits EKS 
with the revival of his firm, Winterhalter Gastronom, a manufacturer of commercial dishwashers with sales last year 
of DMl50m ($lO5m). Winterhalter used to make dishwashers for all sorts of commercial customers, including 
hospitals, laboratories and nursing homes. It was throwing away money on developing specialised prototypes for 
tiny markets. 

Reading from the EKS copy-book, Mr Bobeck narrowed the target market to segments in which 
Winterhalter was already strong: hotels, restaurants, butchers and bakeries. He then learned that his competitors 
were too busy undercutting each other's prices to address their customers' most urgent problems: water-drops left 
on restaurant glasses and blood-smeared butchers' knives, to name two. 

He set about solving them by recasting Winterhalter's product line. Out went flashy electronics, which most 
customers did not know how to use. In came duller but more useful innovations such as a new design for the 
dishwasher's inner ceiling which helped stop water spots. Winterhalter has transformed itself from a dishwasher 
manufacturer into a "think tank that specialises in the problems of the target group", as EKS jargon puts it, with its 
own brand of detergent and water purifying equipment. 

Big in Berlin 
Should non-Germans start plundering German management theory? In some ways, Germany's excellent 
companies are irreducibly German. They rely on the experience of owner-managers who are more interested in 
long-term results than in satisfying the stockmarket. Three-quarters of the companies in Mr Simon's sample were 
closely held, in most cases family owned, and almost all of them probably have cosy relations with their local 
banks. Beating rate-of-return benchmarks and raising capital appears to play almost no role in German 
management thinking. 
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But in other ways, Germany's management theorists drive home some universal lessons. For decades 
Germany's best companies have been thriving by eschewing complexity, avoiding diversification and focusing on 
their core skills. The rest of the world is only beginning to catch up. 

Mittelstand or Mittelfall?  The Economist 17 October 1998  
Presents information on Germany's Mittelstand, group of industrial firms and how they will fare in 

the global economic crisis in the late 1990s. Strengths and weaknesses of the Mittelstand; Europe 
feeling the effects of the financial crisis in 1998; Important industries that will suffer including mechanical 
engineering; Predictions of the impact of a possible economic downturn.  

Europe would like to think that global economic storms will pass it by. Yet Germany's Mittelstand firms are 
experiencing the first signs of trouble 

TALKING to Franz Weihrauch, you are tempted to put aside your worries about Europe's exposure to the 
rest of the world economy. Mr Weihrauch works for Haribo, a Bonn-based family firm that makes chewy sweets. 
Haribo has just opened its 15th European production site, in Spain, and will soon open its first American plant, in 
Pennsylvania. Plans are afoot to boost sales of its 250-odd ``Gummi'' products in Eastern Europe. Although Haribo 
keeps its accounts under wraps, its estimated turnover is DM2 billion ($1.2 billion). Mr Weihrauch smiles when 
asked about profits: ``Let's just say, very healthy.'' Is he worried about recession? Not at all. ``People eat sweets 
regardless.'' 

Such optimism is typical of firms from the family-owned, conservatively run Mittelstand. Although the 
thousands of vigorous medium-sized German concerns are less visible than the country's titans (partly because 
they choose to be), they are the most enterprising part of the economy. The Mittelstand wins plaudits far and wide. 
Indeed, it is credited with having put the Wunder into Germany's post-war Wirtschaftswunder. Today the 
Mittelstand accounts for perhaps a fifth of Germany's DM900 billion in exports and appears to be in rude health. 

But the boom may prove short-lived: just when the Mittelstand's approach to business was in any case in 
question, the storm battering much of rest of the world economy is making landfall in Europe. ``The fate of the 
German economy relies on that of the Mittelstand. And at the moment I'd say it was 50-50,'' says Wolfram Gruhler, 
a Mittelstand-watcher at the German Economic Institute in Cologne. 

So far, there are only a few hints of trouble. The dollar's recent fall is already hurting German car makers, 
whose share prices dived last week along with the American currency. That will harm car-parts suppliers, which are 
well represented in the Mittelstand. More worrying is the threat of a slowdown in the European Union, which buys 
four-fifths of the Mittelstand's exports, according to Gunter Kayser of the Institute for Mittelstand Research in Bonn. 
A few months ago economists reckoned that the GDP of the euro-zone would grow by more than 3% next year. 
Now the consensus is around 2.3% and falling. Several banks have cut their estimates of German growth next year 
to below 1.8%. 

Some of the Mittelstand's most important industries will suffer. In mechanical engineering, domestic orders 
are still growing, but foreign ones have fallen sharply (see chart on next page). The trade body of Germany's 
chemical industry last week predicted that export growth for the period from January to September could fall from 
7.5% this year to only 3-4% next year. And the sudden downturn in world textile production will bring problems for 
specialist machinery firms, such as Barmag and Dornier. Since the summer, orders have started drying up not 
merely in Asia, but in America and Europe too. 

Many executives are not persuaded that they should worry. Last month Ifo, a research institute, reported 
that confidence among engineering bosses in western Germany was growing. Olaf TColke, an engineering analyst 
at Merrill Lynch, thinks the outlook for the firms he covers is ``as positive as it's been for a decade''. Porsche, one 
of the Mittelstand's biggest members, boasts of its brimming order-books. 

To be fair, there are good reasons for this confidence. Demand in Germany will help to offset 
disappointment abroad, at least for a while. More importantly, the Mittelstand has real strengths to draw on. 
According to Axel Schmidt, professor of Mittelstand economics at the University of Trier, many firms restructured 
during the German recession of 1993, shaving production-line flab and flattening management. As a result, he 
thinks, they are now better equipped to withstand shocks. 

The best Mittelstand firms combine dynamism and flexibility on one hand with caution and tradition on the 
other. More than 60% of them are among the world's top five in their niche; and hundreds are number one, 
according to Hermann Simon, author of ``Hidden Champions'', a book that is mainly about the Mittelstand. Many, 
including Haribo, enter a new market only if they believe they can dominate it. Economic turmoil may simply give 
them a chance of taking business from rivals. 
Succession stories  

Yet the Mittelstand has weaknesses too. The secretive breed got a shock last month when the European 
Court of Justice ruled that the German government must punish limited-liability companies that fail to publish their 
accounts. Many Mittelstand bosses think that keeping financial secrets gives them an edge over their rivals. Some 
have even said they would rather give up their limited-liability status than comply with the disclosure rules. 

An economic downturn would also be worrying, because of Germany's high labour costs. Although 
productivity is improving (unit labour costs fell by 3.4% last year), hourly wages and other costs in western 
Germany still average DM48, almost twice the level in Britain and four times that in Portugal-and, after two years of 
restraint, wage demands have rocketed (see box). Some 20,000 Mittelstand firms have invested in Eastern 
Europe, partly to escape German wage bills. Even so, many have only a thin cushion to protect them. Mr Simon 
reckons that although profit margins at the best Mittelstand firms can be up to five times the German average, they 
are unremarkable by American standards. 
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Another big problem is succession. Roughly three out of four Mittelstand companies are family-owned or 
tightly held, and two-thirds are managed by their owners. Andrew Richards, of the Frankfurt office of 3i, a venture-
capital firm, estimates that 5,000-6,000 German companies, each with annual turnover of more than DM5m, will 
have to find new owners in the next five years as the current ones retire or die. 
 

Most owners want to hand their life's work to their children, even though many wait until they can barely 
stand before relinquishing control-the ``Kohl syndrome'', it was recently called. But the children of Mittelstanders 
are increasingly looking for other careers-despite the best efforts of Deutsche Bank, which runs an ``academy'' that 
prepares them to take over their parents' businesses. The economic institute's Mr Gruhler reckons that up to a 
quarter of the Mittelstand will be sold in the next few years, as families cash out. Many have already succumbed to 
the wealthy buy-out firms flooding Germany. A few are listing in Frankfurt, not only to raise money or resolve the 
succession, but also to raise their profile and attract talent. 
 

There are also signs that the Mittelstand is overcoming its aversion to consolidation. Hella, a car-headlamp 
manufacturer, recently joined Behr, which makes radiators, to produce complete front panels for cars. Mr Simon 
says that in the past couple of years Mittelstand firms have begun to create ``mini-conglomerates'' through mergers 
and joint ventures with rivals they would once have shunned on principle. 
 

Clearly, the Mittelstand is adapting. Changes will help firms to raise capital and survive a downturn. But in 
what state? While American firms have enjoyed seven years of sustained growth, the Mittelstand has, in the past 
five years, undergone a German recession followed by a weak recovery. One way or another, as the storm closes 
in, Germany's post-war corporate heroes will have a hard time weathering it. 

 

 
 
 
 
 
The Sunday Times March 30, 2008  SPECIAL REPORT 

Germany still the king of exports 
 http://business.timesonline.co.uk/tol/business/economics/article3644997.ece 

Manufacturing is the key, Michael Woodhead reports from Frankfurt 

 
 Nicola Leibinger-Kammuller, boss of the Trumpf machine-tool company 
 AMID the heady decadence of the Roaring Twenties in Berlin there arrived a man carrying a suitcase containing 
everything he owned. In his pocket he had a few Reichsmarks but barely enough for a city revelling in extravagance and 
extremes. He looked provincial, which he was, and decidedly out of place. But Gustav Krone had not exchanged the blackened 
skyline and smokestacks of the Ruhr to abandon himself to the fleshpots of Berlin. He was the eldest of a family of 10 children 
from Remscheid and was out to make his fortune. Within a few short years Krone had Berlin at his feet - the best tables in 
restaurants, the attention of government ministers. Krone was no hedonist, however. Everything in his life was subservient to 
the telecommunications business he founded - even his own family.  
 He was an unforgiving authoritarian who, years later when he had made his millions, would ban his eldest son Klaus 
from succeeding him because he regarded him as a playboy. “[My father] was an innovator but had no university education so 
he studied engineering at night, knowing that the title ‘Herr Doktor Engineer’ would open doors for him,” Klaus Krone recalls. 
“He found a partner with money and set up the Krone company, making switching gear out of porcelain and brass. He started 
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to use Bakelite, in those days regarded as a wonder material. Efficiency went up and costs went down. In a short time he had 
the German market entirely to himself with the Deut-sche Reichspost telecommunications contract given on a handshake.”  
 The story of the Krone company is about the extraordinary determination of the founding family to adapt and prosper 
during a period in which British industry has declined to a shadow of its former self. It is among the thousands of small to 
medium-sized manufacturing firms - the Mittelstand - that are the powerhouse of the German export boom today. And the 
Krone story is fairly typical. Many of these firms were founded in the late 19th and the early 20th centuries by entrepreneurs 
like the gifted Gustav.  
 Last year manufacturing output grew by more than 6%. Exports rose more than 8%, making Germany the world 
export leader, ahead of even China, for the fifth year running, with total trade of €969 billion (£758 billion). Overall, the 
German economy expanded in 2007 by 2.5%, with external trade accounting for 1.4% of this growth. In the past decade 
exports have been responsible for 80% of German GDP growth, in contrast to Britain, where consumer spending has easily 
outpaced manufacturing growth. Germany is strongest in the emerging markets. Exports to Brazil, Russia, China and India 
grew by 31% in 2007 from €43 billion to €63 billion. Germany has also invested heavily overseas - its manufacturing 
companies account for 15% of Brazil’s economic output.  
 However, market jitters over the American economy have had an impact. “The weak dollar, rising oil prices, slowing 
American economy and the credit crisis are making the situation difficult for companies,” said Jurgen Thumann, president of 
the Federation of German Industries. Trade with America was down 6% to €73 billion last year. But America is not a big 
export market for most German companies and this makes many German bosses think the looming US recession will hurt them 
no worse than the Japanese banking crisis did a few years ago.  
 The EU is Germany’s biggest market, about 60% of all exports. Most significant is the growth in the new eastern 
European member states. Combined trade with what in many cases were former territories of the old Germanic empire now 
exceeds that with Britain or America. It could be argued that, 20 years after the end of communism, in terms of trade the old 
19th century map of Europe is once more beginning to emerge, with Germany at the centre and Russia an increasingly 
significant trading partner. Throw in the German federal budget surplus of €200m and suddenly it seems the Germans are 
sitting pretty, astride Europe and conquering the world.  
 “These Mittelstand companies are owned by people who do not care for the media,” said Klaus Krone. “They can be 
very reticent and in some cases totally unknown outside their own circle. They are not fond of public speaking or even 
appearing in public and have no need of the financial markets.” After his father died in 1971 Klaus Krone eventually won back 
control of the company but not before the majority shareholder, a Berlin bank, had almost run it into the ground. “I was very 
happy to tell the banker who had ruined the company I didn’t need him any longer. He offered to take on the debts for nothing 
and remain in control. I handed him a credit cheque for DM20m (about £8m) from another banker and thanked him for all he 
had done. He was quite shocked and angry,” said Krone.  
 When he won control the company was worth DM80m. By the mid1990s when he stepped down it was valued at DM 
1 billion. Its markets had expanded worldwide, with company growth averaging 50% a year. Profits were reinvested in 
continually modernising the company. Yet, according to Thatcherite dogma, the Germans should be up the creek without a 
paddle: for failing to encourage consumer spending, neglecting to boost service industries, not pushing home ownership, 
marginal interest in financial services and shareholders and failing to curb trade unions.  
 So how come they are doing so well for all the “wrong” reasons? Krone said: “It’s not a question of who is doing it 
right but of different structures. The English structure was destroyed by Thatcher’s confrontation with the unions and goading 
them into a fight. A number of manufacturers went under as a result of the chaos.”  
In a sense the German government’s innate caution actually did business a favour. Stability was preferable to constant state 
meddling in the name of vote-catching modernisation. Instead, a combination of historical precedents and a national trait of 
sticking to what you know has seen Germany come good at a time when Britain fears a sharp economic slowdown. The 
Germans have always been sceptical of the Thatcher “snake oil” medicine - it does not cure all ills. They have never accepted 
its universality as an article of faith as every British prime minister has since the great lady’s departure from office.  
 Germany’s manufacturing might is down to family-owned firms that do not subscribe to Anglo-Saxon notions of 
“shareholder value”. They are paternal towards their workforces, the products they make, the interests of their customers and 
the sustainability of their companies. A study of more than 1,000 such firms by Bernd Venohr of the Berlin School of 
Economics discovered that most are among the top three world leaders in their chosen markets, from mobile-phone ring tones 
to steel rolling mills. “A family-owned business can adopt a long-term approach. They do not face short-term pressure to 
maximise profits. Typical for these firms are classic products that are continually being refined. I estimate they invest between 
two and three times as much in research and development as comparable firms in the same sector abroad,” he said.  
Thomas Hune of the Federation of German Industries added: “The motor industry is a good illustration. It is comprised of 
thousands of small companies that are the ones developing advanced technologies. This is not the case in Britain, where 
everything is outsourced. As a result, there is no core competence. The Germans have done their homework. They are 
competitive, efficient, innovative and, with the label ‘made in Germany’, renowned for quality.”  
 In his youth Heinrich Weiss resisted the temptation to become another playboy. He had the money to throw around. 
His family owned the SMS group, a plant construction and engineering company founded by his great-grandfather in 1871. 
“You can’t become a playboy in an area where your family is a significant employer. No father wants his son known as a big 
spender. I lived next to the works, I knew all the people, I went to school with the children of our employees,” he said. “I was 
so completely steeped in the company that there was no question - I wanted to work there, I wanted to be the boss and expand 
the business.”  
Weiss took over from his father in 1971, making him one of the longest-serving chairmen of any German company. Weiss has 
taken the family firm from a medium-sized business in Dusseldorf with sales of €70m to a world market leader with an order 
book of €5 billion. Profits have doubled from €37m to €68m.  
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 “After the war Germany had to export to survive and we have become very good at it. It was advantageous to us when 
the victorious Allies helped themselves to our old machinery as war reparations,” he said. “We are not everyone’s favourite 
nation but everyone wants our products. Every steel company that wants a rolling mill knows the SMS group, from China to 
the United States. We have become the market leaders in our field.” Weiss said small family companies were able to react 
quicker than conglomerates and likes to tell the story of how he beat Mannesmann - the German steel company and his main 
competitor at the time - to a deal in China. “When the Chinese asked for the final price, the Mannesmann team had to return to 
Dusseldorf for consultations, whereas I could tell them straightaway. When you see what happened to Mannesmann [it was 
sold to Vodafone and Weiss bought the steel side] we were lucky we never went public and never gave up control of the 
company.” He has a horror of what could happen. “Imagine being sold to a Chinese state fund that wants to be a large steel 
plant owner,” he said. “My father said you have to decide if you want to be an entrepreneur or a capitalist. An entrepreneur is 
like an architect. He builds up the company, makes it grow and gives work to people and makes them happy. This is a 
completely different profession to being an investor in a company. If I had been a capitalist I would have sold up and started an 
internet company or something. The shareholder approach in Britain and America means investment isn’t a priority, but 
dividends are. We had five big competitors in America. They have all gone because the Americans invested nothing in their 
businesses. I can’t understand why so much manufacturing expertise in Britain has disappeared. We had a subsidiary there and 
it was a catastrophe in quality and motivation. After 15 years of losses we had to close it. It proved impossible to have a base in 
Britain,” he said.  
 An engineer with 20 years of experience at a telecoms company remarked: “Customers buy from us because they trust 
us and they have been with us for a long time. They know it is quality work and their specifications will be met. Many people 
have gone to China because it is cheaper and had their fingers burnt because the Chinese-made product doesn’t come up to 
scratch.”  
 This close relationship with customers is a hallmark of German export companies. “They only talk to you about their 
problems when they have trust in the relationship,” said Nicola Leibinger-Kammuller, the boss of Trumpf, a machine-tool and 
high-technology company. Trumpf began in 1923 when Christian Trumpf inherited a small engineering company. It did 
moderately well until the arrival in the 1950s of a brilliant young engineer, Berthold Leibinger, the son of a Stuttgart art dealer. 
Leibinger was the godson of Trumpf’s wife. Through Leibinger’s inventive-ness and originality, Trumpf grew in the space of a 
decade from a turnover of DM1m to DM11m and doubled its work-force to 325. Leibinger went into laser-cutting technology 
in the 1980s but, dissatisfied with American lasers, perfected his own and turned the company into the world leader. “We need 
skilled workers, an excellent research climate and reliable suppliers. In Germany we find all this,” said Leibinger-Kammuller. 
“It is of course an expensive location, but our employees work longer, have job security and profit-sharing. Germany is more 
competitive compared with our international facilities.”  
In the past decade Trumpf sales have quadrupled to about €2 billion, 70% of which is earned as exports. “Our company values 
and principles are more to do with being a family-owned company than being German. We are not dependent on the stock 
market and its mechanisms. We can therefore plan and act based on our own long-term considerations,” she said.  
Leibinger-Kammuller took over the firm from her father three years ago in a plot twist worthy of the old Dynasty soap opera. 
Leibinger waited until he was 75 before announcing his decision. “I thought about it fora long time. The problem was having 
too many leaders in the family rather than too few,” he said.  
In the end he chose his daughter, who holds a doctorate in philosophy, over his son Peter, saying that there was more to 
leadership than being a good engineer. The patriarchal father took good care, though, to write a 20-page “good governance” 
codex for her guidance. He never tolerated mediocrity. “Once when I got a five in maths, he cancelled a holiday sailing 
course,” said Nicola.  

  
 
 
 

 
 


