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Editorial 
 
The papers featured in this issue of the International Journal of Business & Applied Sciences 
(IJBAS) focus on issues related to the role of knowledge inequality and social entrepreneurship in 
agricultural transformation, the reasons that contributed to the failure of Lehman Brothers, and the 
impact of over- and underrating of managerial competencies on leadership performance.  
 
The purpose of the first paper entitled “Role of Knowledge Inequality and Social Entrepreneurship 
in Agricultural Transformation: Case of Rural South India” by Suresh Chandra Babu and C. 
Jayachandran was to explore the role of knowledge inequality and social entreprenuership in 
agriculutral transformation using the case study of System of Rice Intensification (SRI) in South 
India. The study demonsrates that knowledge inequality and social entrepreneurship are key factors 
contributing to productivity differences among farmers, specially when new techologies and 
techniques need to be adopted. The authors conclude that agriculutral trainsformation policymakers 
should increase capacity for social entreprenuership to bring about knowlege equality. 
 
The second article by Michele. W. Ganon, Jim Donegan, and Guy Rotondo entitled “Embedding 
Values in Corporate Culture: Applying Schein’s Organizational Theory to Lehman Brothers” 
explores how Lehman Brothers’s CEO, Richard Fuld, transmitted his cultural values to Lehman 
staff and the role of accounting loophole, “Repo 105” or the firm’s aggressive, high risk culture in 
the firm’s downfall. This paper draws on insights from Schein’s (2010) organizational culture 
framework to explore these questions. They indicate that the intentional misuse of “Repo 105” was 
not the main contributor to the collapse, which was instead, in the context of the financial crisis, an 
almost inevitable product of the aggressive, risk embracing culture that its CEO both embodied and 
built. The use of the Schein framework allows for an analysis that focuses on the systematic rather 
than idiosyncratic aspects of Lehman culture that contributed to the failure. By providing fresh 
insights into the Lehman implosion, this study may be useful to managers and other stakeholders 
seeking to identify and mitigate similar negative cultural attributes.  
  
The third article by Darrin S. Kass, Paul F. Rotenberry, Shiloh D. Erdley-Kass, and Steven Welch 
entitled “The Impact of Over- and Underrating on Leadership Performance” examined the notion 
of leadership over- and underrating, especially self-assessments of one’s managerial competencies 
relative to assessments made by others. The results showed that underraters were more likely to 
have higher performance scores than overraters. As underrating increased scores on the objectively-
rated competencies rose. These findings suggest that the mechanisms that underlie underrating and 
overrating – perhaps humility and narcissism, respectively - have important implications for 
personal and professional development. 
 
In conclusion, I hope you will find these articles and book review presented in this issue interesting 
and useful. I would like to take this opportunity to thank all those who submitted manuscripts for 
this issue. I also thank all the reviewers for providing insightful and constructive feedback to authors.  
 
The IJBAS continues to attract high quality scholarly works that are not only cross-disciplinary and 
offer important practical and theoretical implications, but add significant dimensions of international 
perspectives. I hope you will consider submitting your research works to IJBAS in the future.   
 
Sincerely, 
 
Dr. Yam B. Limbu,  
Editor-in-chief, IJBAS 
Associate Professor, Department of Marketing,  
Feliciano School of Business, Montclair State University, Montclair, NJ 
Email: limbuy@mail.montclair.edu 
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Role of Knowledge Inequality and Social Entrepreneurship in 
Agricultural Transformation: Case of Rural South India 

 

Suresh Chandra Babu 
International Food Policy Research Institute, Washington DC, USA 

 
C. Jayachandran 

Montclair State University, New Jersey, USA 
 

Abstract 
 
The importance of knowledge and social entrepreneurship in agriculture is well understood, but 
little is done to reduce this skill gap among smallholders. This paper studies the role of knowledge 
inequality and social entrepreneurship in agricultural transformation using the case study of System 
of Rice Intensification (SRI) in South India. We show how adoption of innovation is strongly 
dependent on the level of knowledge inequality, which in turn is driven by the entrepreneurial 
capacity of farmers and the level of resource use in society. With primary data from households and 
through focus group discussions, our analysis shows that knowledge inequality and social 
entrepreneurship are key factors contributing to productivity differences among farmers, especially 
when new technologies and techniques need to be adopted. We establish links between knowledge 
inequality and social entrepreneurship and conclude that for agricultural transformation 
policymakers need to first increase capacity for social entrepreneurship and then focus on 
knowledge equality.  
 
Keywords: Agricultural transformation, resource use, knowledge inequality, social 
entrepreneurship, South India 
 
1. Introduction 
 
Economic growth of nations is driven by the productivity of various sectors of their economies. 
Productivity levels in turn depend on the knowledge and skills of production agents in each sector. 
In fact, the basic inputs for any production process is knowledge and skills for application of that 
knowledge (Luttmer, 2014). Agriculture is becoming an increasingly knowledge-intensive activity, 
both in developed and developing countries. Starting from production to distribution, context 
specific knowledge is essential for farmers to make optimal decisions. Farmers acquire knowledge 
through various sources, such as, government extension workers, NGOs, ICT applications, private 
extension providers, and other progressive farmers. However, despite availability of multiple 
sources of information, some farmers have access to more knowledge and skills than others do. This 
could be due to differential access to better connection, higher education, or greater ability to pay 
for knowledge services. The resource-constrained farmers of developing countries usually have 
limited access to sources of knowledge. This is reflected in the challenges to achieve Sustainable 
Development Goals of zero hunger and poverty by 2030 that highlight the low productivity and poor 
management of natural resources as major issues faced by smallholder farmers in developing 
countries (UNDP, 2015). Increasing ability of smallholder farmers to obtain and use knowledge 
related to production techniques, marketing, and processing has been suggested as a means of 
increasing productivity. This approach is meant to enable every farmer to achieve maximum 
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production levels in a given set of farming and resource conditions. Reducing the knowledge 
inequality among farmers depends on matching the knowledge gaps by identifying the knowledge 
needs that are context and agro-ecology specific (Anderson and Feder, 2004). Despite the 
importance of reducing knowledge inequality, very little is known about the knowledge base of 
farmers and how effectively this could be used to reduce the knowledge inequality among the 
farming community (Swanson and Rajalathi, 2010). The analysis presented in this paper is a step in 
this direction.  
 
Similarly, there is also a need to improve the capacity for social entrepreneurship in resource 
constrained societies. Social entrepreneurs are “individuals with business acumen who are on a 
social mission and can provide the new approaches needed to hasten the process of reaching desired 
policy outcomes” (Babu and Anderson, 2007). We argue that combining innovative ideas from 
individuals with investments from public, private, and civil society organizations, social 
entrepreneurs can guide complex policy systems and institutions towards desired goals.  
 
The study of knowledge inequality and social entrepreneurship in the context of agricultural 
transformation requires addressing the following fundamental questions: How do farmers acquire 
information and convert it into a useful knowledge base for production and business processes? 
Who are the players and actors in the information value chains? What constraints and challenges do 
these actors face in sharing knowledge? What mechanisms - public, private, NGOs, and farmer-to-
farmer exist in strengthening the process of knowledge sharing at the community and individual 
levels? How does one measure knowledge inequality and social entrepreneurship in the context of 
technological innovation? What policies and programs need to be in place to reduce the knowledge 
inequality? What is the role of social entrepreneurs in reducing knowledge inequality? Addressing 
these questions, this paper develops a boarder conceptual framework and uses it to help in the 
process of reducing knowledge inequality. Further, the paper also explores the links between 
knowledge inequality in societies and social entrepreneurship. 
 
The objective of this paper is to identify the factors responsible for the knowledge inequality in the 
rural community and its implications on agricultural transformation. We find that along with 
knowledge inequality, it is important to increase resource use and entrepreneurial capacity of 
farmers for agricultural transformation. Focusing on the role of farmers as social entrepreneurs, this 
paper shows that improving business orientation and entrepreneurial skills of farmers can reduce 
knowledge inequality, hence improving their incomes and livelihoods. Using the case of farmers 
apply the System of Rice Intensification (SRI) technique in the South Indian state of Tamil Nadu, 
the paper draws its results from focus group discussions, selected farmer interviews, and farm level 
surveys.   
 
The rest of the paper is organized as follows: the next section develops a conceptual framework for 
studying knowledge flow and accumulation in agrarian economies. Section three gives a background 
on the case and the data and methodology used. Section four presents the results in the context of 
technology adoption under the SRI, and finally section five provides the concluding remarks.   
 
2. Conceptual Framework  
 
This section presents the conceptual framework used as a basis for the analysis presented in this 
paper. Agricultural transformation occurs when available knowledge is accessed, applied, and 
aligned to action on the ground. Actions depend on translating existing knowledge, which further 
depends on the individual, institutional and system level capacities that convert knowledge to action. 
However, access to knowledge by institutions and delivery systems is also constrained by the 
knowledge base. Social scientists have explored how knowledge is generated, absorbed and used 
for productive purposes for quite some time (Mittal et al., 2010). The role of knowledge in 
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agricultural production and entrepreneurial activities is well recognized. In most developing 
countries, public extension systems remain the main source of knowledge for farmers. However, 
there is a growing effort to shift towards more pluralistic extension systems to increase the 
knowledge content and its effective use by the farmers (Davis et al. 2012). Following Arrow (1962), 
several studies have developed theoretical and empirical approaches to learning and knowledge 
accumulation among productive economic agents (Hanna et al, 2014; Gomes et al, 2016). Recently, 
knowledge sharing through the formation of social capital have been given importance in the 
development literature. Putnam (1993) and other researchers have attempted to model the factors 
that contribute to accumulation of social capital (Glaeser et al., 2002; Aldrich and Meyer, 2015). 
The level of social capital of economic agents, and the variation in their levels of social networking 
could explain the distinct knowledge inequality and inconsistencies their entrepreneurial ability. 
Farmers, just as any other group of economic agents, differ in their ability to access and use 
knowledge in the production process. Their access to information and ability to transform such 
information into knowledge towards, production, processing, and marketing of agricultural produce 
depends on several factors: their age, education, experience in farming, their financial status, type 
of farm enterprise and distance to other knowledge farmers (Babu et al, 2012).  
 
With the rapid emergence of new production technologies, knowledge and information are 
increasingly becoming the most important inputs of agricultural production. The intensity of 
knowledge use increases with need for the making agriculture more business-oriented. Policymakers 
in India face several challenges in increasing food production to meet the needs of its growing 
population. First, given the scarcity of land and water resources increasing crop productivity 
becomes a major imperative. In the context of rice cultivation for example, there is a call for 
increasing the average yield of rice from the current 2.5 tons per hectare to 5 tons per hectare. 
Second, the use of natural resources such as irrigation water must be made more sustainable. This 
calls for water conservation technologies to be included in all cropping systems particularly in the 
rice and wheat production systems where water is used inefficiently due to flooding system of 
irrigation. In addition, due to poor quality and unreliable supply of free electricity to rural areas, the 
pumping of ground water has been unsustainable. Third, there is a need to reduce the cost of 
cultivation by optimizing the use of inputs such as labor, fertilizer, plant protection chemicals, and 
seeds. Fourth, by improving the quality of harvested yields through quality control and improved 
storage methods, famers could benefit from the increased profitability of crop production. Fifth, by 
increasing the prudent use of chemical inputs, environmental contamination from agriculture and 
the associated health risks could be reduced. Finally, increasing the transformation of agricultural 
sector from a subsistence-orientation to business-orientation requires the expansion of the 
knowledge base of farmers in rural entrepreneurship. In the context of rice production, SRI provides 
an opportunity to achieve these objectives. In this paper, we use SRI as a case study to explore the 
knowledge needs, gaps, and inequality and its effects on the entrepreneurship of smallholder farmers 
in rural south India. Further, we study the role of social entrepreneurship in reducing this knowledge 
inequality.  
 
Before moving to the conceptual framework, it is important to note that there are three broad kind 
of social entrepreneurs, namely, policy entrepreneurs, business entrepreneurs, and program 
entrepreneurs (Babu and Anderson, 2007). Policy entrepreneurs are well versed in policy processes 
needed to expand successful local programs into large-scale national programs with a wider poverty 
impact. Business entrepreneurs apply the principles of business development to social problems 
which could be another way of solving the challenges of poverty and hunger in developing countries. 
Program entrepreneurs are instrumental in designing and implementing innovative programs to 
reduce poverty and hunger funded by development partners, national governments, and 
nongovernmental organizations (NGOs). Each type of entrepreneur can play a dominant role at 
different stages of the policy process. While all social entrepreneurs need to remain engaged 
throughout the policy cycle, their ability to exercise influence on the outcome changes at every 
stage. Hence, these entrepreneurs are better off in ensuring full engagement at different stages of 
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the policy process. We focus on farmers as agents of change, in this paper, and show how social 
entrepreneurship can help in reducing knowledge inequality. 
 
The conceptual framework presented in Figure 1 shows how knowledge inequality affects the 
productivity of farmers. This process begins with societal challenges such as high level of poverty 
and hunger, characteristic of rural agrarian societies in developing countries. Agrarian systems with 
low levels of productivity could be transformed into highly productive systems through the effective 
use of knowledge. The first row highlights the societal challenges and the need to increase the total 
factors productivity of farming systems. The second row identifies a set of possible solutions and 
corresponding expected outcomes. The third row shows the levels and results of interventions. 
Collectively these factors and interventions move an unproductive agrarian system to a higher level 
of productivity resulting in higher incomes for farmers and better standards of living. Moving along 
the first row, increasing total factor productivity will require bringing all types of farms up to a 
higher productivity frontier. This can be achieved by strengthening the research and innovation 
system at the national level with a strong focus on social entrepreneurship. Innovations, 
intensification, and knowledge access depend on the extension and rural advisory services realigning 
their focus. This requires understanding of the knowledge challenges, the required knowledge 
intensity and the current levels of knowledge inequality in the specific context. Addressing these 
gaps through policy, institutional, and market support can reduce knowledge distortion among 
farmers and increase their productivity. To develop effective policies and programs that will 
increase the farmers’ access to information and reduce knowledge inequality among them, factors 
associated with farmer’s behavior to search and use knowledge, needs to be fully understood. 
 
In what follows, we apply this conceptual framework to SRI in rural South India to explore the 
issues, constraints, and challenges farmers face in the access and use of knowledge to increase their 
productivity.   
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Figure 1: Knowledge Inequality and Its Role in Agricultural Transformation 

 
 
3. Case Study: System of Rice Intensification in Rural South India 
 
To understand the role of knowledge inequality in agricultural transformation, we use a major 
technological innovation in rice production introduced in the last 15 years in several parts of the 
developing world – the SRI. SRI is a unique traditional approach to increase rice productivity. It is 
traditional because it does not require the use of new seed varieties. While SRI remains controversial 
among scientists and extension workers, its adoption continues to increase. However, in some areas 
farmers have been observed to abandon the innovation after trying for a few years. Knowledge 
inequality among the farmers is hypothesized in this paper as a major cause for such “adopt-
abandon” roller-coaster phenomenon of technological innovation. We do not attempt to evaluate the 
technological impact of this innovation, but use SRI to understand the constraints to technological 
and innovation adoption mainly arising from the unequal distribution of knowledge. We begin by 
examining the information needs of farmers as a major entry point to this analysis. Results of a 
recent survey (Babu et al., 2012) on the information needs, their importance, and access reveals that 
much of the knowledge base needed for SRI falls in the average importance and access. This could 
partially explain the adoption challenge faced by SRI. Other information needs and SRI-related 
information also falls under neutral or below in the level of importance. However, the information 
needs analysis presented in Babu et al. (2012) does not specifically address the package of practices 
identified and promoted under SRI adoption. We look at these in the context of knowledge 

on 
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inequality below. Innovation is crucial to increasing the productivity of rice farming systems. We 
choose SRI to study the interaction among knowledge intensification, knowledge inequality and 
entrepreneurship, all of which are needed for any agricultural transformation process.  
 
Knowledge required by farmers is context specific and depends heavily of the prevailing agro-
economic conditions. Farmers’ access to knowledge can be determined based on the specific set of 
activities involved during the production cycle or along their commodity value chains (Ali and 
Kumar, 2011). This study uses a variety of qualitative methods to understand knowledge access 
behaviors of farmers. As part of this study, we conduct 27 focus group discussions (FGDs) between 
March and May 2011 to reach our results. In January 2014, we conducted FGDs based on knowledge 
levels on SRI, in five focused clusters to further inform our findings. The FGDs were carried out in 
randomly selected villages. In addition, several key informants were interviewed including 
researchers from agricultural universities, extension workers, and other officials of the state 
department of agriculture. For more details on the methodology please refer to Glendenning et al 
(2010) and Babu et al (2012).  Next, we present the findings obtained from the qualitative data 
collected through these FGDs and interviews.   
 
4. Results and Discussion 
 
In this section, based on the expert consultation with the research committee, extension officials, 
and farmer focus group discussion we bring out the salient characteristics of technological 
innovations and how such innovations introduce inequality of adoption knowledge. The 
characteristics that are analyzed here are knowledge intensity, resource use intensity, and 
entrepreneurial intensity. These are important indicators that determine the productive capacity of 
farmers.  
 
4.1 Knowledge Intensity of Technological Innovations 
 
Knowledge intensity reflects the level of knowledge required for the use of a technological 
innovation. Table 1 presents the principles and practice of SRI technology along with the knowledge 
challenges and knowledge intensity as identified during the expert and focus group discussions. The 
results presented in the last column of the table have been drawn from the focus group discussions 
conducted.  
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Although SRI brings in additional knowledge for crop intensification, the traditional package of 
practices that farmers normally implement still hold for SRI. For example, researchers say the initial 
preparation of land, selecting the right variety of seed for the agro ecological zones and water and 
soil conditions, seed treatment, and other plant protection measures are still to be adopted to the 
highest standards as recommended. SRI brings additional agronomic efficiency. However, the key 
question to the research and extension community is -  at what cost? For example, in preparation of 
the nursery, farmers are asked to plant the seeds in rows so that individual seedling could be pulled 
out for transplanting. This is a major shift in the way the nursery is normally raised and requires 
significant level of knowledge. Transplanting using single seedling per hill increases the labor needs. 
But more importantly the need for extension personnel to educate the laborers who transplant rice 
seedling, who are mostly women, increases multifold. Due to deterioration of public extension 
services, the number of farmers reached out by extension agents have dramatically reduced. During 
this period of decline, more than 50 percent of farmers reported not to have met an extension agent 
in the previous year (NSSO, 2005). The skills needed for a single seedling planting on the grid 
require a high knowledge intensity and pose a formidable knowledge challenge for the extension 
workers, farmers, and farm laborers.  
 
The knowledge intensity of water management (a key SRI principle related resources conservation) 
is further compounded by other resource use challenges. For example, depth of water to be 
maintained in the rice fields is not within the control of individual farmers. In addition, farmers lack 
the skills to measure the depth of water stagnation in the rice fields. Since the farm laborers are not 
used to managing water depth of individual farms this principle requires high knowledge intensity 
at all levels of knowledge value chain.  
 
The principle of soil aeration creates a similar knowledge challenge. In the focus group discussion, 
there was some confusion among farmers on this principle. The practice was often confused with 
weed management as both activities require a high level of skill and labor. Farmers in the study area 
reported that they would prefer to submerge their fields to control weeds. Farmers reported that SRI 
increases the need for chemical application of weedicides to control weeds. This increases the 
knowledge requirement further as a wide range of weedicides are promoted by the chemical 
companies and farmers, due to low access to extension system, are under the mercy of the input 
dealers. To make matters worse, these dealers often push the chemicals that are in stock at the time 
farmers require them, not necessarily the chemicals appropriate for the activity. In fact, one expert 
claimed that the chemical companies promoted use of chemical weedicides under labor-scarce 
conditions. In addition to the added requirement of weedicide knowledge, farmers who have access 
to laborers have to educate them in the use of the mechanical weeder. The manufacturers of the 
weeder have not been fully responsive to the needs and low physical ability of farm laborers. Even 
with the Government of Tamil Nadu providing subsidy to adopt the mechanical weeder, most 
farmers consulted said that they have abandoned its use.  
 
Application of organic matter to rice production is promoted as a principle under SRI. This 
traditional practice followed by farmers has been under low level of adoption ever since the advent 
of chemical fertilizers introduced intensively during the green revolution of the 1970s and 1980s. 
Since then the ease of obtaining subsidized fertilizers reduced the need for organic manure 
application and due to increased level of mechanization, the livestock population and the availability 
of animal manure for fertilizer use has declined. The organic matter found in green manure could 
only be applied when grown between seasons and in-situ ploughed in. Yet due to poor soil testing 
infrastructure, the optimal combination of organic and inorganic levels of fertilizer use remains a 
major knowledge challenge for the farmers. Thus, farmers report to use the traditional approach of 
blanket application of NPK nutrients. 
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In summary, our focus group discussions reveal that SRI is a knowledge intensive technique and 
requires a continuous supply of resources throughout the production process. Additionally, for some 
SRI principles, there is a need to ensure that the correct resources are available at the right time for 
farmers. To ensure that farmers do not end up dropping the use of SRI, farmers’ needs at each stage 
the production process need to be considered. Detailed results are presented in the Table 1.   
 
4.2 Entrepreneurship and Knowledge Intensity  
 
In this section, we study how knowledge intensity and entrepreneurial capacity of productive agents 
interact with each other, in the context of a technological innovation. Table 2 presents the detailed 
results of our analysis. The results presented in the last column of the table have been drawn from 
the focus group discussions conducted. 
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We find that farmers who, continue to adopt SRI despite the knowledge and resources challenges, 
tend to have higher level of entrepreneurial and managerial ability. In addition, higher social 
networking with the labor groups, input providers, local water management associations, and with 
public extension workers tend to increase the adoption rate and continued the adoption of SRI. Table 
2 summarizes the interrelations of knowledge and entrepreneurial intensities in the adoption of SRI. 
As shown by the discussions, entrepreneurial and social management skills could help in better 
adoption of SRI among farmers. Farmers who see their farming as a business enterprise are likely 
to seek more support from various sources to reach higher productivity of rice that is possible under 
SRI approach. Yet for the average smallholder farmers who own less than five hectares of land and 
farmers who see rice cultivation as more of a “way of life” and therefore, additional efforts to 
increase their entrepreneurial and management skills may not be worthwhile.  
 
Further, SRI introduces new entrepreneurial challenges to the traditional farming system. For 
example, production of seedlings in a cost-effective manner requires collective action at the village 
level. However, collective action also requires convincing other farmers in the village to adopt the 
SRI approach. This is a challenge since not all farmers are willing to jump in early and SRI adoption 
essentially depends on the “seeing is believing” approach. Mobilization of skilled labor at various 
stages of crop production particularly at the time of transporting and weeding require high level of 
negotiating skills mainly due to labor scarcity that prevails in the study area. Addressing labor 
scarcity through mechanical means requires collective action and investment from few farmers to 
purchase, maintain, and manage the transplanting machine. Thus, an innovation such as SRI, needs 
additional investment in improving social entrepreneurship for effective use of knowledge and 
application. 
 
4.3 The Resource Use Intensity of Technological Innovation 
 
The resource use intensity reflects the resources production agents require to adopt a particular 
technological innovation. Table 3 presents the resource needs arising from SRI adoption. This 
includes, the resource challenges traced by the farmers in adopting each SRI principle, the resource 
use intensity, and its interaction with knowledge intensity. The results presented in the last column 
of the table have been drawn from the focus group discussions. 
 
The data compiled based on the focused group discussions with farmers and experts involved in SRI 
promotion, have implications for the “adoption/abandon” process seen in the study area. While SRI 
adoption reduced seed rate, cost of seeds, and the number of seedling needed, the labor resources 
needed for planting in square grids and the associated supervision costs takes away this saving from 
the farmers. In addition, water management, weed management and inter-cultivation operations 
along with the organic matter build up recommended under SRI requires additional labor and other 
resources. Collectively these additional set of resources place higher level of resource use challenges 
than traditional farming practices. Further, labor shortages have increased due to the government 
policy that requires the guarantee of 100 days of assured employment to anyone needing a job in 
rural areas. This has presented enormous challenges to the adopters of SRI. Farmers of the study 
area generally refer to SRI as a labor- and management-intensive innovation, the perceived cost of 
which outweigh the increased yields. There was generally no negative reaction on the potential and 
real benefits of SRI when it is fully adopted.  
 
The resource challenges associated with SRI arise not only from the quantity of available labor but 
the required quality and skills as well. The increased resource use intensity exists at every SRI 
principle (see Column 4, Table 3). Thus, even when knowledge is fully accessible to every farmer 
at the same level, which is still a basic challenge due to poor organization of the public extension 
system, a high degree of resource use intensity may prevent farmers from fully adopting the SRI. 
When the agronomic practices are not fully followed, as suggested by the SRI package, the benefits 
to farmers may not be significantly different from a farmer say, who follows less resources intensive 
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traditional package of practices. Farmers of the study group reported that the hurdles in obtaining 
labor needed throughout the crop season and in increasing the quality of such labor, largely prevent 
them from continuing production under the SRI method even if it has been adopted for one or two 
years. One farmer said, “I am willing to train my labor force one year in the details of SRI, but since 
there is no guarantee that I would get the same labor next year, I have to train the laborers every 
crop season which becomes highly time consuming and may not be rewarding”. In summary, we 
find that knowledge intensity and the resources use intensity combined produce high level of 
knowledge inequality among the farmers which result in the eventual abandonment of SRI method 
in the study area.  
 
In summary, our focus group discussions reveal that farmers face a number of constraints in 
following SRI practices in the long run. This is because SRI is knowledge intensive and requires a 
steady investment of skills and resources throughout the production process. The FGDs reveal that 
farmers are often constrained on multiple dimensions and are not able follow SRI principles 
consistently in the long run. Some of the key constraints farmers face are: shortage in labor supply, 
low capacity for collective action, inadequate extension provision, and untimely availability of 
resources. Reducing knowledge inequality, improving resource use, and enhancing social 
entrepreneurship will go a long way in helping farmers overcome these constraints.    
   
5. Conclusion 
 
Agricultural transformation requires optimal uptake of technology by productive agents, which is 
dependent on application of knowledge by all levels of society. In this paper, we develop a 
framework to understand how the nature of innovation for agricultural transformation and factors 
influencing its uptake interact with knowledge inequality. We use the case of SRI application in 
South India to understand our hypothesis. The key lessons that can be drawn from our analysis are 
presented along with the concluding remarks in this section. 
 
We find that knowledge inequality plays a key role in slowing the process of agricultural 
transformation. Our analysis indicates that policy, institutional, and market interventions are needed 
to reduce knowledge inequality. Governments must make an active effort on developing capacity 
for continuously identifying and filling knowledge gaps at all levels.  
   
The results also indicate that with high intensity of knowledge needs and high inequality of human 
capital, there is greater likelihood for inequality of knowledge to increase. Knowledge sharing and 
distribution mechanisms determine the level of inequality of knowledge among productive agents. 
There is a need to ensure that governments create enough platforms and avenues for knowledge 
sharing and distribution.  
 
Knowledge inequality increases with knowledge distortions due to mismatch of policy and 
institutional interventions. Further, with low incentive for collective action at the village level, these 
distortions increase. There is a need to coordinate policies that aim to reduce knowledge inequalities 
and encourage participation in knowledge sharing at the village level.  
 
We find that increasing capacity for social entrepreneurship, by transforming farmers into agents of 
change reduces their vulnerability. Entrepreneurial farmers are more likely to obtain optimal 
productivity outcomes due to factors such as, negotiation skills, ability to seek out for technical 
assistance, and capacity for collective action.  
 
Finally, along with knowledge and entrepreneurial intensities, resource use intensities of farmers 
need to be addressed for effective translation of knowledge into production activities. Addressing 
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knowledge inequalities and social entrepreneurship are not sufficient for agricultural transformation. 
Efforts to build resource use and entrepreneurial capacity alongside is also important.  
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Abstract 
 
Numerous questions were left unanswered when Lehman Brothers Holdings, Inc., the fourth-largest 
U.S. investment bank, sought Chapter 11 bankruptcy protection on September 15, 2008 and became 
the largest bankruptcy in U.S. history. This article examines two such questions: (1) How did its 
bellicose CEO, Richard Fuld, transmit his cultural values to Lehman staff; (2) did the accounting 
loophole, “Repo 105” or the firm’s aggressive, high risk culture play the greater role in the firm’s 
downfall. This paper draws on insights from Schein’s (2010) organizational culture framework to 
explore these questions. We suggest that the intentional misuse of “Repo 105” was not the main 
contributor to the collapse, which was instead, in the context of the financial crisis, an almost 
inevitable product of the aggressive, risk embracing culture that its CEO both embodied and built. 
The use of the Schein framework allows for an analysis that focuses on the systematic rather than 
idiosyncratic aspects of Lehman culture that contributed to the failure. By providing fresh insights 
into the Lehman implosion, this study may be useful to managers and other stakeholders seeking to 
identify and mitigate similar negative cultural attributes.  
 
Keywords: Organizational Theory, Firm Culture, Financial Crisis, Repo 105, Lehman Brothers 
 
Introduction 
 
This study examines the 2008 Lehman Brothers Holdings, Inc., (Lehman) bankruptcy within the 
broad organizational culture framework developed by Schein (1985, 1992, 2004, 2010). Schein’s 
seminal work posits such a mutually dependent relationship between culture and leadership that 
neither can be fully operationalized without the other. Using the Schein framework allows for an 
analysis that focuses on the systematic rather than idiosyncratic aspects of the failure and is therefore 
useful for understanding the Lehman implosion and perhaps allowing firm managers and 
stakeholders to recognize and mitigate similar destructive cultural attributes. In addition, we suggest 
that the ability to use rules based accounting for complex transactions, in this instance “Repo 105,” 
was not the main contributor to the collapse. The failure was instead an almost inescapable product 
of the culture that its CEO from 1994-2008, Richard Fuld had molded. At the point in 2007 when 
sale and repurchase transactions known as “Repo 105” began to significantly reduce Lehman’s 
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reported net leverage, the firm had already made choices that would almost inevitably lead to 
takeover, bailout, or bankruptcy. 
 
On September 15, 2008, Lehman entered into Chapter 11 bankruptcy protection, a disastrous ending 
to its long history. Rising from its unassuming mercantile origins in Alabama, Lehman became the 
fourth largest U.S. investment bank and a major bond and stock underwriter. Finally and ultimately 
infamously, it was the predominant offerer of subprime-mortgage-backed securities in 2005 and 
2006 just when the market began to wane. It was also heavily invested in commercial real estate and 
by the end of 2007 had over $100 billion in real estate related assets and securities, which was twice 
the 2006 year-end balance and over four times equity. Credit services and industry analysts began 
prodding investment banks to reduce their leverage ratios. Since it was unable to sell sufficient real 
estate assets because of the deteriorating market it instead manipulated its net leverage ratio by 
engaging in Repo 105 transactions. Lehman’s high-risk strategy coupled with its high-leverage 
forced the firm to participate in the “shadow banking system,” daily raising billions of dollars from 
non-bank financial intermediaries. Lehman’s struggle to survive was undermined when many 
lenders in the short-term debt market lost confidence and either withdrew or charged bigger 
discounts. The SEC and NYFED both had employees on premises monitoring Lehman, but neither 
agency intervened and ultimately the U.S. government refused a bailout. Although other accounts 
of the Lehman collapse are both numerous and detailed, this study contributes to the organizational 
culture literature by focusing on the embedding and reinforcing mechanisms identified in Schein’s 
theoretical framework to show how CEO Fuld built an organization without brakes or reverse gear. 
We conclude that Lehman’s response to the mortgage crisis was similar to its previous reactions to 
external threats and that its most criticized tactic, Repo 105, is better explained as a leadership and 
culture debacle rather than an accounting failure. 
 
The remainder of this paper is structured as follows. Section I briefly examines different 
perspectives on organizational culture and discusses those aspects of Schein’s (2010) theoretical 
framework that describe how leaders effect cultural change. Section II analyzes the Lehman culture 
using the six mechanisms identified by Schein that leadership accesses to embed culture within 
organizations. Section III explicates the connection between Lehman’s culture and its response to 
the sub-prime crisis. Section IV reports conclusions, limitations, and extensions.  
 
1. Literature Review and Model of Cultural Embedding and Reinforcing Mechanisms 
 
The term culture has been applied to a variety of phenomena, from a set of values that shape 
employees’ beliefs and actions (Schein, 1985), to stories used to capture firm resources (Lounsbury 
& Glynn, 2001). Culture has also been examined at all levels of analysis, from individual cultural 
retooling to manage internal personal conflict (Molinsky, 2013), to the inculcation of socio-cultural 
values wherein it is viewed as a strategic resource that differentiates a firm in a competitive 
environment (Maurer et al., 2011). Although it may seem that the abundance of disparate theories 
would make it difficult to meaningfully disentangle the events at Lehman, the pioneering framework 
of Schein (1985, 1992, 2004 and 2010) effectively captures the relationship between organizational 
culture and leadership.  In Schein’s framework the relationship between these two variables are so 
mutually dependent that one alone cannot be explained without the other, by understanding Fuld’s 
beliefs and norms and how he transmitted them to the Lehman staff, we better understand the causes 
of the failure. 
 
1.1 Culture and Leadership 
 
Schein (2010) adopts an instrumentalist view of culture, which is seen as:  
 

[A] pattern of shared basic assumptions learned by a group as it solved its 
problems of external adaptation and internal integration, which has worked well 
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enough to be considered valid and, therefore, to be taught to new members as the 
correct way to perceive, think and, feel in relation to these problems (Schein, 
2010, p. 18). 

 
While extensively discussing organizational culture, Schein (2010) makes its most important 
contribution by explicating how leaders create cultural change through the use of embedding and 
reinforcing mechanisms, in fact, to Schein, leaders are identified by their ability to do so. The 
relationship between leadership and culture using Schein’s model has been examined for financial 
institutions by Sims (2000, 2009), Sims and Brinkman (2002, 2003), Dellaportas et al. (2007) and 
Kane (2015). Sims (2000) and Sims and Brinkmann (2002) examined the case of Salomon Brothers 
and the roles played by Warren Buffet and John Gutfreund, the CEOs of the investment banking 
division. Sims and Brinkmann (2002) focused on Gutfreund’s capricious leadership style which “led 
to a culture that was tailor-made for greedy and power-hungry employees whose commitment to 
ethical behavior was suspect” (Sims and Brinkmann 2002, p. 330). The authors consider Schein’s 
culture embedding and reinforcing mechanisms concluding that Gutfreund’s leadership failed 
Salomon Brothers.  Sims (2000) relies on Schein’s mechanisms to describe how Gutfreund’s 
replacement, Buffett, successfully changed the organizational culture. Sims (2000) concludes that 
the steps Buffet implemented to rebuild Salomon’s ethical culture reflect Schein’s mechanisms. 
Sims and Brinkmann (2003) used a similar lens to examine the Enron failure. Schein’s culture 
embedding mechanisms provide the explanatory narrative of how the unethical leadership of 
Enron’s top executives, Jeffrey Skilling, Kenneth Lay, and Andrew Fastow, created an 
organizational culture that destroyed the company. The authors conclude that “[I]n retrospect, the 
leadership of Enron almost certainly dictated the company’s outcome through their own actions by 
providing perfect conditions for unethical behavior” (Sims and Brinkmann 2003, p. 250). They, too, 
find evidence supporting the validity of Schein’s framework. Dellaportas et al. (2007) studied the 
organizational culture within the National Australia Bank (NAB) during 1998 to 2003 in which four 
dishonest traders perpetrated and concealed losses of AUD$360 million. They used Schein’s 
framework to analyze the relationship between NAB’s culture and the traders’ behavior.  The 
authors found evidence supporting the impact of all of Schein’s mechanisms except for resource 
allocation. Sims (2009) examines companies that engaged in rebuilding reputations including 
Adelphia, Boeing, Citigroup, and Computer Associates, using an integration of Schein’s leadership 
mechanisms with a theory of social drama.  Recently, Kane (2015) applied Schein’s framework to 
financial institutions and to their relationship with government agencies exploring organizational 
culture that encourages firms’ imprudent risky behaviors. In this article, we extend the literature on 
the Lehman implosion by examining the relationship between leadership and culture using Schein’s 
organizational theory model. Prior research that applied Schein’s model to financial firms did not 
do any in-depth analysis of how accounting rules are used in an organizational context. The present 
article extends prior research by describing how Repo 105, which contributed to the firm’s demise 
was an artifact of Lehman’s corporate culture. 
 
2. Cultural Embedding and Reinforcing Mechanisms at Lehman 
 
This section examines Fuld’s effect on Lehman’s culture using Schein’s six mechanisms that allow 
culture to be created, maintained and altered by leaders as the method of analysis. Schein (2010), 
while extensively discussing organizational culture, makes its most important contribution by 
explicating how leaders create cultural change, in fact, to Schein, leaders are identified by their 
ability to do so. While it is necessary to provide a brief summary of Schein’s view of culture, the 
focus of this section is on the mechanisms that allow culture to be created, maintained and altered 
by leaders.  
 
Schein analyzes organizational culture based on three levels; artifacts, espoused beliefs and values 
and basic underlying assumptions. Artifacts are what an observer would see and hear when studying 
a group and could include behaviors and elements of organizational climate that are manifested in 



 
23 

International Journal of Business & Applied Sciences Volume 6, No. 1, 2017 

verbal expression and manners of speech, technology and office design and furniture. Artifacts can 
be readily observed but their meaning is often “difficult to decipher” (Schein, 2010, p. 24), so 
researchers must also study beliefs and values. Espoused beliefs and values represent the claimed 
values of the organizations as articulated by its members. Values and beliefs are first espoused by 
leadership, but become shared by the group when their denouement brings organizational success. 
Values and beliefs profess what is good or bad and what actions attain the good and prevent the bad. 
There may be disconnect between articulated values and beliefs and those invoking the everyday 
actions of the organization’s constituents. When analyzing values and beliefs it may be difficult to 
distinguish between “those that are part of the [actual] ideology or philosophy of the organization, 
and those that are rationalizations or only aspirations for the future.” (Schein, 2010, p. 27) 
 
Artifacts and espoused beliefs and values are the observable manifestations of basic assumptions 
that form the deepest level of a culture. To understand an organization’s culture, we must probe 
beyond artifacts and espoused beliefs and values. “Some of the most important and most invisible 
elements of an organizational culture are the shared basic assumptions about ‘how things should be 
done, how the mission is to be achieved, and how goals are to be met.” (Schein, 2010, p. 80) There 
are six culture embedding and reinforcing mechanisms that determine an organization’s culture: (1) 
deliberate role modeling, teaching, and coaching; (2) how leaders recruit, select, promote, and 
excommunicate; (3) how leaders allocate rewards and status; (4) how leaders allocate resources; (5) 
how leaders react to critical incidents and organizational crises; (6) what leaders pay attention to, 
measure, and control on a regular basis. (Schein, 2010) Leaders apply the six mechanisms 
continuously which reinforce and encourages both behavior and adoption of espoused values and 
beliefs. By applying the mechanisms, leaders are responsible for cultural successes and failures. 
These mechanisms operate simultaneously. Our first research question examines how the six 
embedding mechanisms were used by Fuld to create a culture that led to Lehman’s implosion:  
 

RQ1: Did CEO Fuld effectively use the Schein embedding mechanisms to create 
a culture that mirrored his own values?  
 

2.1 Deliberate Role Modeling, Teaching, and Coaching  
 
Schein considers this mechanism to be the defining mark of leadership. It can be argued that role 
modeling, teaching, and coaching is the foundation mechanism for imprinting culture on an 
organization, since it does not rely on formal authority to be effective. Fuld’s mentoring and role 
modeling had much in common with such notoriously bad tempered contemporaries as Joseph 
Nacchio of Qwest and “Chainsaw Al” Dunlap of Sunbeam, in fact, Fuld was known for much of his 
career as “The Gorilla.” In each instance, modeling of angry responses to failure created 
organizational cultures in which supervisors learned to use anger as a management tool and 
reporting failure was simply unacceptable. There are numerous examples of Fuld’s negative 
coaching style in the press. An article about various CEO’s bullying behavior in the Financial Times 
stated: 

[Fuld] was, in the words of one well-placed former colleague, "almost unbearably 
intense". He did not have to bully people. Senior managers knew what was wanted 
and what would happen if they didn't perform. He certainly got everyone's 
attention when he made his feelings known. At a conference for Lehman's 
managing directors in London last spring, he declared: "When I find a short seller 
[Lehman's stock was under attack], I want to tear his heart out and eat it before 
his eyes while he's still alive." For some reason, senior colleagues were reluctant 
to bring Mr. Fuld bad news - until it was too late.” (Stern, 2009, p.14) (Quotation 
marks and brackets in original.) 
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This is an example of how well Fuld transmitted his values, beliefs, and expectations through 
explicit declarations. His “teaching/coaching” style was particularly violent and graphic and 
imparted a culture where colleagues kept silent when they should have been alerting him to the 
serious issues that led to the firm’s demise. 
 
Publicly, Fuld modeled being a driven team-player, but within Lehman he was remote and intolerant 
of multiple viewpoints. He typically arrived at his 31st floor office via a limousine, back-door 
entrance and private elevator, displaying a reluctance to greet or acknowledge staff.  His near 
complete absence from the trading floor was also at variance with the team-player image that he 
cultivated externally. His behavior appeared to espouse a strictly hierarchical culture in which 
leaders did not mingle with the troops. This ensured that top management would not be aware of 
immediate problems that the firm faced. 
 
Anecdotes abound about CEO’s angry outbursts when employees answer their questions with “bad 
news”. According to Gasparino (2009), Fuld went beyond that when he reacted strongly to a 
subordinates inquiry: “A question from the floor at an employee town-hall meeting about Lehman's 
troubled balance sheet caused Mr. Fuld to exclaim: “You deserve to have your legs cut off!” 
(Gasparino, 2009). This violent manner of speech illustrates a pattern of Fuld’s use of negative 
coaching.  
 
Fuld’s decisions were known to be made autocratically. He effectively vetoed a unanimous decision 
of Lehman’s executive committee that established casual dress Fridays. To make his displeasure 
known he showed up to an annual meeting rehearsal in a suit on a Saturday, while his colleagues 
were wearing casual clothing. He had decided that in order to compete with its rivals, Lehman had 
to adhere to the button down dress code traditional for investment bankers (Craig, 2004) Fuld’s role 
modeling had effects that permeated the organization as managers used intimidation as a tool and 
their subordinates learned that conformity and silence was rewarded. This paved the way for staff 
who were leery of continuing to use Repo 105 to still obey orders without question, the effects of 
which are discussed in the Crisis, Culture and Accounting section below. 
 
2.2 How Leaders Recruit, Select, Promote, and Excommunicate 

 
Contradictions also existed between the values nominally espoused by Fuld for human resource 
management and those that he encouraged and were experienced as everyday aspects of firm culture. 
Fuld emphasized recruiting varsity team sports players, but he himself had played squash, an 
intensely individual sport and one noted for crushing losers. The managers Fuld picked for the 
executive committee were those who had best used team support for personal aggrandizement. An 
apt example was Lehman’s CFO from December 2007 to July 2008, Erin Callan. Ms. Callan had 
been a tennis player and a gymnast, two primarily individual sports. While in her memoir (Callan, 
2016) she recounts difficulties in becoming a team player, a closer reading reveals that mastering 
the subtleties of pursuing individual goals while appearing to be team oriented was the real 
challenge. Callan was not given much time to grow into her role as CFO and was fired after only 
six months. Stein (2013) characterizes her and President Joe Gregory’s firing: “Fuld acted 
autocratically and brutally…” Fuld also dismissed Madelyn Antoncic, Chief Risk Officer, who Fuld 
had regularly told to “shut up” when she brought up concerns about deals and was regularly thrown 
out of meetings. (McDonald, 2009 p. 268) McDonald states that: 
 

Through the years Fuld had fired many, many people, for a thousand different 
reasons. Popular local intelligence, however, suggested that the most prevalent 
way of incurring his rank displeasure was to be so clever that you threatened his 
power base. (McDonald, 2009, p.90) 
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This persistent pattern of firing employees because they were “clever” sent another clear message 
to subordinates not to question the CEO’s strategies including the use of Repo 105. 
 
 
 
2.3 How Leaders Allocate Rewards and Status  

 
According to Schein (2010) rewards and punishments carry messages to members of the 
organization about the leader’s values and underlying assumptions. Fuld created a formal system 
for rewarding teamwork based on one he had previously developed for his hockey player son; the 
boy was rewarded either in cash or Lehman stock, with assists being worth more than goals. (Sorkin, 
2010) Managers received similar base salaries but their bonuses were determined by team 
performance. Fuld did encourage goal alignment by fostering an increase in employee stock 
ownership from 4% in 1994 to 33% by 2008. However, as with Enron’s infamous “rank and yank” 
the salient internal message was that the best rewards were subjectively determined and went to the 
favored managers of high-risk, high-return businesses. According to the Report of the Bankruptcy 
Examiner, Valukas (2010):  
 

In practice, Lehman rewarded its employees based upon revenue with minimal 
attention to risk factors in setting compensation”. “In theory, therefore, traders 
and business units were incented to enter into transactions for short‐term profits, 
even if those transactions created long‐term risks for the firm” (Valukas, Vol. 1, 
p. 162).   
 

This misalignment may have caused employees to continue, even as bankruptcy loomed, to focus 
on annual bonus-oriented decision-making rather than the long-term problem solving that their 
substantial equity stake should have induced. 
 
2.4 How Leaders Allocate Resources  

 
Resource allocation is a powerful means to imbue an organizational culture with the leader’s values. 
Budgets communicate priorities and actual investments define the organization. Fuld’s response to 
the dot.com collapse and 9/11 was to riskily increase financial commitments and to plunge into the 
sub-prime market while diverting resources away from the bond operation that had defined Lehman. 
As the housing bubble reached its maximum and warning signs emerged, Fuld made sure that the 
mortgage unit was well funded and also countenanced the expansion into real estate, about as illiquid 
an investment as exists. The message sent to the firm by the resources provided to these businesses 
was clear. According to McDonald (2009), the mortgage and property staff got “whatever they 
needed-extra budget, permissions for more risk, permission to invest colossal hunks of the firm’s 
capital in their market-they got.” (McDonald, 2009) This practice continued through the first two 
quarters of 2007 as according to Valukas (2010), “Commercial real estate investments, leveraged 
loans and other principal investments consumed more capital, entailed more risk, and were less 
liquid than Lehman’s traditional lines of business.”  (Valukas, Vol. 1, p. 62) 
  
2.5 How Leaders React to Critical Incidents and Organizational Crises   
 
According to Schein (2010), leader’s reaction to crisis reveals important underlying assumptions to 
subordinates. Crisis also provides the opportunity to create new organizational values and work flow 
processes. Crises invoke heightened anxiety and emotional involvement among employees, who 
endeavor to lessen anxiety by interpreting signals from leaders. Employee’s emotional involvement 
triggers engagement, which results in them modeling behaviors that they witness in the leadership. 
They are likely to draw on these learned behaviors to cope with future challenges.  
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Lehman’s last ten years were marked by several major crises, which were survived by aggressive 
responses from Fuld. In 1998, world financial markets were stressed by Russia’s moratorium on 
foreign debt repayment and the near collapse of a large hedge fund. Lehman was solvent but rumors 
began to spread that it was on the verge of bankruptcy. It became an acquisition target and was 
approached by several financial institutions, including Deutsche Bank AG. In an executive 
committee meeting, CFO John Cecil, made the pragmatic suggestion expected of an officer charged 
with financial stewardship. He stated that the firm needed "to consider that we may need to merge 
with someone else to get more capital," Fuld brusquely cut him off and replied, "This is going to be 
a short discussion because this firm is not for sale." (Craig, 2004) Lehman emerged intact by 
expansion into new innovative business sectors such as telecommunications and technology. When 
the Internet bubble burst in 2000, Fuld faced another crisis because these two sectors had proved to 
be integral to Lehman’s success strategy. Fuld refused to cut staff costs just as his turnaround was 
taking hold. In contrast to rivals Goldman Sachs and Morgan Stanley who slashed jobs by more 
than 10%, he spurred an overall Lehman job expansion, which totaled a 9% increase by 2002. The 
worst crisis arrived on September 11, 2001 when the Lehman offices across from the World Trade 
Center became uninhabitable. Fuld moved the firm to a midtown hotel, quickly converting bedroom 
suites into offices. He then seized an opportunity to buy an unoccupied midtown building from 
competitor Morgan Stanley. Even as the Wall Street community panicked, Fuld was able to rally 
his staff to resume normal operations. So what would Lehman’s traders and managers have 
internalized from these three near mythic episodes? Perhaps that crisis is survived by aggressive 
response, more mixed martial arts than tai chi. 
 
Fuld’s antagonistic behavior persisted throughout the last crisis and affected perceptions and 
perhaps actions within and without the firm, an article in the June 14, 2008 Financial Times stated: 
 

He [Fuld] has carried that bristling intensity into Wall Street, where it is so 
legendary rivals, only half-jokingly, say they would fear for their safety if they 
were to cross him. "People stopped doing business with Bear [Stearns] at the end", 
said one executive. “I don't think they would do that with Lehman because they 
wouldn't want Dick to come crashing through the window to rip their arms off.” 
(White 2008) 

2.6 What Leaders Pay Attention to, Measure, and Control on a Regular Basis  
 

Schein (2010) asserts that the most powerful tool that leaders possess to espouse their beliefs and 
values is what they systematically pay attention to, measure and control. When a leader routinely 
asks questions about an issue, subordinates focus their time and attention on that                                                                                           
issue. However, a visible emotional reaction can be an even more powerful signal. 
 
As early as May 2007 Fuld became concerned with Lehman’s mortgage exposure and instructed the 
new Head of Fixed Income Division, Roger Nagioff, to reduce leveraged loans. By January 2008 
Fuld had crystallized his qualms about the economy and housing market and was intent on reducing 
net leverage and the overall balance sheet. He appointed Bart McDade, Head of Global Equities, 
“Balance-Sheet Czar” and instructed him to manage Lehman’s net balance sheet and net leverage 
ratio (Valukas, Vol. 3, p.805, 809). That adherence to Fuld’s directives would permeate the 
organization was a certainty given his notorious temper, clearly, if Fuld was focused on net leverage, 
Lehman was, as well. 
 
In the role of “Balance-Sheet Czar”, McDade was charged with the task of creating a Daily Balance 
Sheet and Disclosure Scorecard report to monitor and control the firm’s leverage and communicate 
that information on a daily basis. According to the Examiner’s Report, “The Daily Scorecard was 
widely disseminated among senior Lehman management from April through September 2008 and 
routinely contained references to the impact Repo 105 transactions had on Lehman’s daily balance 
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sheet” (Valukas, Vol. 3, p. 811). Further, Fuld directed Gregory and McDade to meet with Lehman 
division heads to discuss and review balance sheet targets and then report back to him on firm 
progress (Valukas, Vol. 3 p. 817).  
 
 
2.7 Evaluating Fuld’s Transmission of Culture 

 
In reviewing Fuld’s transmission of culture certain commonalities emerge. He ostensibly espoused 
teamwork and mutual respect, but the values with which he imbued Lehman sent the staff a different 
and quite consistent message: (1) The behaviors he modeled and effectively coached, included 
anger, capriciousness, inflexibility, and self-promotion; (2) his human resource practices allowed 
him to create an executive committee that traded agreement with the boss for bonuses; (3) he 
allocated rewards and status to risk takers who were both egotistical and sycophants; (4) he provided 
resources to those projects and managers who promised high rewards while ignoring risk; (5) he had 
victoriously led Lehman through previous crises by making risky, aggressive choices; (6) 
consequently, whatever Fuld paid attention to, the entire firm pivoted towards. Whether in what he 
paid attention to, how he responded to crisis, allocated resources, or hired and promoted, roll-the-
dice behavior was approved and rewarded. We answer the first research question in the affirmative, 
Fuld effectively used the cultural embedding mechanisms identified by Schein (2010) to create a 
culture that reflected his own values. 
 
3. Lehman’s Culture and Its Response to the Sub-Prime Crisis  
 
This section examines Lehman’s path to collapse as it employed Repo 105 as its last opportunity to 
undertake a risky response to crisis rather than acknowledge and resolve problems. Was the 
bankruptcy due primarily to culture or did the availability of Repo 105 create a path to disaster than 
otherwise might have been avoided? The second research question addresses this issue: 

 
RQ2: Was the Lehman culture or its accounting practices the more significant contributor 
to its demise? 
 

3.1 Culture, Crisis, and Accounting 
 
In 2006, Lehman significantly increased its investments in higher-risk, less liquid investments to 
support aggressive revenue growth goals despite the housing market decline and the emerging 
subprime mortgage crisis (Valukas, Vol. 1, p. 59). In doing so, the firm positioned itself for higher 
returns but also increased its balance sheet risks. This moved them away from a lower-risk brokerage 
model and towards one where proprietary investments placed capital at risk for longer periods.  
Lehman was left holding a larger proportion of riskier illiquid assets that would be difficult to exit 
if the market downturn continued (Valukas, Vol. 1, p.43, 62). 
 
Investment bank balance sheets drew increased attention from credit ratings agencies and lenders as 
the subprime crisis magnified throughout 2007. Regulators were slow to react and as reported by 
Mahoney et al. (2015) the SEC had few staffers assigned to examine risky investments in mortgage 
related securities. Pressure to reduce leverage escalated and concerns were particularly acute in the 
short-term debt markets. As a result, borrowers faced the strong prospect of creditor-imposed risk 
mitigants such as additional collateral requirements, higher funding charges or termination of 
lending relationships (Valukas, Vol. 3, p. 735, 817, 822). 
 
Like other investment banks, Lehman’s balance sheet was highly leveraged, short-funded and 
significantly reliant on overnight borrowings. This left Lehman’s ability to fund its operations 
dependent on the daily decisions of overnight lenders to extend it credit. Lehman could not easily 
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reduce its leverage by selling its increasingly dubious securities inventory. Given the magnitude of 
asset sales that would have been required and the transparency of over-the-counter fixed income 
markets, participants would likely have become quickly aware of Lehman’s trouble (Valukas, Vol. 
3, p. 827). But Lehman was also reluctant to deleverage via an equity issuance due to the potential 
negative market impressions that doing so would also engender (Valukas, Vol. 1, p. 152). 
Constrained in its ability to de-lever through traditional approaches, Lehman utilized its Repo 105 
repurchase agreement structure to temporarily reduce reported assets and leverage on quarter-end 
filing dates. While this tactic ameliorated negative perceptions, it accomplished nothing in terms of 
actual deleveraging and incurred real transaction costs. The financial statements issued by Lehman 
from fourth quarter 2007 through second quarter 2008 reflected the sale of nearly $50 billion in 
financial assets and a concomitant decrease in liabilities (Valukas, Vol. 1, p. 18.). In actuality, it was 
merely window dressing and a stop-gap, a reality well known within Lehman, as evidenced by the 
email examples included in Table 1. The comments made by Callan, McDade, Garvey and others, 
are just samples of the damning emails contained in the Examiner’s Report, which show that 
Lehman’s inner circle were not deceived and that they had no miraculous exit strategy. They were 
merely buying time in the hope that an unforeseen event would prevent disaster and likely, to avoid 
Fuld’s wrath. These exchanges provide evidence to support RQ2; the use of Repo 105 was a 
symptom of Fuld’s leadership attributes. Lehman’s inner circle executives were too cowed by Fuld 
to propose realistic workable strategies that might have saved the firm. 
 
Table 1: Abstracts from Emails Regarding the Use of Repo 105 

September 11, 2007-Ryan Traversari, Senior Vice President for External Reporting: 
 [The]“question” of net leverage ratio “has come up multiple times in the 20 seconds that I’ve been here 
largely from [then CFO] O’Meara, Freidheim, Lowitt, Corporate Strategy, Investor Relations and the like. 
Retrieved from https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-
DOCID%201695576.pdf 
 
January 30, 2008-Michael McGarvey Senior VP Finance Controller Fixed Income Division: 
Although it’s an approved policy it’s regarded by many around here as B/S window dressing (including 
me). By the way we are the only large firm on the street that uses Repo 105 Retrieved from 
https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-DOCID%203379145.pdf 
 
April 3, 2008- Bart McDade, [Head of Equities and last President and COO]:  
I am very aware it is another drug we r on. Retrieved from 
https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-DOCID%201570783.pdf 
 
April 17, 2008 - Thomas Siegmund, Head of Asia Pacific Liquid Markets: 
I might need your help on this.  
As B/S will be super tight, I need to make sure we make best use of 105: I want to investigate, whether 
105-mechanics can apply to Aussie paper.  
 
An answer like below: "no..will explain when back from vac" is unacceptable in any circumstance and 
really out of line in the current situation! Retrieved from 
https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-DOCID%20739685.pdf 
 
April 17, 2008- Marie Steward, Global Head of Accounting Policy: 
You cannot do Repo 105 in Australia. We will not approve it even if it technically works. I will explain 
further when I am back from vacation on 22nd. Retrieved from 
https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-DOCID%20739685.pdf 
 
May 13, 2008-CFO Callan email to Gregory 
Meeting with several people of Fidelity today as follow up to yesterday's conference. They have a good 
sense of the dynamics for the quarter. They gave some good feedback that we may get a very short leash if 
we show up with a rough quarter if we do not get the balance sheet exercise completed. No matter what, 
the skeptics are focused on our balance sheet and that is the key to the future and the valuation. That 
becomes more important (as we know) if the quarter's revenue performance is worse. I know we are 
saying it over and over but we HAVE to deliver on the balance sheet reduction this quarter and cannot 
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give any room to FID for slippage. Retrieved from 
http://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBHI_SEC07940_034732.pdf 
 
September 12, 2008-[Bankruptcy minus 3 days] Gerard Reilly, Global Product Controller: 
Please take out repo 105 header all reference to it asap Thanks  
Reply from Michael McGarvey: All Repo 105 has been removed. Retrieved from 
https://web.stanford.edu/~jbulow/Lehmandocs/docs/DEBTORS/LBEX-DOCID%20641537.PDF 
 

3.2 Sham Sales, Repurchase Agreements and Repo 105 
 

Legitimate repurchase agreements are short-term funding instruments used extensively by broker-
dealers to finance securities inventory. Typical repo counterparties are institutional managers such 
as money market mutual funds and securities lenders. Short-term repos are considered safe 
investments and are commonly secured by liquid high-quality collateral such as U.S. Treasuries and 
mortgage-backed securities issued by government-sponsored entities. Over-collateralization at 
102% is common. Collateral protects the lender against the risk that the cash borrower does not 
repurchase the securities and the extra 2% “haircut” protects against declines in collateral value 
should the cash lender need to liquidate the collateral (Baklanova 2015, p.19). Conventional repos 
are typically reported as short-term borrowings and could, in 2008, rarely be accounted for as sales. 
But, as stated in SFAS 140, paragraph 218, if the value of the sold/pledged assets exceeded 102% 
of the proceeds, effective control was not maintained and the transaction was treated as a sale (FASB 
2000). For example, if I take $100 from you and give you my bike worth $102 to hold until I pay 
you back, it’s a secured loan. If instead I offer you my other bike worth $105, it’s a sale because if 
you keep the bike, the cash I borrowed will not allow me to purchase a similar bike. 
 
Lehman’s Repo 105 structure provided for a deliberate over-collateralization of 105%, as per the 
example, that created a compliance rationale for treating repo borrowings as inventory sales. 
Effectively, by providing more collateral than a lender might have demanded, Lehman was able to 
convert the lender to a buyer and the loan into a sale. The resulting “sale treatment” is described in 
Lehman’s Accounting Policy Review, referring directly to SFAS 140. It should be noted that the 
Accounting Policy Manual indicated transactions were typically transacted by the firm’s European 
entity because, “Repos generally cannot be treated as sales in the United States because lawyers 
cannot provide a true sale opinion under U.S. law.” (Lehman Brothers Holdings, Inc., 2006). The 
true sale opinion is an important transaction underpinning without which Lehman’s auditors, Ernst 
and Young, could not have accepted the sale treatment. 
  
Repo 105 provided Lehman with a temporary accounting solution for reducing quarter-end reported 
leverage. At inception, “sold” securities were removed from its balance sheet and the cash receipts 
were used to satisfy unrelated liabilities. This reduced assets, liabilities and leverage, but only 
through the repo maturity date which was often just a few days beyond quarter-end.  On the maturity 
date, new funds were borrowed to repay Repo 105 lenders and previously “sold” securities (returned 
collateral) were brought back onto to Lehman’s balance sheet (Valukas, Vol. 3, p.734). The net 
effect was a form of round-trip accounting which released leverage before quarter-end and restored 
it afterwards. It is significant that the Repo 105 re-characterization process required the intervention 
of a manual journal entry, as Lehman’s system automatically treated all repos as borrowings 
(Valukas, Vol. 3, p.798).  Lehman’s Repo 105 usage accelerated 30.5% in the first half of 2008 
increasing from $38.6 billion at Q4 2007 to $50.38 billion by Q2 2008.  This reduced its reported 
net leverage by as much as 13% during this period (Valukas, Vol. 3, p. 748). 
   
The most direct cause of Lehman’s bankruptcy was its lack of access to short-term funding. Its 
significant reliance on overnight repo borrowings presented it with a large daily refinancing 
requirement.  Complicating matters, Lehman’s repo lender group was not diversified but rather was 
significantly concentrated among a small group of lenders. These combined dynamics dramatically 
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increased Lehman’s refinancing exposure. It left the firm vulnerable to decreased lender confidence, 
increased haircuts and systemic market panic. As the financial crisis deepened in the summer of 
2008, Lehman’s position became increasingly precarious. Of its $600 billion in liabilities, one-third 
were overnight, 80% of that came from 10 lenders and its equity was only $26 billion. Between 
selling assets at deep losses and increasingly steep charges on repos, Lehman ran out of cash 
(Wiggins et al. 2014 p. 8,16). 
 
3.3 Culture not Accounting 

 
The foregoing analysis provides an affirmative answer to the second research question which asked 
whether Lehman’s leadership and culture or its accounting practices were the more significant 
contributor to its demise. Fuld and the culture he built at Lehman all but assured bankruptcy in an 
economy in which only a conservative strategy could prevail. Had Repo 105 not been available, 
other accounting ploys might have been used. Perhaps Lehman would have followed other notorious 
firms and crossed the line from dubious accounting to accounting fraud. Or, Lehman may have 
simply embarked on even more risky bets, in the hope that real returns would build capital and allow 
for reducing leverage. Had it done so in 2008, the collapse would have almost certainly been even 
more devastating. 
 
4. Conclusions, Limitations, Contribution and Extensions 

 
4.1  Conclusion 
 
Our use of the Schein framework has yielded an analysis that focuses on the systematic aspects of 
the Lehman failure perhaps allowing firm managers and stakeholders to recognize and mitigate 
similar destructive cultural attributes. Although much has been written in the financial and popular 
press, as well as in the Examiner’s Report concerning the role played by Repo 105, Lehman was 
doomed by its high risk reflexive response to the incipient decline in the sub-prime market and its 
refusal to retreat or pivot as the crisis worsened. The analysis of the cultural embedding and 
reinforcing mechanisms provides persuasive evidence that Richard Fuld’s values and beliefs and his 
success in injecting them into the Lehman culture were the prime causes of Lehman’s earlier 
successes and eventual failure. Consistent with Schein’s (2010) view of culture and leadership 
Fuld’s hand-picked subordinates devised an aggressive, and one might conclude pointless, solution 
to Lehman’s involvement in the sub-prime quagmire. Truly transparent financial reporting might 
have actually hastened a precipitating event, but the result could have been a softer landing with 
better outcomes for creditors, employees, and perhaps shareholders. It is clear that a soft landing 
was not desired; Lehman’s prior crises had been successfully surmounted by risky responses that 
were both a product and reinforcement of its culture. The revelatory email exchanges, sampled in 
Table 1, depict an upper echelon that was fully committed to the double-down, no retreat, culture 
that Fuld both embodied and created. Rather than being an effective brake on folly, the Chief Risk 
Officer was subject to harassment in front of her peers. Our findings are consistent with Sims and 
Brinkman (2003) who found that Enron’s collapse was likewise more a matter of a toxic and 
inevitably self-destructive culture in which its far more outrageous accounting was also more 
symptom than root cause.  
 
Although Lehman’s Board, composed of insiders and passive place-holders, could not alter 
Lehman’s trajectory, other boards may be inclined to take a more proactive role and potentially 
avoid such disasters. But the conclusions from this study provide insight into the imbuing of culture, 
not the ill effects of too much risk. In fact, organizational failures can just as well be engendered by 
a passive culture, or no cohesive culture at all. In addition to taking an active role in choosing 
organizational values, boards might require regular review of the efficacy of culture imbuement 
using Schein’s mechanisms as a reporting framework. By reviewing how leadership is using specific 
embedding and reinforcing mechanisms to transmit culture and by assessing whether the espoused 
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and actual values match, boards may be able to effectively monitor firm culture as they do operating, 
investing and financing decisions.  
 
4.2 Limitations 

 
A limitation of our research is that it is dependent on the historical information amassed by others 
for their own purpose. The present research is particularly hampered by the paucity of 
contemporaneous explanations for the actions of Lehman’s managers. In order to convincingly 
corroborate the claim that Richard Fuld, molded the Lehman culture to reflect his own values and 
that by doing so caused Lehman’s failure, it would be helpful to know how managers rationalized 
their actions at the point at which they occurred. Instead, we are in possession of a vast archive of 
testimony and memoir from after the bankruptcy. While the evidence is suggestive that Fuld created 
a high risk, no retreat culture and that his subordinate’s actions reflected these internalized values, 
other possibilities exist, such as simple greed for short-term rewards. We can read manager’s emails 
and infer motivations, but mostly have to rely on post hoc, often self-serving, rationales for their 
behaviors. As such, the portrait of Fuld as a near monomaniacal “gorilla” may be a convenient 
excuse for the bad and foolish behavior of his subordinates and our findings, while suggestive are 
not conclusive. 
 
4.3 Contribution and Extensions 
 
This study adds to the organizational culture literature by examining how the much criticized culture 
at Lehman was created and sustained. It is the first to apply Schein’s model to a major participant 
in the 2008 financial crisis, thereby adding to knowledge about the cultural influencers of that 
catastrophic event. In doing so it clarifies that accounting ploys played only a limited role in 
Lehman’s demise.  
 
The current investigation has provided a deeper understanding of how an aggressive, risk loving 
CEO created a culture mirroring his own traits, which perhaps inevitably led to failure during a 
systemic catastrophe in which hedging and pivoting were needed for survival. Future research 
should seek to examine the cultural transmission mechanisms used by all of the large investment 
banks that both caused and were affected by the 2008 meltdown. Did Bear Stearns and Lehman fail 
and Morgan Stanley and Goldman Sachs survive due to culture, luck, or the capriciousness of 
government intervention?  Our answer for Lehman is culture, a cross sectional, multi-firm analysis 
might reinforce this conclusion or suggest other answers. A comprehensive analysis of the role of 
firm culture during the 2008 financial crisis could also consider how culture affected the behavior 
of counter-parties and regulators. 
 
Lastly, future investigations that use the Schein framework to study instances of organizational 
failure where crimes are known or suspected could be informed by the criminology literature that 
focuses on deviant subcultures such as differential association theory (Sutherland 1949). That 
literature examines the mechanisms by which criminal behavior is learned in groups or organizations 
that possess values and norms in conflict with that of the broader society in which they are 
embedded. An integration of the organizational culture and cultural deviance literatures should be a 
fruitful avenue for future research. 
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Abstract 
 
This study examined the notion of leadership over- and underrating: self-assessments of one’s 
managerial competencies relative to assessments made by others. Specifically, we examined the 
relationships between over- and underrating and performance on an assessment center. Our results 
showed that underraters were more likely to have higher performance scores than overraters. 
Multiple regression results indicated that as underrating increased scores on the objectively-rated 
competencies rose. These findings suggest that the mechanisms that underlie underrating and 
overrating – perhaps humility and narcissism, respectively - have important implications for 
personal and professional development. 
 
Keywords: overrating, underrating, leadership performance 
 
1. Introduction 
 
The goal of this research is to expand the understanding of the relationship between over- and 
underrating, self-assessments of one’s managerial competencies relative to assessments made by 
others, and work performance. This study improves on previous research by including measures of 
objective performance on a standardized assessment center, rather than 360-feedback evaluations, 
which are subject to bias and inaccuracy.  
 
2. Literature Review 
 
Research suggests that self-perceptions of ability rarely match external perceptions, and that this 
degree of self-awareness may not matter with regards to leadership effectiveness and personal and 
professional success (Atwater and Yammarino, 1997; Fleenor, Smither, Atwater, Braddy and Sturm, 
2010; Harris and Schaubroeck, 1988; Mabe and West, 1982; Moshavi, Brown and Dodd, 2003; 
Zenger and Folkman, 2015). In general, people’s view of themselves does not fit with how other’s 
view them likely because of various contextual factors and the notion that self-perceptions of ability 
are often based on comparisons to others, an “ideal self,” or a past or future self. Zenger (2014) 
suggests that self-perceptions are only likely to match external reviews from peers and managers 50 
percent of the time because of cognitive distortions, even when objective measures of leadership are 
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utilized. Fleenor et al. (2010) reported that extensive internal and external factors contribute to the 
varying degrees of agreement between self and other ratings including biographical, personality and 
individual characteristics, and job-relevant experiences.  
 
Self and other ratings of performance often involve various degrees of overrating and underrating 
of performance and ability. Individuals who underrate their skills and evaluate themselves with 
lower scores than other raters are categorized as underraters, while those who overrate their abilities 
and evaluate themselves with higher scores are categorized as overraters. Research has shown that 
there are significant differences in the outcomes associated with over- and underrating. 
 
There are conflicting outcomes associated with overrating. Some findings suggest that overraters 
have negative attitudes, lack an awareness of their strengths and weaknesses, and are less likely to 
utilize training and development opportunities (Woo, Sims, Rupp, & Gibbons, 2008). On the other 
hand, research has also found that overrating is correlated with high achievement, high self-esteem 
and social desirability, and low anxiety levels (Brutus, Fleenor and McCauley, 1999; Goffin and 
Anderson, 2007; Nowack and Mashihi, 2012). Nowack and Mashini (2012) suggested that the 
contrasting outcomes of overrating may be due to an overraters’ extensive focus on future 
achievement and their ability to selectively focus on positive behaviors. Findings also suggest that 
overrating skills is more common among males and older executives. Unfortunately, it can lead to 
detrimental personal and social outcomes such as poor organizational effectiveness, career 
derailment, and negative physical health outcomes (Goffin & Anderson, 2002; Vecchio and 
Anderson, 2009; Woo, Sims, Rupp, and Gibbons, 2008).  
 
Similar to conflicting outcomes regarding overrating, research suggests that although underraters 
are more likely to be perceived as more effective leaders, they also tend to exhibit an inability to 
recognize and use their existing strengths. (Kaplan and Kaiser, 2009; Nowack and Mashihi, 2012) 
While underraters are more likely to focus on weaknesses or areas of improvement, and are more 
likely to accept feedback and make changes, they are also more likely to be overly critical, blind to 
strengths, and overly focused on unrealistic personal and organizational goals. (Nowack and 
Mashihi, 2012; Wilson and Ross, 2001) Perfectionistic tendencies are often a key driving force 
behind the self-perceptions and behaviors of underraters. (Nowack and Mashihi, 2012) Still, recent 
research has indicated that the more individuals underrate themselves on a 360-degree feedback 
assessment, the more highly they are perceived as a leader and their employees are more engaged. 
(Zenger and Folkman, 2015) Additionally, underrating is associated with a higher probability of 
possessing strengths and a lower probability of possessing fatal flaws such as lack of energy and 
enthusiasm, acceptance of mediocre performance, lack of interpersonal skills, and poor judgment.  
 
The purpose of this research is to expand the understanding of the outcomes associated with over- 
and underraters by determining if underrating is associated with greater success on objective 
measures of managerial performance. This study improves on previous research in two ways. First, 
research on over- and underrating has typically used 360-degree feedback assessments, which vary 
greatly in accuracy and effectiveness (for a review see Nowack and Mashini, 2012). 360-degree 
feedback is only moderately objective, as raters, “may have limited ability or motivation to provide 
accurate and constructive feedback.” (Bommer, Rubin, & Bartels, 2005, p. 103) The current study 
includes an assessment center, which uses a standardized work simulation and trained raters with 
no previous knowledge of the participants. The present research includes both self-ratings and peer-
reviewed external ratings on managerial skills like Communication, Leadership Initiative, 
Teamwork, Organizing, and Decision-Making, and thus allows for the most unbiased, objective 
determination of over- and underrating. Second, the assessment center is a simulation that provides 
a realistic management performance scenario that has been shown to be predictive of managerial 
success. (Gaugler, Rosenthal, Thornton, & Bentson, 1987; Howard, 1997; Whetzel, Rotenberry, and 
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McDaniel, 2014) Therefore, it allows for the evaluation of very objective and unbiased performance 
outcomes associated with over- and underraters. 
 
1. Method 
 
We collected data from students enrolled in a part-time MBA program at a regional university in 
the Pennsylvania State System of Higher Education. The program has been accredited by AACSB 
since 2004 and typically graduates an average of 25 students per academic year. The sample was 
drawn from 205 students over a 6-year span. Students were excluded if they did not complete the 
Iliad Assessment Center managerial exercise, which is discussed below, near the conclusion of their 
degrees. In addition, missing data on the control variables (also discussed below) led to participant 
exclusion.  
 
The final sample consisted of 115 participants: 44 women and 71 men. Ages ranged from 22 to 60 
years, with an average age of 27.2 years. Sixteen participants identified a language other than 
English as their primary language. All of the participants included in the sample completed the 
GMAT prior to being admitted into the MBA program and scores were considered in admissions 
decisions; GMAT score ranged from 320 to 700, with an average of 478.   
 
2. Measures 
 
2.1 Assessment Center 
 
The Iliad Assessment Center (Bommer & Bartels, 1996) was used to identify skill levels in five 
dimensions: Active Communication, Teamwork, Decision Making, Leadership Initiative, and 
Organizing. The Iliad has been validated and employed in other published studies, and Rode, 
Arthaud-Day, Mooney, Near, Baldwin, Bommer, and Rubin (2005) discuss it in greater detail. It is 
a 145-minute simulation of a day in the life of a manager and requires participants to complete the 
following tasks: 1) attend two 20-minute leaderless group discussion meetings; one to discuss and 
develop customer service initiatives, and the other to identify a potential CEO successor for the 
company, 2) deliver a 3-minute persuasive speech about the participant’s vision for the organization, 
and 3) work on an in-basket exercise in the role of a top manager in a publishing company.  
 
The in-basket is a work document that includes the times and content of the leaderless group 
discussion meetings and speech times, administrative information (contact information, 
organizational charts, etc.), and a series of managerial tasks that require some sort of action on the 
part of the participant (e.g., financial and operational decisions, communications, delegation). The 
activities included in the simulation require more than the time allotted to complete, and therefore, 
participants need to prioritize their workloads and manage their time and schedule. Participants are 
responsible for maintaining their schedules during the simulation, as well as determining how much 
time, effort, and energy to allocate to the managerial tasks.  
 
The leaderless team discussions and speech were video recorded. All materials were sent to the Iliad 
Assessment Center for scoring based on the presence and effectiveness of specific behaviors. The 
raters were blind to this study and to the identity of the students. Raters had an average of 1 year of 
rating experience and were either present or former students in a master’s of industrial psychology 
program. Two independent ratings were completed, and then conflicts between raters were settled 
by collaboratively reviewing the recordings and coming to a consensus. Scores are provided for the 
following: Selection (effective evaluation of CEO candidates in a team setting), Customer Service 
(effective evaluation of different customer service initiatives in a team setting), In-Basket (materials 
participants must act upon during the assessment by sending emails, memos, etc.), Speech (verbal, 
non-verbal, and content-related aspects of a 3 minute persuasive speech), and Total Score (an equal-
weighting combination of Selection, Customer Service, In-Basket, and Speech scores). 
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2.2 Over- and Underrating 
 
Over- / underrating was defined as the difference score between the self-ratings of participants and 
the actual scores assigned by trained raters. Prior to starting the Iliad Assessment, participants were 
asked to complete a self-assessment of their skills in comparison to their peers; this was 
operationalized as a percentage of the people they would outperform in Leadership Initiative, 
Decision Making, Teamwork, Communication, and Organizing. The actual score on each dimension 
was provided by external Iliad raters. The difference between actual scores and the self-ratings 
(described below as the ‘GAP’ variables) was either positive indicating underrating (self-assessment 
was lower than actual score) or negative indicating overrating (self-assessment was higher than 
actual score). 
 
3. Results 

 
3.1 Data Cleaning 
 
All variables of interest were evaluated for outliers and violations of normality. Z score analyses of 
all subjects on all variables showed that no significant outliers existed. Tests for Skewness and 
Kurtosis revealed that the data in general meet the assumption of normality. The same litmus test 
for significance was used for these analyses: values of Z, Skewness, or Kurtosis greater than or equal 
to ±3.48 (.001 two tailed) were considered outliers or a violation of the assumption of normality, 
respectively.  
 
Analyses revealed that only two variables were significantly Skewed: Decision Making self and 
Teamwork self. None of the variables were significantly Kurtotic, however. Based on the overall 
findings it was deemed that the assumption of normality was met. 
 
3.2 Data Analyses 
 
The mean values for each of the 5 GAP variables (Objectives scores given by the raters for 
Leadership Initiative, Decision Making, Organizing, Communicating, and Teamwork as compared 
to the self-ratings provided by the participants) were negative (see Table 1). This is indicative of a 
pattern of overrating across the board. 
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Table 1: Means and Standard Deviations 

Variable Mean Standard 
Deviation 

Gender  
Age 
GMAT 
Graduate School GPA 
Selection 

1.38 
27.24 

478.43 
3.59 
50.20 

.49 
6.03 

84.30 
.23 

29.49 
Customer Service 45.09 28.05 
Speech 40.54 24.71 
In-Basket 42.29 28.27 

Total Score 39.98 28.29 
Leadership Initiative 52.47 27.54 
Decision Making 39.37 27.32 
Organizing 40.50 27.61 
Communication 44.24 29.17 
Teamwork  43.28 26.29 
Leadership Initiative Self 70.33 17.66 
Decision Making Self 69.20 19.03 
Organizing Self 67.29 20.19 
Communication Self  63.84 22.09 
Teamwork Self 75.32 17.50 
Leadership Initiative GAP -17.86 30.41 
Decision Making GAP -29.84 33.79 
Organizing GAP -26.78 36.35 
Communication GAP -19.60 36.39 
Teamwork GAP -32.04 30.25 

 N = 115 

It is interesting to note that very few (only three out of 25 coefficients) self-rating scores on the 
skills (Leadership Initiative, Communication, etc.) were related to the five objective outcomes 
(Selection, Customer Service, Speech, In-Basket, & Total Score) on the Iliad Assessment. This is 
consistent with findings from previous research (Zenger, 2014). However, over- and underrating 
(GAP variables) were related to all of the objective outcome variables (23 out of 25 coefficients 
were significant; see Tables 2 and 3). 
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Table 3: Summary of Significant Relationships between GAP Scores and Outcome Variables 

Objective Outcome Variables GAP Score Correlations  
Selection Percentile  

 
Leadership Initiative r = .411, p < .001 
Decision Making r = .420, p < .001 
Organizing r = .399, p < .001  
Communication r = .341, p < .001 
Teamwork r = .532, p < .001 
 

Customer Service Percentile 
 

Leadership Initiative r = .265, p < .01 
Decision Making r = .244, p < .01 
Organizing r = .178, p < .056 
Communication r = .199, p < .05 
Teamwork r = .466, p < .001 
 

Speech Percentile 
 

Leadership Initiative r = .185, p < .05 
Decision Making r = .497, p < .001 
Organizing r = .579, p < .001 
Communication r = .328, p < .001 
Teamwork r = .250, p < .01 
 

In-basket Percentile 
 

Leadership Initiative r = .694, p < .001 
Decision Making r = .596, p < .001 
Organizing r = .530, p < .001 
Communication r = .663, p < .001 
 

Total Score Percentile 
 

Leadership Initiative r = .652, p < .001 
Decision Making r = .688, p < .001 
Organizing r = .629, p < .001 
Communication r = .637, p < .001 
Teamwork r = .416, p < .001 
 

  
Uniformly positive correlation coefficients between the GAP variables and the Iliad outcomes 
indicated that as underrating increased so too did scores on the outcomes measures. Table 3 
summarizes these relationships.  
 
Multiple regression analysis was used to further examine the relationships between the GAP 
variables and the objective outcomes (see Table 4). The model tested entered the control variables 
(Gender, Age, GMAT score, and Graduate GPA) in the first step, followed by the five GAP 
variables in the second step. Total Score, an aggregate of the four assessment center ratings, was 
used as the dependent variable.  
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Table 4: Multiple Regression Analysis 

Note: *p < .05; **p < .01; ***p < .001, a p < .075 
 
Model one proved significant (R2 = .126, F∆ (4, 110) = 3.972, p < .01), as did model two (R2 = .632, 
F∆ (5, 105) = 28.919, p < .001). Coefficients in model two demonstrated that four of the five GAP 
variables had an impact on the Total Score: Leadership Initiative (b = .196; t = 2.470, p < .05), 
Decision Making (b = .236; t = 3.119, p < .01), Communication (b = .157; t = 2.315, p < .05), and 
Team, which was ‘marginally significant’ (b = .111; t = 1.797, p < .075). Thus, in all four cases 
underrating oneself on a given dimension led to a higher Total Score on the Iliad Assessment Center. 
 
4. Discussion 
 
The results of this study demonstrated that underrating of managerial self-competencies is 
associated with better performance on an objectively scored assessment center. We found that 
underraters, individuals who provided lower self-scores compared to other raters on several 
managerial skills, were more likely to have higher scores on the assessment center outcomes, 
particularly the total score. Our study improved on previous research in this area by including 
objective, unbiased measures of both over- and underrating and performance, lending support to the 
integrity of the findings. These findings are notable because the assessment center method (ACM) 
is a strong predictor of several important work outcomes: salary progress, job performance, training 
performance, and promotions (see Thorton and Gibbons, 2009 for a review). Whetzel et al. (2014) 
concluded the ACM is appropriate for “high stakes settings” and meta-analysis has estimated its 

Dependent 
Variable 

Control & 
Independent 

Variables 

r 
with 
DV 

b B 

Total Score 

R2 = .632   

F∆ = 28.919  

 

 

Gender 

 
 
 

-- 

 

 

-3.089 

 

 

-.053 

(Model 2) Age -.027 -.098 -.021 

 GMAT .226** .009 .027 

 Grad GPA .333*** 13.631 .110 

 Initiative 
GAP 

.652*** .196* .210 

 Decision 
Making GAP 

.688*** .236** .281 

 Organizing 
GAP 

.629*** .102 .131 

 Comm GAP .637*** .157* .202 

 Teamwork 
GAP 

.416*** .111a .118 
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mean population criterion-related validity to be .36 for the prediction of job performance (see 
Gaugler et al, 1987, p. 502). 
 
It is also interesting to note that self-ratings in the current study did not predict objective assessment 
center performance. Self-ratings were significantly associated with only 12% of the potential 
outcomes (three of the 25 coefficients). This would suggest that the emphasis placed on the accuracy 
of self-ratings may be unwarranted. While several authors have suggested that accurate self-ratings, 
agreement between self and other ratings, is important for performance (see Guenole, Cockerill, 
Chamorro-Premuzic, 2011), our findings indicate that underrating may be a better predictor of 
managerial performance. 
 
A central question is whether underrating actually represents a lack of self-awareness for an 
individual. Zenger and Folkman (2015) noted that underraters were humble, had high personal 
standards, and a continuous drive to improve. The concept of humility does fit with the construct of 
underrating, and may help to explain the outcomes associated with it. Owens and Hekman (2012) 
indicated that humility is a “virtue” leading to growth, such that humble people see themselves as a 
work in progress and thus may rate themselves somewhat lower than their peers. This coupled with 
the fact that, “they fall short of a standard they are striving to reach” (Ou, Tsui, Kinicki, Waldman, 
Xiao, & Song, 2014, p. 38) may explain why individuals underrate—they recognize the constant 
need for growth and continually fall short of this high standard. Perhaps underraters do not lack self-
awareness, rather they are aware of their skills and abilities, but understand they need to grow, 
evolve, and improve. 
 
If underraters are humble, perhaps overraters are narcissistic. Self-enhancement is a central aspect 
of narcissism (Grijalva & Zhang, 2016), and narcissists were found to overrate their attributes and 
abilities, such as leadership effectiveness, intelligence, physical attractiveness, openness, and 
honesty. Essentially, narcissists appear to be over-raters. Interestingly, Owens, Wallace, and 
Waldman (2015) found that leaders with high levels of narcissism and low levels of humility had 
lower scores on objective and subjective measures of job performance, perceived effectiveness, and 
job engagement than their low narcissism/high humility peers. It appeared that humility seemed to 
diminish the negative effects of narcissism. The overraters in the current study therefore may be 
those with high levels of narcissism and low levels of humility.  
 
5. Limitations and Future Directions 
 
The current article had several limitations. First, the study included MBA student performance on a 
managerial assessment center. While this is indicative of managerial performance, we did not have 
actual work-related outcomes (for example, like those in Owens, Wallace, & Waldman, 2015). 
Future research is needed to examine over- and underrating and objective measures of actual on-
the-job performance. In addition, nearly all of the participants were from the United States, and there 
are most likely cross-cultural differences in tendencies toward over- and underrating (e.g., cultures 
that are individualistic vs collectivistic). Future studies need to include measures of narcissism, 
humility, and related variables in order to better understand the behavioral and psychological 
mechanisms that underlie over- and underrating. Specifically, more clarity is needed to better 
understand what personality types are more prone to inflating or underrating ability. Knowledge of 
such attributes may contribute to understanding the value of self-awareness and leadership 
outcomes. Understanding why underraters tend to perform better on both objective and subjective 
measures of leadership has important implications for management education and management 
development. 
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Abstract 
 
With the development of multinational business ties among nations, and establishment of closer bi-
lateral cooperation among partner countries, international direct investment (or FDI) has begun to 
play a more significant role in the world economy. Moderate and large businesses serving as the 
drivers of the national economy of countries such as China, have been racing to achieve higher 
competitiveness by proactively establishing foreign branches via OFDI alongside aggressive 
promotion and marketing of products through international trade.   
 In the context of OFDI, this study first of all, attempts to define international investment 
competitiveness index (IIC) in terms of a firm’s capability of making external investment decisions 
as well as operating and managing international projects (through foreign branches, and 
subsidiaries).  The IIC puts special emphasis on the following factors: project investment and 
financing; technology, entrepreneurial management; and brand competitiveness relative to 
international trade competitiveness that primarily depends on the marketing mix. 
Second, this study initiates designing of illustration of three kinds of indices that may be used to 
measure IIC levels of the countries, sectors and firms respectively. These three indices are 
Investment Market Share (IMS), Investment Competitiveness (IC), and Revealed Investment 
Competitive Advantage index (RIC). These three indices should show international investment 
competitiveness from three separate perspectives: the market share, the country advantage, and the 
industry or sector advantage. 
Third, the study then applies the measurement of IIC to top ranking investing countries of the world 
with the available recent data. This paper reports the advantages and shortcomings of country 
specific FDI strategies using the results of comparative calculations and analyses.  Finally, the 
paper explores further application of the indices in the investment management, investment project 
assessments, investment risk control and precautions, and investment policy making. 
 
Key Words: International Investment competitiveness, Indices, Measurement 

 
1. Introduction 

 
The most recent World Investment Report shows that global flows of foreign direct investment (FDI) 
rose by about 40 per cent, to $1.8 trillion in 2015. It was the highest level since when the global 
economic and financial crisis began in 2008.  Although the global FDI still remains about 10 per 
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cent short of the 2007 peak, over the medium term, however, the global FDI flows are projected to 
keep growing during next 3 years. With the increase of capital flow, FDI has been one of the effective 
approaches, not only for the host country but also for the home country via increased economic 
development, closer political/diplomatic relationships and higher international standing and status, 
and the like. An increase in a country specific OFDI fosters a rapid increase in global investment 
competition. FDI competitiveness as such has become one of the most important aspect in national 
competitiveness.  
 
Over years, the literature on international competitiveness have become rich, and a variety of 
perspectives and concepts been used in the economic and business literatures. Microeconomic 
concepts and indicators of competitiveness focus on the essential characteristics of producers in 
competition for market share, and profits or the ability to export. (Siggel, 2007; Balassa, 1991, 
Mandeng, 1991; Turner and Golub, 1997) International competitiveness under this perspective can 
be measured by trade competitiveness, price competitiveness and cost competitiveness.  We believe 
that on top of these factors, investment competitiveness, especially the OFDI competitiveness, as an 
important and indispensable measuring aspect should be added within the context of emerging 
international market environment. We have done so in this paper. In this respect, this paper 
contributes to the literature on the subject of measurement of international investment 
competitiveness, especially in the Outwards Foreign Direct Investment (OFDI) competitiveness.                             
The paper has been organized in the following format:  The first segment advocates distinctive 
aspects of the international investment competitiveness (IIC), the second section focuses on the 
study leading to the design and illustration of three kinds of indices which can be used to measure 
IIC level of the selective countries, sectors, and firms respectively. The three indices are: Investment 
Market Share (IMS), Investment Competitiveness (IC), and the Revealed Investment Competitive 
Advantage index (RIA). The third section devotes to application and measurement of IIC of top 
ranked investing countries with the recently published data. The relative advantages and 
shortcomings of the countries will also be illustrated following a comparative calculation and 
analyses. The final segment will explore the efficacy of the three indices on matters of investment 
management, investment project assessment, investment risk control and precaution, and investment 
policy making. 
 
2. Literature Review 

 
2.1 Competitiveness and RCA 

 
The competitiveness concept has been quite popular among the macroeconomists.  Started in 1980, 
World Economic Forum, and Institute of Management Development (WEF/IMD) have computed 
World Competitiveness Index and published reports annually since 1989. This popular index 
became the basis for an international ranking of countries in terms of their respective business 
climate.  Its popularity lies in the fact that it is a composite of a large number of attributes condensed 
into a single index.  
 
Some researchers followed the macroeconomic competitive idea, and injected some microeconomic 
interpretation of competitiveness. Productivity, both labor, and the total factor productivity, should 
serve as indicators of competitive advantage/disadvantage. (Dollar and Wolff, 1993). They conclude 
that a competitive nation is one that can succeed in international trade via high technology and 
productivity, with accompanying high income and wages.  Somewhat similar concepts were 
proposed by Hatsopoulos, Krugman and Summers (1994) and Horstmann and Markusen. (1992) 
Microeconomic concepts and indicators of competitiveness tended to be more popular and solid 
during the last decade of 20th century when more researchers contributed and proposed design 
indicators to measure competing ability of each country. This competitive ability often was 
measured by the size or an increase of market share (Mandeng, 1991). Sometimes, it was measured 
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by the export performance (Balassa, 1965, 1991). It was also measured by the price ratios (Durand, 
Giorno, 1987); and cost competitiveness (Turner, Gollub, 1997; Siggel, Cockburn, 1995). Business 
scholars used a more complex and multi-dimensional business strategy model Porter,1980, 
1986,1990(a),1990(b), 1994; 1998) to assess competitiveness of firms as well as the nation.  We 
also may recognize many other similar dimensions (Buckley et al.1992; Oral, 1993) of 
competitiveness.   
 
Based on the earlier research, recently, researchers evaluated and improved the measurement of 
investment competitiveness, especially the Balassa’s RCA index. Elsa Leromain and Gianluca 
Orefice (2013) worked on a dataset and empirical distribution of new RCA; Alex R. Hoen and Jan 
Oosterhaven (2006) used multiplicative location quotient (LQ) as a measure for the revealed 
location attractiveness of certain regions or countries for certain types of industry; Keld Laursen 
(2015) proposed an adjusted index called ‘revealed symmetric comparative advantage’ (RSCA). 
 
2.2 Investment Competitiveness and OFDI Competitiveness 

Compared to other microeconomic aspects of competitiveness, investment competitiveness 
comparatively received less scholarly attention.  However, authors emphasized that: first, FDI can 
increase the national competitiveness. It was also recognized that FDI can change the host countries’ 
prevailing market conditions and productive efficiency of the existing firms as well as of new firms 
Cho, Hwi, Mun, 2013).  So, it became quite clear that FDI increases competitiveness and the latter 
also attracts the former.  Bonelli, 1999, Razafimahefa and Hara, 2005; Razafimahefa and Hamori, 
2005).    Secondly, most literatures are inclined to consider investment competitiveness from the 
perspective of the host country and therefore analyses the factors, features, and motives in the host 
country when they focus on investment competitiveness. The size of the host markets, measured by 
GDP, is the first determinant in the most analyses. Movement in the price levels, the strength of the 
host country’s currency measured by exchange rates, the investment policies in the country are 
included as determinants of investment competitiveness (Moore 1993, Chakrabarti 2001, Ivohasina 
and Razafimahefa 2007). By using the above determinants, some studies set composite indices or 
indicators, assign weight to each factors in order to measure the investment competitiveness 
(Aiginger, 1998; Neary, 2007; Brakman, 2009; Kiel, Smith, Ubbels, 2014). Hong Chen and 
Yucheng Yang (2014) optimized the measurement and calculated international investment 
competitiveness for China and other host countries, and make strategic suggestions under some 
hypothetical conditions.  
 
Although the outward FDI is equal to inward FDI in quantity when computed globally, it is 
undeniable that OFDI is driven by special motivation, and (political/cultural) attractions between 
the host and investing countries.  In addition, OFDI brings different impacts to the home countries. 
Just as when we clearly separate export advantages from trade competitiveness, it would be good 
practice to do the same for international competitiveness and OFDI competitiveness.  To be more 
specific, significant and obvious distinctions exist between OFDI competitiveness and investment 
competitiveness.  As a result, the respective determinants as well as their measurements tend to be 
different and varied. 
 
3. OFDI Competitiveness Descriptions 
 
3.1 Interpretation of OFDI Competitiveness 
 
Several studies mentioned OFDI competitiveness when they studied on the firm level 
competitiveness. (Jinyong Lu, 2003, Bijun Wang, 2014) The studies recognize the company’s 
international investment competitiveness (IIC) apart from the firm’s capability of making external 
investment decisions and operating/ managing international projects. In a conceptual study of IIC, 
Kun Ma (2010) notes that OFDI competitiveness puts special emphasis on project investment and 
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finance, technological complexity, entrepreneurship management and brand competitiveness, 
international trade competitiveness and the marketing mix. However, since study was mainly 
conceptual, it lacked measurement details and empirical analysis.  
 
3.2 OFDI Indicators and Their Implications  
  
This study initiates the design and illustrations of three kinds of indices, which can be used to 
measure IIC level of individual countries, sectors and firms respectively. The three indices are 
Investment Market Share (IMS), Investment Competitiveness (IC), Revealed Investment 
Competitive Advantage index (RIA). Three indices should reflect international investment 
competitiveness from three differentiated aspects: market share, country advantage and industry or 
sector advantage. 
 
Measurements: 

3.2.1 Investment Market Share (IMS) 

 IMS= Investment Volume of a Country / Investment of the world  

3.2.2 Investment Competitiveness (IC) 

 IC = (FDI outflow - inflow) / (outflow + inflow) 

 IC >0, FDI net outflow; IC < 0, FDI net inflow 

3.2.3 Revealed Investment Competitive Advantage index (RIA) 

 RIAia = ( Xia / Xit)/( Xwa/ Xwt) 
 

In this formula, Xia is the investment volume of country i in industry a; Xwa is the world investment 
volume in industry a; Xit and Xwt are the total international investment volumes of country i and the 
world market respectively in time period of t. 
 
This indicator shows the comparative advantage of country i over other countries in the investment 
of industry during some period. Generally, if RIAia > 1, country i has comparative advantage over 
other countries in industry a, its advantage enlarges with the bigger RIA; if RIAia < 1, it means that 
country i is comparatively disadvantaged in industry a. This indicator thus eliminates the effect of 
gross fluctuations of variables in a country, as well in the world market. 
 
4. Measurement of IIC with 3 indicators 
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4.1 Measurement of IIC with IMS and IC 
 

Table 1: IMS and IC Value 

2015 Flows Inflow (M$) outflow(M$) IMS IC 

World 1,762,155 1,474,242   

USA 379,894 299,969 0.203 -0.118 

Japan 2,250 128,654 0.087 0.966 

China 135,610 127,560 0.087 -0.031 

Netherland 72,649 113,429 0.077 0.219 

Ireland 100,542 101,616 0.069 0.005 

Germany 31,719 94,313 0.064 0.497 

Switzerland 68,838 70,277 0.048 0.010 

Canada 48,643 67,182 0.046 0.160 

HK, China 174,892 55,143 0.037 -0.521 

Luxembourg 24,596 39,371 0.027 0.231 

Date resource: 2015 World Investment Reports 

 

 The study selects the top 10 countries in the World for OFDI  
 The FDI flows data are used  
 From IC, we can judge: USA, China and HK (Hong Kong, China) are net inflow.  HK has the 

advantage in FDI inflow. On the contrary, Japan and Germany are net outflow countries; their 
advantages of outflow are obvious, and their investment and economy relies more on outward 
FDI. 
 

4.2 Measurement of IIC with RIA 

4.2.1 Category of industrial sectors 

 
The primary sector of the economy is the sector of an economy making direct use of natural 
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resources. This includes agriculture, forestry, fishing and mining. Manufacturing is the production 
of merchandise for use or sale using labor and machines, tools, chemical and biological processing, 
or formulation. The service industries (More formally termed: 'tertiary sector of industry' by 
economists) involve the provision of services to businesses as well as final consumers.                                   
(www.wikipedia.org） 
 
4.2.2 Measurement with RIA 

Table 2: OFDI stock in 2014 (By Industrial Sector)  
 

 2014 Total ($) Primary Manufacturing Services 

World Stock  26 Trillion 7% 27% 64% 

U.S. 
Volume 4,829,425 225,064 635,826 3,647,810 

Percent  4.7% 13.2% 75.5% 

Japan 
Volume 129,154 8,202 64,441 34,219 

Percent  6.4% 49.9% 26.5% 

China 
Volume 882,642 133,417 52,352 516,119 

Percent  15.1% 5.9% 58.5% 

Data resource: www.dea.gov; www. Jetro.org; 2014 Chinese OFDI Statistic Reports 
 
Table 3: OFDI RIA value (By Industrial Sector) 
 

 Primary Manufacturing Services 

U.S. 0.67 0.49 1.18 

Japan 0.91 1.85 0.41 

China 2.16 0.22 0.91 

 
Shortcoming of analysis: The category of industrial sector that is not consistent across countries are 
excluded from comparative analysis.  The table below illustrates comparative industrial sectoral 
analysis among the U.S., Japan, and China. 
 
 Data of 2014 FDI stock of each country are used 
 U.S., Japan and China got the advantage in different industrial sectors. 
 Chinese Primary sector has advantage over other sectors, and over the U.S. and Japan, but her 

advantage of its manufacturing sector is comparatively much lower than both Japan, and the 
U.S. Its service sector is in the middle of the three countries. 

 The above table illustrates specialization in investment as an inevitable trend. 
 
5. Further Application of RIA  
  
We had applied RIA indicator in the checking the sector feature of the Chinese troubled transaction 
in OFDI. A quantitative description and a statistical case study model have been developed (Ma, 
Amin, Wang, and Liang, 2016).  An empirical test on the OFDI troubled projects of China reviews 
the efficacy of the model in explaining success and failure of OFDI and there by suggesting policy 
imperatives to Chinese Government.  The preliminary result of an ANOVA test for the hypothesized 
relationship between OFDI competitiveness and the yearly troubled transaction proportion show the 
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following: OFDI competitiveness level does effect on Chinese yearly troubled transaction 
proportion. We also found IC plays a leading role in the successful investment. The industrial 
proportion of troubled Chinese OFDI seems to be negatively associated with industrial IIC. One 
special finding of the preliminary study is that the industries with a weak advantage over other 
countries (i.e. RIA level is 1.01-2.00) tend to experience a higher ratio of troubled investment than 
the industries without a favorable IIC score.  Similar studies involving for the U.S. and Japanese 
OFDI projects may be undertaken to formalize the findings as policy imperatives for the respective 
countries. 
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Book Review 
 

 
 

The Base of the Pyramid Promise: Building Businesses with Impact 
and Scale 
 
Ted London 
Stanford University Press (2016) 
240 Pages, hardcover, $35.00  
 
Reviewed by Isaac Wanasika, University of Northern Colorado 
 
 

There has been increased interest in understanding the base of the pyramid (BoP) market over the 
past two decades. However, the BoP community of 4 billion people with the lowest levels of 
income around the world has been largely ignored by mainstream business scholars. Due to 
limited understanding of BOP markets, misconceptions and wrong assumptions are not 
uncommon. Over the years, Ted London and a few other scholars have made efforts to highlight 
business opportunities and viable business models for the BoP. This book is another instalment of 
Ted London’s careful analysis and prescription of business opportunities at the BoP.  
London provides a background of the BoP and its opportunities. Three main themes are central to 
London’s approach. The first theme involves leveraging customizable tools, frameworks and 
strategies to enhance BoP enterprise development. The second theme is based on creating value by 
understanding the poverty alleviation opportunity. Throughout the book, poverty alleviation is 
conceived as a key deliverable and metric of evaluating effectiveness of the BoP enterprise. The 
third theme highlights a need to establish an ecosystem to sustain the BoP enterprise. London 
submits that the three themes are interconnected and mutually reinforcing.  
 
The book is divided into seven chapters, each focusing on a key aspect of building the enterprise. 
The second chapter describes the business model innovation by defining and prescribing necessary 
tools for internal design of the BoP enterprise. Specific examples from CEMEX’s Patrimonio 
Hoy, Nike’s World Shoe Project and Mondophysic are used for illustration. The four elements of a 
viable internal design are resources, metrics, structure and problem solving capabilities.  
Scaling the business is an essential characteristic in a sustainable BoP enterprise. Relevant 
imperatives in the scaling process are co-creation, innovation and embedding the business within 
the local environment. The three imperatives seek to align mutual needs and create mutual value 
that does not suffer from internal contradictions. London discusses the interconnections of the 
three imperatives in deep detail, based on his extensive experience.  
 
Mutual value creation and collaborative interdependence are key concepts that are extensively 
discussed. Mutual value creation requires a holistic perspective that incorporates alleviation of 
poverty as one of the primary goals. London conceives collaborative interdependence from a 
systemic view to overcome biases over subsidized support, internal resistance and structural holes.  
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A perspective that is stated in the book but not broadly articulated is that the viability and 
attractiveness of BoP markets needs to be evaluated from a long-term strategic view rather than 
the present status. BoP markets have abundance of primary resources, including younger 
population profiles, increasing incomes and productivity. These are important attributes for future 
market attractiveness and positioning when compared to western markets that are barely achieving 
single digit growth.  
 
London’s book is not for the casual reader. The book does not delve into the fundamentals of BoP 
markets and the challenges of doing business, but focuses on opportunities and frameworks. The 
reader needs a basic understanding of the fundamentals to fully appreciate the frameworks. The 
framework and blueprints are developed in business-specific language and some of the 
illustrations and cases such as Nike, Patrimonio Hoy and Mondophysic require prior background 
knowledge of the cases.  
 
One characteristic of scaling the business is the involvement of uncommon alliances such as 
NGOs, public entities and the community. This perspective is often unfamiliar to business students 
that may be used to evaluating sustainable competitiveness through the lens of pure capitalism. 
Readers should be familiar with BoP literature and the broad objectives it is intended to achieve. 
This includes familiarity with unintended consequences of effects of pure capitalism and the 
rationale for inclusive capitalism. It is worth pointing out that the reader needs to have a mindset 
that extends beyond profit-seeking in business to incorporate value-driven goals and morality and 
the broader role of business in society.  
 
A criticism that is often directed at multinational corporations is the exploitation of vulnerable 
BoP communities through irrelevant and overpriced commodities that have deleterious 
consequences of increasing the levels of poverty and quality of life in BOP markets. It is assumed 
that through co-creation and collaboration with local communities, such situations can be avoided. 
The frameworks suggested are broad and relevant in many BoP contexts. The book does not 
discuss the entrepreneurial and homegrown potential of BoP enterprises. However, this area has 
been extensively discussed by London and other scholars elsewhere.     
 
The book appears most suitable for practitioners, senior and graduate-level business students with 
prior understanding of markets and business strategies. Readers that are familiar with London’s 
other book, “Next Generation Business Strategies for the Base of the Pyramid: New Approaches 
for Building Mutual Value”, will be pleasantly surprised with the specificity and tightness of the 
prescriptive frameworks. London’s work is timely and fills a void of knowledge in the effective 
implementation of the BoP enterprise by providing the necessary frameworks.  
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