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Abstract 

Modern, large corporations are typically characterised by the separation of ownership 

from control. From an agency perspective, the shareholders (the principal) appoint 

managers (the agent) to act on their behalf, but the agent may not always act in the best 

interests of the principal. The principal-agent conflict of interest leads to the incurrence 

of agency costs – costs that are borne by both parties in order to mitigate this conflict.  

My aim was to investigate the effectiveness of corporate governance (CG) practices in 

managing the agency costs of appointing a CEO to run a business. I address four related 

questions: (i) Do firms with better CG restrict ‘excessive’ CEO remuneration? (ii) Is the 

CEO’s remuneration more sensitive to the firm’s financial performance in better 

governed firms? (iii) Are better governed firms more likely to disclose any information 

about their executive directors’ remuneration (including that of the CEO)? (iv) Do better 

governed firms disclose more information about their executive directors’ 

remuneration?  

These four research questions were explored using a sample of listed Bangladeshi 

companies. I offer four reasons why Bangladesh is an interesting setting. Firstly, the 

institutional environment, cultural factors and relatively weak enforcement of the law in 

Bangladesh lead to wide variation in governance practices across firms and over time. 

Secondly, the spread of firm ownership typically is limited in Bangladesh. It tends to be 

concentrated among a few individuals, often members of the same family, which can 

have a significant influence on firms’ CG practices. Thirdly, Bangladesh is a developing 

economy and it is generally acknowledged that developing countries have been under 

external pressure to ‘lift their game’ by introducing higher standards of governance. The 

International Financial Agencies (IFAs), for example, have strongly encouraged the 

development of CG structures as part of their development funding process. Fourthly, 

2006 saw the introduction of a set of Corporate Governance Guidelines in Bangladesh 

as a unitary code of best practice for listed companies. This was a significant 

development and provides an interesting opportunity to study the impact of new 

regulatory guidelines on firms’ practices. 

I studied all firms listed on the Dhaka Stock Exchange (DSE) over a twelve year period 

(from 2000 to 2011) for which I could obtain the data. My data were sourced mainly 

from published annual reports and prospectuses, and augmented by share market data 
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from the DSE library and its monthly publications. A set of (N=22) hypotheses were 

developed to canvas the primary research questions mentioned above. Data were 

analysed by multivariate methods including ordinary least squares and logistic 

regression.  

Some of my results may be somewhat surprising. Firstly, I found that governance 

quality (CGQ) is positively related to CEO remuneration level. I had expected that, after 

controlling for the normal factors that influence remuneration, corporate governance 

would be negatively related to remuneration, which would support the belief that better 

governed firms control excessive remuneration more effectively. But I found the 

opposite result. Secondly, I found that, in Bangladesh, a firm’s CGQ does not influence 

its CEO’s pay-for-performance relationship. Thirdly, foreign owned companies pay 

their CEOs significantly more than locally owned firms, perhaps a reflection of the 

international competitiveness of their operations. These findings could make for an 

interesting follow-up study. In relation to disclosure, I found that not all firms comply 

with regulatory requirements to disclose information related to the remuneration paid to 

executive directors (including the CEO). Better governance was not found to be a 

significant predictor in all models of the decision to disclose the remuneration of 

executive directors, or of the extent of that disclosure. Again, foreign owned firms were 

found to disclose more information relative to local firms. 

In addition to the use of an overall CGQ index, I also tested my hypotheses using 

individual governance measures. Again, I found that not all hypotheses are supported.  

There are some limitations to my study. For the remuneration study, data were collected 

only from those firms that chose to disclose that information. Although I was able to 

control for selection bias econometrically, a larger sample would have been better. Data 

unavailability also precluded me from studying the structure of remuneration (for 

example the use of performance-based bonuses) in Bangladesh and the extent to which 

CG practices influence those packages. Endogeneity is an issue of concern in CG 

studies. I tried to address this issue by using an instrumental variable approach, but was 

unable to find an efficient instrument.  

Despite these limitations, the findings of my study will contribute to the work of 

external agencies, such as IFAs, and assist various regulatory authorities such as the 

DSE, in further improving CG practices in Bangladesh. Shareholders may also be 

interested to know that not all firms complied with the requirement to disclose, and this 
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revelation may place pressure on these firms to improve their practices. Finally, to my 

knowledge, my study is the first to examine closely CEO remuneration and the 

disclosure practices of listed Bangladeshi firms, despite their importance in resolving 

the agency costs of companies today. 
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Chapter One : Introduction 

1.1 Background and Motivation 

When shareholders delegate control over the activities of their firm to a designated 

manager, an agency relationship is established. In the language of agency theory, the 

shareholders are the principal and the manager is the agent. Shareholders are no longer 

directly involved in the day-to-day decision making and internal affairs of the company, 

which are entrusted to the manager. In reality, the interests and objectives of the agent 

and the principal can be expected to diverge. Consequently, the agent may not always 

act in the interests of the principal, and may use their discretion to benefit themselves at 

the expense of the principal’s wealth. The extent of this agency problem, which is 

created by a divergence of interests, the separation of ownership rights from decision-

making power, and the principal’s lack of knowledge about actions taken by the 

manager and the outcomes, differs across firms. For example, it is expected to be 

somewhat different for a firm whose ownership and control are concentrated in the 

hands of a few individuals, relative to another firm where ownership is diffuse and 

power resides with professional managers with limited equity in the business. 

Jensen and Meckling (1976) and Shleifer and Vishny (1997) identify the separation of 

ownership from control as the essence of the agency problem because this separation 

makes it more difficult and costly for the principal to know when the agent is acting in 

the principal’s best interest and not diminishing their wealth. The cost of an agency 

relationship can itself be ‘managed’. For example, it can be reduced by establishing 

appropriate financial incentives for the agent that better align the interests of the 

principal and the agent, or by incurring additional monitoring costs designed to address 

the principal’s lack of knowledge. 

Corporate governance (CG), a term that describes the system by which firms are 

controlled and directed (Cadbury Report 1992), has traditionally been considered as a 

multi-faceted means to reduce agency costs in the modern corporation. Shleifer and 

Vishny (1997) define CG more narrowly: to them it is the way in which investors can 

be assured they are likely to earn an appropriate return on their investments. To 

elaborate, the practice of ‘good’ CG provides firms with a cogent structure that 
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enhances transparency, equity and accountability1 in order to achieve superior value for 

all interested parties (Nam, Kang and Kim 1999). Another way to look at it is that 

‘poor’ CG practices are likely to lead to sub-optimal allocation of resources, abuse of 

privileges and downright theft by managers, and more generally the expropriation of 

‘outside’ shareholders’ rights (Nam, Kang and Kim 1999).  

The CEO, who is the key decision maker with respect to the economic activities of the 

firm (Bertrand 2009), is the most influential agent in the typical agency relationship in 

public companies. Typically the CEO has effective day-to-day control over the firm, 

which may lead them to make decisions and take actions that serve their own interests 

rather than maximise the return to the shareholders. A well-designed remuneration 

contract for the CEO (and other senior executives) can help to limit their self-serving 

behaviour. Because the CEO is the key player, their remuneration contract is often 

described as a particularly important governance mechanism. Moreover, information is 

often available on this contract, and the extent and make-up of the CEO’s remuneration 

is expected to be disclosed in annual reports to shareholders.  

The disclosed level of CEO pay and the lack of sensitivity of the CEO’s pay to financial 

performance have attracted considerable public attention and led to the popular view 

(e.g. Shan and Walter 2015; Cornell 2002) that many CEOs are overpaid, especially 

when the firm performs poorly. A dramatic increase in average CEO pay over recent 

years and a series of corporate collapses overtime, for example Enron and WorldCom in 

the US, Nortel in Canada and HIH, One-Tel and Harris Scarfe in Australia, may have 

exacerbated this view.  

While it is often believed that good CG coupled with effective disclosure requirements 

can restrain executives’ remuneration from becoming excessive (Jensen 1993; Conyon 

1997; Abdullah 2006; Ozkan 2007, 2011), a more recent study by Conyon (2014) casts 

doubt on that belief. As I will mention in later chapters, where I review relevant 

literature and develop my hypotheses, some prior studies contain evidence that confirms 

the belief, while others refute it. I aim to shed further light on the ability of governance 

arrangements to mitigate agency costs by studying connections between a company’s 

governance and its practices in relation to CEO and executive directors’ pay in an 
                                                           

1 “Transparency is [important] in generating and using information needed for efficient co-
ordination and motivation. Equity is about protecting legal and contractual rights of the interested parties 
and setting the boundary and parameters of the corporate goals that management is mandated to pursue. 
Accountability is a key to providing adequate incentives and discipline for the management so that it is 
properly motivated” (Nam, Kang and Kim 1999, p.2). 
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emerging nation where governance practices are still at their infancy. My setting is 

Bangladesh.  

1.2 Research Questions 

Specifically, I explore the effectiveness of CG practices in ‘managing’ the agency costs 

of appointing a CEO to run the business, on behalf of the shareholders, by addressing 

four related questions: (i) Do firms with better CG restrict ‘excessive’ CEO 

remuneration (all else equal)? (ii) Is the CEO’s remuneration more sensitive to the 

firm’s financial performance in better governed firms? (iii) Are better governed firms 

more likely to disclose any information about their executive directors’ remuneration 

(including that of the CEO)? (iv) Do better governed firms disclose more information 

about their executive directors’ remuneration? In contrast to my first two questions, 

which relate to the CEO’s pay, my third and fourth questions focus on the disclosure of 

executive directors’ remuneration collectively. As explained in more detail in Chapter 5, 

the shift in focus from the pay of the CEO to that of executive directors allows me to 

measure more finely the extent of the firm’s disclosure of ‘the agent’s pay’. 

There are major advantages to studying CG decisions and outcomes in Bangladesh. I 

propose four reasons that make Bangladesh an interesting setting. Firstly, the 

institutional environment, cultural factors and relatively weak enforcement of the law in 

Bangladesh have led to wide variation in governance practices across firms and over 

time. Secondly, the spread of firm ownership typically is limited in Bangladesh. It tends 

to be concentrated among a few individuals, often members of the same family, which 

is likely to have significant influence on CG practices. Thirdly, Bangladesh is an 

emerging economy and it is generally acknowledged that countries such as Bangladesh 

have been under considerable external pressure to ‘lift their game’, by introducing 

higher standards of governance. For example, International Financial Agencies (IFAs) 

have strongly encouraged improvements to the quality of CG structures as part of their 

development funding process. Fourthly, in 2006 a set of corporate governance 

guidelines, comprising a unitary code of best practice, was introduced for listed 

companies in Bangladesh. This was a significant development mid-way through my 

sample period (2000-2011), which allows me an interesting opportunity to examine the 

impact, on firms’ practices, of introducing, for the first time, a set of regulatory 

guidelines.  
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My study should have a number of policy implications. There will be important lessons 

for external agencies such as the IFAs when looking for country-level improvements in 

CG. The regulators and stock exchanges in Bangladesh, and elsewhere, may be 

interested in the effects of introducing a code of best practice. Shareholders and 

investors may be interested in outcomes associated with more robust internal 

governance structures, as well as the influence of institutional shareholders, whether 

domestic or foreign, and of foreign direct investment. Listed firms may be interested in 

historical trends and the influence of CG on matters particularly important to the Board. 

Finally, academics and researchers may be interested in my data and research method, 

and my findings. 

1.3 Data and Method 

My data are described fully in Chapter 5 so this section is just a brief overview. The 

firms I studied are all firms listed on the Dhaka Stock Exchange (DSE) within a period 

of 12 years, namely from 2000 to 2011. Firm level data were collected mainly from 

published annual reports and prospectuses, and share market data were collected from 

the DSE library and its monthly publications.  

Prior studies of a firm’s governance have used both single and composite measures of a 

firm’s governance quality. A single measure captures the influence of one component 

only, whereas a composite measure covers a number of components, which are 

commonly aggregated into a governance index. It is debatable which approach is better 

so I used both.  

There is no generally available formal CG database in Bangladesh. Therefore, in order 

to measure the overall governance quality, I adapted the CG index developed and used 

by Biswas (2012).2 He developed his governance index from a review of legal and 

regulatory requirements, firms’ disclosure practices, and the CG literature. With respect 

to the extent of remuneration disclosure, I developed my own disclosure index in 

similar fashion. 

Multivariate regression analysis was used to explore my first two research questions, 

which relate to CEO remuneration and pay-for-performance sensitivity. Because CEO 

remuneration data were collected from firms that chose to disclose information in their 

                                                           
2 Biswas (2012) developed his CG indexes for both non-financial and financial sectors, but his 

thesis was confined to firms in the non-financial sector.  
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annual reports, I also report, in Chapter 6, results from using the Heckman (1979) 

adjustment for selection bias. To address the third and fourth research questions, I 

estimated the likelihood the firm disclosed any information about the remuneration of 

its executive directors by fitting logit models; and I assessed the determinants of how 

much information was disclosed by fitting multivariate regression models. 

1.4 Principal Findings   

Throughout my sample period listed Bangladeshi firms have been required to disclose 

remuneration paid to their CEOs and executive directors. However a substantial number 

of firms did not comply with the mandated requirements. For example, in 26% of cases 

(firm-years) no information was provided in the annual report regarding executive 

directors’ remuneration (including the CEO’s), and only 62% of the firms that did 

disclose at least some information met the added requirement to disclose the CEO’s 

remuneration separately.  

In brief, I found that CEO remuneration in Bangladesh has increased significantly over 

time, as it has in other countries too. However, my results for the association between 

firms’ governance quality and CEO remuneration level were unexpected. I had expected 

better governance would restrain the CEO’s remuneration level, other things being 

equal, but I found the opposite. Also, governance quality did not have a significant 

influence on the CEO’s pay-for-performance sensitivity. I did find the usual direct 

association between firm size and CEO pay, while associates or subsidiaries of foreign 

owned firms, who typically employ better qualified and more experienced executives, 

paid their CEO more than other firms. 

Better governance did not appear to result in more restrained CEO pay, neither was it in 

all models a significant predictor of the decision whether or not to disclose the 

remuneration of executive directors, or of the extent of that disclosure. I did find that 

foreign direct investment influenced the extent of remuneration disclosure, whereas 

foreign portfolio investment did not. 

1.5 Remaining Chapters   

The remaining chapters are arranged as follows. Chapter 2 provides an overview of 

legal and regulatory arrangements in Bangladesh, focusing on governance reform and 

practices. It also describes the agency environment in Bangladesh and how governance 

arrangements might help mitigate agency costs. Chapter 3 reviews literature relevant to 
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my study, primarily literature on corporate governance, executive remuneration and 

disclosure decisions. My hypotheses are then developed in Chapter 4. Chapter 5 

describes my data collection procedures, and the methodology adopted to test the 

hypotheses developed in Chapter 4. It also explains how the variables used in my study 

are measured, and presents a range of descriptive statistics.  

Chapter 6 contains the primary results from testing the hypotheses developed in Chapter 

4. It first presents the results of tests on the level and performance-sensitivity of the 

CEO’s remuneration; they are followed by the results of tests on remuneration 

disclosure practices. Chapter 7 contains the results from a whole series of robustness 

tests, many of which explore possible reasons for my finding of a positive association 

between governance quality and CEO pay. 

Chapter 8 contains my conclusions. It re-iterates my principal findings, acknowledges 

several limitations of my study, and suggests some possibilities for future research. 
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Chapter Two : The Setting – Bangladesh 

2.1 Introduction 

In this thesis I investigate the role of corporate governance (CG) in influencing a public 

company’s practices in relation to its senior executives’ pay. Specifically, I consider the 

level and form of that remuneration, and how it is disclosed in the firm’s financial 

statements. These matters are investigated in the context of an emerging economy, 

Bangladesh, where agency conflicts involving managers and shareholders can be much 

more severe than in Western countries (Claessens, Djankov, and Lang 2000), which 

have been the setting for the majority of studies of corporate governance and agency 

costs to date. This chapter sets the stage for my thesis. It gives an overview of the 

economic, legal and regulatory frameworks that have influenced the evolution of 

corporate governance structures and processes, and financial reporting practices, in 

Bangladesh. 

As in other emerging nations, the majority of listed firms in Bangladesh are controlled 

either by members of a family or by a few substantial shareholders. Weak investor 

protection compounds the threat, from the firm’s managers or from controlling 

shareholders, to the property rights of minority shareholders. Recognition of this 

situation has prompted a number of bodies to call for CG reform (Biswas 2012; 

Siddiqui 2009), including internal regulatory authorities and a private sector think tank, 

as well as International Financial Agencies (IFAs).  

This rest of this chapter is organised as follows. In Section 2.2, I provide an overview of 

the regulatory and legal environment of Bangladesh, followed by an outline of the 

agency environment in Bangladesh and the role of corporate governance (CG) in 

resolving principal-agent conflicts. Section 2.4 discusses the history of CG reform and 

current CG practices in Bangladesh. In Section 2.5, I discuss the role of executive 

remuneration in reducing agency costs and the regulatory framework for the disclosure 

of executive directors’ remuneration. Finally, I deal with implications of these matters 

for my thesis, in Section 2.6. 

2.2 The Regulatory and Legal Environment in Bangladesh 

The history of Bangladesh as a separate nation begins with gaining its independence 

from Pakistan in 1971. Pakistan itself was created in 1947, with eastern and western 
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regions, when India (commonly known as the Indian subcontinent) was partitioned 

following the end of British colonial rule. The eastern region of Pakistan was 1,600 km 

from the western region but it had been administered (not only governmentally but also 

commercially) from the western region. Political exclusion and economic neglect3 led to 

increasing agitation in the eastern region against West Pakistan, culminating in 

Bangladesh’s independence in 1971.  

The new Bangladesh Government nationalized, forthwith, almost all major industries as 

part of its ‘socialist’ economic policy. Bureaucrats with no prior managerial experience 

were appointed to run the now public-sector enterprises, which contributed to poor 

economic performance nationally. Subsequently, as with other emerging economies, 

Bangladesh has relied heavily for economic development on external financing, which 

has come mainly from IFAs such as the World Bank (WB), the International Monetary 

Fund (IMF), and the Asian Development Bank (ADB).
4
 The WB alone distributed US$ 

620 million in projects in FY 2012-13, 20% more than in 2011-12. Continuing poor 

economic performance and the heavy reliance on external financing has resulted in 

these donor agencies requiring changes to the policy-making process as a condition of 

their ongoing support. For instance, donor agencies have required Bangladesh 

authorities to make the economy more open and to foster conditions more conducive to 

free markets (Siddiqui 2009). 

A decentralisation policy was introduced in 1976 to change the country’s ‘socialist’ 

form of economy into one that was more ‘market’ based and the government began to 

give greater attention to private sector participation in the economy. Since then, the 

private sector has grown rapidly, with many state-owned enterprises being privatised. 

The policy of the government of Bangladesh for more than 20 years has been to 

facilitate growth in the private sector primarily by creating a level playing field, rather 

than by the government itself being engaged in business directly (MOI 2005). To this 

end the Privatization Board was established in 1993 (the Privatisation Commission from 

2000) to improve the implementation of the privatisation program. Subsequently, the 

industrial sector’s contribution to GDP increased to 28% by 2010, up from 7.2% in 

1974, 10.9% in 1980, and 27.8% in 2004 (MOI 2010; Bangladesh Bank 2003-04). 

                                                           
3 Farooque (2007, p.17) states “(t)he pre-independence economic negligence has contributed 

significantly to the poor institutional and corporate base of Bangladesh.” 
4 The government of Bangladesh relies heavily on foreign aid from donor countries and 

agencies.  It received US$ 2.8 billion in FY 2012-13, US$ 2 billion in 2011-12,, US$ 1.8 billion in 2010-
2011 and US$ 2.2 billion in 2009. ("BangladeshGets" 2013). 
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The Dhaka Stock Exchange (DSE) and the Chittagong Stock Exchange (CSE) are the 

two public securities markets in Bangladesh. The DSE is the primary bourse, 

established in 1954, where securities issued by a number of private sector firms were 

traded before Bangladesh achieved independence. Trading on the DSE was suppressed 

in 1971-1976 due to the liberation war and the prevailing government policy. The DSE 

was reopened in August 1976 following the reversal of government policy. The CSE is 

relatively new and was established in 1995. Both stock exchanges are self-regulating 

private sector entities, subject to the restriction that their operating rules be approved by 

the Bangladesh Securities and Exchange Commission (BSEC). In 2000, the aggregate 

market capitalisation of the DSE and the CSE was BDT 54,004 million (US$ 1,049 

million) and BDT 44,840 million (US$ 870 million) respectively, which then increased 

sharply to BDT 2,943,202 million (US$ 37,160 million) and BDT 2,286,678 million 

(US$ 28,870 million) by 2014 (Figure 2.1). Thus, market capitalisation of listed stocks 

had increased over time but started to fall when the market became unstable in 2011. 

The BSEC has modified its investment policies to attract foreign investors into the 

capital market, but to date foreign investors have shown limited interest. In 2011, on 

average only 6% of the outstanding shares were owned by foreign investors and the rate 

was relatively constant over the whole period of my sample (see Table 5.6, Panel B). 

The volatile political situation and unstable nature of the capital market may have 

contributed to this situation ("ForeignInvestment" 2013).  

 

 
  Source: Bangladesh Securities and Exchange Commission, Dhaka Stock Exchange, Chittagong Stock Exchange. 

Similarly, market capitalisation of the DSE relative to gross domestic product (GDP) 

was 2.2% (CSE, 1.9%) in 2000 and reached a peak of 35.8% (CSE, 28.1%) in 2011 

(Figure 2.2). This market capitalisation to GDP ratio increased gradually until 2006, 

then increased sharply until 2010; in 2014 it dropped to 21.8% (CSE, 16.9%) following 
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further instability in the capital market. Firms listed on the DSE are also listed on the 

CSE
5
, so there is substantial double-counting in these numbers. For this reason, I 

concentrate on firms listed on the DSE in my analysis. 

  Source: Own Calculation (Data collected from DSE and CSE) 
   
 

2.2.1 The Regulatory Environment and its Implications  

The BSEC, a central regulatory agency, was established in 1993, replacing the office of 

the Controller of Capital Issues (CCI), which was formed in 1947. The BSEC is 

designed to oversee capital market activities. Its brief is to: protect the interests of 

investors; develop and maintain fair, transparent and efficient securities markets; and 

ensure proper issuance of securities and compliance with securities laws 

(http://www.sec.gov.bd). Furthermore, the BSEC issues notifications, directives and 

guidelines to prohibit fraudulent and unfair trade practices. The Securities and Exchange 

Ordinance 1969 provides the legal framework for the securities market. In addition a 

number of acts, rules, regulations, and ordinances are in effect, regulating the activities 

of securities market participants. They include those set out in Table 2.1.  

The Registrar of Joint Stock Company (RJSC) is the ‘licence issuing authority’ that 

permits firms to adopt the corporate form in Bangladesh. Registered firms are required 

to submit all financial and non-financial information to the RJSC, which is responsible 

for monitoring firms’ compliance with the Companies Act (1994) (CA 1994) and other 

relevant regulations.  

  

                                                           
5 In 2012, about 98% firms of the 207 CSE listed firms were also listed on the DSE. 
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Table 2.1 Bangladesh Securities and Exchange Commission (BSEC)’s Principal Acts, Rules and 

Regulations, 1987 to 2012 

Acts, Rules and Regulations Year Objectives 

BSEC Rules 1987  to regulate the activities of all listed 

companies 

BSEC Act  1993, amended in 

1997,  

2000 and 2012 

 to establish the Bangladesh Securities and 

Exchange Commission 

 to protect the interests of investors in 

securities 

 to develop the securities markets 

BSEC (Meeting) Rules  1994  to regulate meetings of the Securities and 

Exchange Commission 

BSEC (Appeal Regulations)  1995  to regulate the petition of an appeal against 

any order or activity of the Securities and 

Exchange Commission or any other body 

related to the securities markets 

Margin Rules  1999  to regulate all securities transactions via 

margin accounts 

Depository Act  1999, amended in 

2002 

 to regulate depositories established for the 

purpose of maintenance and transfer of 

securities through book entry and registered 

under the Companies Act. 

Depository Regulations  2000  to regulate registration processes of a 

depository  

Depository (practical) 

Regulations  

2003  to regulate overall activities of depositories 

Credit Rating Companies Rules  1996  to regulate activities of credit rating 

companies 

BSEC (Stock-broker, Stock-

dealer, and Authorised 

Representative) Rules  

2000, amended in 

2012 

 to regulate activities of stock-brokers, stock-

dealers and authorised representatives 

BSEC (Issue of Capital) Rules  2001  to regulate issues of capital by companies or 

proposed companies 

BSEC (Over-the-Counter) 

Rules  

2001  to regulate trading of unlisted or delisted 

securities 

BSEC (Mutual Funds) Rules  2001, amended in 

2011 

 to regulate activities of mutual funds  

BSEC (Public Issue) Rules  1998, amended in 

2006 and 2011 

 to regulate initial public offerings and 

secondary public offerings 

BSEC (Merger and Takeover) 

Rules  

2002  to regulate mergers and takeovers  

BSEC (Security Custodial 

Service) Rules  

2003  to regulate activities of securities custodians 

BSEC (Asset Backed Security 

Issue) Rules  

2004  to regulate issuance of asset backed 

securities in the securities markets 

BSEC (Rights Issue) Rules  2006  to regulate new share offerings to 

shareholders of listed companies 

BSEC (Private Placement of 

Debt Securities) Rules 

2012  to regulate issuance of debt securities by the 

issuer  

Source: the Bangladesh Securities and Exchange Commission  

(URL: http://www.secbd.org/LawbookIndex2007.htm) 
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The Investment Corporation of Bangladesh (ICB) was established under the Investment 

Corporation of Bangladesh Ordinance (1976). The government-controlled ICB is the 

major institutional investor in the country. Its role is to: encourage and broaden the base 

of investments; develop the capital market; mobilise savings; provide for matters 

ancillary thereto; and promote and establish subsidiaries for business development. It 

plays a significant role in capital market development by creating both demand and 

supply of securities (Chowdhury and Chowdhury 1998). In 2002, the ICB reformed its 

business policies and operational strategies by establishing subsidiary companies – ICB 

Capital Management, ICB Asset Management, and ICB Securities Trading – to pursue 

its three main activities of merchant banking, mutual fund operations, and stock 

brokerage (Haque 2007).  

A professional self-regulating body, the Institute of Chartered Accountants of 

Bangladesh (ICAB), regulates auditing firms, which are expected to ensure that the 

financial statements are prepared in accordance with a specified set of accounting 

standards. In 1999 ICAB adopted a number of International Accounting Standards 

(IASs), International Financial Reporting Standards (IFRSs) and International Standards 

of Auditing (ISAs) as Bangladesh Accounting Standards (BASs), Bangladesh Financial 

Reporting Standards (BFRSs) and Bangladesh Standards of Auditing (BSAs) 

respectively. This adoption of IASs was initiated following a WB grant to develop 

accounting and auditing standards. Since then these standards have been mandatory for 

listed companies and recommended for all other entities, and the responsibility lies with 

the BSEC for monitoring the level of compliance with these standards. A study 

conducted by the WB and the IMF (a joint initiative Report on the Observance of 

Standards and Codes, ROSC, 2003) refers to a ‘compliance gap’ between applicable 

standards and actual disclosure practices – in relation to preparation of financial 

statements, related party transactions, revenue recognition, employee benefits, and 

interim financial reporting – as a major weakness of financial reporting in Bangladesh. 

As a result, the WB and IMF recommended that the accounting and auditing framework 

be improved and that additional International Financial Reporting Standards (IFRSs) be 

adopted with no modification. The ICAB is committed to adopting international 

standards on an ongoing basis. By 2013, the ICAB had adopted a total of 41 IASs and 

IFRSs (Appendix 2A), compared with 31 in 2007 (World Bank 2009) and 16 in 2003 

(World Bank 2003). These standards continue to be modified for national legal 

requirements and mostly they have relied on older versions of IFRSs (eStandardForum 
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2009). My study, of listed firms’ disclosure practices with respect to executive 

directors’ remuneration, inevitably reflects, over time, the effects of such external 

pressures and the attendant responses of the internal regulatory bodies. 

Banking and finance companies are regulated by the central bank of Bangladesh, 

commonly known as Bangladesh Bank (BB). Insurance companies have been regulated 

by the Controller of Insurance, Ministry of Commerce and since 2010 by the Insurance 

Development and Regulatory Authority (IDRA). BB is the chief regulatory body for the 

country’s monetary and financial system. It operates under the provisions of the 

Banking Companies Act (1991, as amended in 2003 and 2013) and the Financial 

Institutions Act (1993). BB is also responsible for promoting and developing the 

domestic financial market. 

Despite the efforts of the above regulatory authorities, the capital market in Bangladesh 

has been regarded as inefficient in generating sufficient funds for its growing corporate 

sector. The capital market remains small, as indicated by the volume of financial 

instruments, frequency of new offerings, and the effectiveness of its controlling and 

oversight authorities (ADB 2003). However, Figures 2.1 and 2.2 indicate that the 

scenario has been changing in recent times. Bangladesh’s internal regulatory authorities, 

its self-regulated civil society research organisations, and the donor agencies, have all 

actively advocated ‘better’ CG be adopted in Bangladesh, in this context. 

2.2.2 The Legal Environment and its Implications  

Bangladesh is regarded as a common law country with many of its regulations being 

based on British law (World Bank 2009). In 1994, Bangladesh adopted the British 

‘Companies Act 1913, as amended’ as its primary corporate law (Companies Act 1994). 

The Companies Act (CA) contains provisions for Bangladeshi firms’ constitution, 

incorporation, and winding up; structure, appointment, and responsibilities of directors; 

and transparency and accountability, including the appointment and responsibilities of 

the external auditor. It also contains provisions relating to the power and responsibilities 

of regulatory bodies, for instance, the RJSC and the judiciary. 

The Central Bank has separate authority to control and regulate the country’s monetary 

and financial systems. Several legislative provisions establish the authority and 

responsibilities of the central bank. For instance, the Bank Companies Act 1991 

(amended in 2003 and 2013) and the Financial Institutions Act 1993 define the roles 

and responsibilities of firms in the banking and finance sector.  
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The ADB (2003) and the WB (2009) have pointed to deficiencies in the CA and other 

regulations, and have made several recommendations for developing and enhancing the 

overall governance environment, especially for protecting the rights of investors, 

ensuring greater transparency, and improving the effectiveness of companies’ oversight. 

For example, the ADB and the WB have recommended: updating existing legislation 

and ensuring its harmony with other rules and regulations; ensuring shareholders have 

sufficient rights with respect to selecting board members, adding to the general meeting 

agenda by submitting resolutions, and approving directors’ remuneration; improving the 

accountability of directors; and improving the disclosure of who owns and controls the 

firm. 

In 2006, the BSEC issued CG guidelines
6
 (see Appendix B) for improving firms’ 

internal governance systems with respect to: the size, independence, responsibilities and 

leadership of the board; and the appointment of a Chief Financial Officer (CFO), Head 

of Internal Audit (HIA), and Company Secretary (CS). The guidelines cover the 

establishment, size, independence and responsibilities of the audit committee, and limit 

the provision of non-audit services by statutory auditors. In addition the BB has issued 

circulars relating to the formulation, appointment, responsibilities and accountabilities 

of boards and audit committees of banking and finance companies. The key features of 

these governance regulations are highlighted in Table 2.2. 

2.3 Corporate Governance: its Role in Resolving Principal-Agent Conflicts  

2.3.1 Meaning of Corporate Governance (CG)7 

The broad ambit of CG has led to a number of definitions being proposed. According to 

the Cadbury Report (1992, para.2.5) “corporate governance is the way by which 

companies are directed and controlled.” The OECD Principles of Corporate Governance 

(2004) has been an international reference document for CG in both OECD and non-

OECD countries, since the initial endorsement of the principles by OECD ministers in 

1999. OECD (2004, p.11) defines CG as: 

a set of relationships between a company’s management, its board, its 

shareholders and other stakeholders. Corporate governance also provides 

the structure through which the objectives of the company are set, and the 

means of attaining those objectives and monitoring performance are 

determined.  

                                                           
6 The BSEC’s ‘CG guidelines’ were amended on 3 July, 2012, which is outside my study period. 

Key amendments are included in Table 2.2. 
7
 This section relies substantially on material in Brown, Beekes and Verhoeven (2011). 
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Table 2.2 Summary of the BB’s CG circulars and BSEC’s CG guidelines  

Particulars BB’s circulars BSEC’s CG guideline (2006) 
BSEC’s CG guideline 

(2012 amendments) 

Board 

of  

Directors 

Board size 
 maximum 13 members 

(20 in the 2013 amendment) 
 5-20 members  

Board composition 

 not more than one member of a family 

can become a director of the company 

 at least 3 directors are to be independent 

(amended in 2013) 

 at least a tenth of the board members 

should be independent directors (subject to 

a minimum of one) 

 at least a fifth of the board members 

should be independent directors 

(subject to a minimum of one) 

Separation of board chair and 

CEO positions 
 board chair should consult with the CEO 

regarding rule setting 

 the positions should preferably be filled by 

different persons 
 

Responsibilities of the board 

 board is responsible to implement and 

monitor an effective internal control 

system 

 directors of a bank cannot participate in 

the routine activities of the bank 

 board is responsible to implement and 

monitor an effective internal control 

system 

 board is responsible to report to the 

shareholders 

 

 Remuneration of directors   .  to be reported to shareholders 

CFO, HIA, 

and CS 

Appointment of CFO, HIA, 

and CS 
 

 companies should appoint a CFO, a HIA, 

and a CS 

 CFO and CS should attend board meetings 

 

Board 

Committees 

Establishment of different 

types of board committees 

 companies are advised to establish an 

audit committee 

 an executive committee can also be 

established if needed 

 companies should establish an audit 

committee as a sub-committee of the board 
 

Audit 

Committee 

(AC) 

 

 

AC size 
 at least 3 members (5 with at least 2 

independent members in the 2013 

amendment) 

 at least 3 members  

AC composition 

 AC members should be appointed from 

members of the board 

 members of the AC can be appointed for 

maximum 3 years 

 AC members should be appointed from 

members of the board 

 at least one independent director should be 

on the AC 

 independent member should chair the 

AC 

 

Professional qualifications  required for all AC members  required for the chairman of the AC  required for all members 

Responsibilities 
 AC is responsible to report on its 

activities to the board 

 

 AC is responsible to report on its activities 

to the board and the shareholders 

 AC has authority to report to the BSEC 

 

Statutory 

auditor 

Prohibitions on non-audit 

services (NAS) 
 

 prohibits statutory auditor from providing a 

number of NAS 
 

Basis of compliance 
 CG order to be considered as part of best 

practice 
 ‘comply or explain’  ‘comply’ 

This Table highlights the main points of the CG regulations issued by the Central Bank of Bangladesh and the Bangladesh Securities and Exchange Commission. CFO is Chief Financial 

Officer, HIA is Head of Internal Audit, CS is Company Secretary, and CEO is Chief Executive Officer. 
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These views confine CG to the roles and responsibilities set by the board and 

shareholders. The Cadbury Committee Report elaborates on the respective roles of the 

board, shareholders and the auditor in governance. The board is responsible to 

shareholders for the overall governance of the company; shareholders appoint board 

members and the auditor in order to ensure an appropriate governance structure is in 

place; and the auditor is responsible to provide shareholders “with an external and 

objective check on the directors’ financial statements” (p.15). 

Another definition, from a financial economics viewpoint, was proposed by Shleifer and 

Vishny (1997, p.737). In their view “corporate governance deals with the way in which 

suppliers of finance to corporations assure themselves of getting a return on their 

investment.” Although this definition of CG may be seen as narrow in its scope, it does 

capture the common concern in the finance literature with agency problems and their 

resolution (Brown, Beekes and Verhoeven 2011).  

Protection of the rights of minority shareholders from expropriation by controlling 

shareholders is a primary concern in family-controlled or other businesses with 

concentrated ownership. Thus the Institute of International Finance (2002, p.9) states: 

Corporate governance is to a large extent a set of mechanisms through which 

outside investors protect themselves against fraudulent asset diversion by the 

insiders (i.e., individuals, including controlling shareholders and senior 

managers, who have the ability to influence or make decisions on behalf of 

the firm). 

2.3.2 Measuring Corporate Governance Quality 

A firm’s governance quality typically is measured by reference to a set of individual 

governance components or by combining several components into a single measure. 

Both internal and external governance components have been used in these ways to 

measure a firm’s CGQ. A single measure, such as the proportion of independent 

directors on the board or the ‘quality’ of the firm’s auditor, captures the influence of that 

particular component only, whereas a composite measure covers a broader range of 

governance components. Whether a single or composite measure is more effective in 

assessing governance quality is debatable, and may depend on the research question. 

Most early studies of CG mostly used a single governance measure (for example, 

Conyon 2014; Gao and Kling 2012; Cheng and Firth 2006; Eng and Mak 2003; Gul and 

Leung 2004), but the emergence of large CG databases subsequently has enabled 



 

17 
 

researchers to construct composite measures, or indexes (Brown, Beekes, and 

Verhoeven 2011). Some researchers have constructed these indexes themselves, 

whereas others have relied on indexes developed by rating agencies. For example, the 

G-index (Gompers, Ishii and Metrick 2003), a widely used composite measure, 

embodies 24 provisions, in five broad categories,8 that are claimed to protect 

shareholders’ rights; the Gov-Score (Brown and Caylor 2006)9 is a composite, equally-

weighted index of 51 internal and external governance components; and the Governance 

Metrics International (GMI) index measures a firm’s CGQ based on 500 governance 

characteristics in six broad categories.10 
The absence of an agreed theory to guide the 

measurement of CGQ may have facilitated the use of ad hoc methods. As Core, 

Holthausen and Larcker (1999, p.375) observe, “measuring the effectiveness of the 

governance system is difficult, and examination of just a few characteristics in isolation 

ignores the fact that other characteristics not measured may serve as complements or 

substitutes.” The CG index I use in my study is an equally-weighted (i.e. an 

unweighted) composite index, which mainly covers the internal aspects of CG practices.  

A composite index is comprehensive in that is embraces a number of governance 

components. Constructing the index raises important issues, for example whether the 

components are additive – some may be complements, but others may be substitutes – 

or whether the components are equally influential – some may warrant heavier 

weighting. As Brown, Beekes and Verhoeven (2011 p. 102) comment, “(a)ssigning 

equal weight to each individual practice presumes that the governance elements are 

equally valuable and are complements rather than substitutes.” Empirically, some 

studies conclude that not every factor affecting a firm’s overall governance quality is 

equally ‘valuable’ (important). For instance, Brown and Caylor (2006), when 

considering 51 governance provisions for their ‘Gov-Score’, find only seven of them11 

help explain the relationship between Gov-Score and firm valuation. While studies such 

as Rediker and Seth (1995) and Filatotchev and Allcock (2010) argue that the 

                                                           
8 The five categories are regulations that: delay a takeover; protect management; limit what 

shareholders can vote on; limit a takeover; and state laws. A lower value of the G-index implies greater 
shareholders’ rights. 

9 Brown and Caylor (2006) propose a parsimonious composite governance score (Gov7) with seven 
governance provisions, of which two are external and five are internal governance practices. 

10 The six categories are: board accountability; corporate social responsibility; executive 
remuneration; financial disclosure and internal control; takeover controls; and ownership base and 
shareholders’ rights. The characteristics are assigned weights, based on shareholders’ interests. 

11 Brown and Caylor (2006) base their conclusion on the results of three sets of regressions: (i) 
regressing performance on all 51 governance provisions, (ii) regressing performance on each individual 
provision plus the remaining 50 provisions, and (iii) stepwise regression. They create their Gov-7 index 
from the provisions that were identified as significant in at least two of the three sets of regressions. 
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complementary and substitutive effects of CG characteristics mutually enhance the 

effectiveness of measures of the firm’s governance quality, whether a given component 

substitutes for or complements another component can be contextual. Brown, Beekes 

and Verhoeven (2011, p.145), for example, note that, “(r)ather than conservatism being 

a complementary mechanism when governance is strong, it could be the case that 

greater accounting conservatism is demanded by contracting parties as a substitute for 

inadequate monitoring when governance is weaker.” In sum, as Bhagat and Bolton 

(2008, p.259) argue, a single governance characteristic may be a sufficient proxy for 

overall governance quality when it is “simple, intuitive, less prone to measurement 

error, and not subject to the problem of weighting a multitude of governance provisions 

in constructing a governance index.” 

For all of the above reasons, while I primarily use a composite measure of CGQ to 

investigate the association between governance, and remuneration and disclosure 

practices, I also investigate the association using individual governance components. 

2.3.3 The Principal-Agent Relationship and the Role of Corporate Governance 

Large, modern corporations are characterised by a separation of ownership and control. 

In principle, an agent (the manager) is appointed on behalf of the principal (the 

shareholders) to manage the day-to-day activities of the firm. Ross (1973, p.134) 

explains the relationship as follows: 

 An agency relationship has arisen between two (or more) parties when one, 

designated as the agent, acts for, on behalf of, or as representative for the 

other, designated the principal, in a particular domain of decision problems. 

Jensen and Meckling (1976, p.5) provide a similar description of the typical agency 

relationship, in contractual terms: 

An agency relationship is a contract under which one or more persons (the 

principal(s) engage another person (the agent) to perform some service on 

their behalf that involves delegating some decision making authority to the 

agent.  

An agent is expected to act in the principal’s best interests. In reality, the interests of 

principal and agent often diverge, and the agent does not always act in the principal’s 

best interests. Ross (1973) states the obvious, that agency problems occur when 

cooperating parties have different goals. Eisenhardt (1989) notes several triggers for 

agency problems: (a) when there are goal conflicts between the principal and the agent; 

(b) when the agent is more risk averse than the principal; and (c) when the principal is 
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unable to determine if the agent behaves properly. Agency theory focuses on the 

implicit and explicit contractual relationships and the expected divergences between the 

interests of principal and agent (see for example Hill and Jones 1992). 

Agency problems involving the manager and shareholders are potentially greater in 

companies with diffuse ownership,
12

 because individual owners have less control over 

managerial actions. Diffuse ownership also gives managers greater discretion in 

decisions about the firm’s resources. Management can hide information to favour their 

self-interest, making it more difficult and costly for shareholders to know when the 

agents are acting in the shareholders’ best interest.  

The agency problem is somewhat different when ownership is concentrated, such as 

when a firm is controlled by a family. In such cases ownership and control may be 

closely aligned for a substantial proportion of the shareholders, with controlling 

shareholders having a direct (or indirect) influence over the board of directors as well as 

the day-to-day management of the firm. Schulze et al. (2001) remind us that owners’ 

participation in management may minimise, but not eliminate agency costs.
13

 This 

concentrated pattern of ownership allows internal owners (or controlling shareholders) 

to discriminate against outside or minority shareholders and, as a result, agency 

problems can arise between the controlling and the minority shareholders. 

Corporate ownership in many emerging economies is concentrated in the hands of a few 

individuals or family members. In Bangladesh the spread of ownership typically is 

limited: it tends to be concentrated among a few shareholders, often members of the 

same family. Imam and Malik (2007), for example, report that among listed 

Bangladeshi companies, on average 32%, 37%, and 41% of shares are owned by the top 

3, top 5, and top 10 shareholders respectively. Dominant shareholders control the board 

and they themselves occupy, or appoint their representatives to occupy, senior executive 

positions (Farooque et al. 2007). In practical terms, in such circumstances the board has 

limited capacity to independently monitor the firm’s management and to protect the 

rights of other shareholders. 

                                                           
12 “Diffusion refers to a situation where a stakeholder group contains many individuals or entities, no 

one of which has command over a significant proportion of the group’s total resources” (Hill and Jones 
1992, p.140). 

13Jensen and Meckling (1976, p.308) define “agency costs as the sum of: (1) the monitoring 
expenditures by the principal, (2) the bonding expenditures by the agent, (and) (3) the residual loss.” 
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Because goals, self-interest, and risk preferences often differ between principal and 

agent it may be necessary, despite the fact that it is inevitably difficult and expensive, to 

verify whether the agent’s activities are directed towards protecting shareholders’ 

interests (Eisenhardt 1989). The use of incentives, and monitoring and enforcement 

processes, can reduce the divergence of interest, minimize the utility loss,
14

 and reduce 

agency costs (Haxhi and Van Ees 2010). Corporate governance practices have evolved 

partly to help align the interests of the principal and the agent, while monitoring and 

controlling the agent’s behaviour, and many statements or codes of best practice have 

been issued as a result.  

The nature of the agency relationship may be affected by social and cultural factors. 

Consequently, it can be questioned whether findings in Western economies are relevant 

to understanding practices in emerging economies (Johnson and Droege 2004). Cultural 

differences may also cause variation in governance outcomes among emerging 

economies. The answer to the question of whether the governance outcomes in 

emerging economies are much the same as in developed economies is largely unknown 

because there have been few in-depth studies of governance arrangements in countries 

such as Bangladesh. My study will provide evidence on this issue. 

2.4. Corporate Governance Practices in Bangladesh 

2.4.1 History of CG Reform 

Although the inherent conflict between dominant and minority shareholders can never 

be eliminated, it can be reduced through ‘good’ CG practices (Institute of International 

Finance 2002). At the country level, a major aim when improving CG is to enhance 

investors’ confidence in the capital market. Protecting minority shareholders from 

expropriation of their interests by insiders helps to achieve that aim. 

CG reform has gained global attention over time, prompted by revelations of 

questionable business practices and scandals, such as the BBCI bankruptcy, Robert 

Maxwell’s raiding of pension funds in the UK, and savings and loans scandals in the US 

(Reed 2002). The corporate environment of Bangladesh has not been devoid of 

questionable business practices, due in part to the lack of compliance with regulatory 

requirements and lack of enforcement by the regulators.  

                                                           
14Hill and Jones (1992, p.183) define utility loss as: “The difference between the utility that 

stakeholders could achieve if management acted in stakeholders’ best interests, and the utility that is 
achieved if management acts in its best interest” (Similarly, Jensen and Meckling 1976 refer to “residual 
loss”). 
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The success of governance reforms, for instance the practice of ‘good’ CG, has been 

strongly influenced by country-specific political, cultural and economic factors (Haxhi 

and Van Ees 2010; Brown, Beekes and Verhoeven 2011) and structural changes in the 

global political economy (Reed 2002). The degree of importance of these factors has 

differed from one country to another, as has the nature of these reforms (Hermes, 

Postma and Zivkov 2006).  

Poor economic performance in many developing countries has resulted in a need for 

external funds, and acceptance of the funds placing countries under direct supervision 

by the IFAs (Zattoni and Cuomo 2008). The IFAs have required developing countries to 

open up their economies and to adopt internationally accepted good governance 

practices as part of the development funding process. The World Bank, for example, has 

actively promoted good governance, particularly among emerging economies such as 

Bangladesh. The WB evaluates existing CG practices and aims to upgrade them to 

international levels (Aguilera and Cuervo-Cazurra 2004). Zattoni and Cuomo (2008) 

remind us that the benefit of adopting better CG practices is greater in countries with 

poorer investor protection. Thus external pressure can induce the government of an 

emerging economy to reform governance practices within its jurisdiction in order to 

legitimise its economic system and to attract foreign investment.  

The government of Bangladesh depends substantially on IFAs for external financing. 

Biswas (2012), in his study on corporate governance in Bangladesh, comments on the 

influence of these bodies on CG practices. To illustrate, in 1997 the ADB approved a 

loan of US$ 80 million for the Capital Market Development Program (CMDP) of 

Bangladesh. The objective of the CMDP was to develop a fair, transparent and efficient 

capital market in order to restore investor confidence after the stock market turmoil of 

1996. The Operations Evaluation Mission (OEM) of the ADB considered the CMDP 

was partly successful in achieving its objective. One reason for only partial success was 

the lack of support for some key elements, including improving CG practices (ADB 

2005). Accordingly, in 2000 a technical assistance (TA) grant was made for a project 

entitled “Capacity Building of the Securities & Exchange Commission & Selected 

Capital Market Institutions.” The aim of this project was to develop CG structures and 

improve the quality of financial reporting by listed companies. This project entailed 

training programs for members of the BSEC, which helped it to develop formal CG 

guidelines for listed companies in 2006 (Siddiqui 2009). 
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Whereas the WB is not directly involved in issuing governance requirements, it plays a 

vital role in helping to develop a country’s CG system. In Bangladesh, for example 

there was a mutual understanding with the ADB (World Bank 2002; ADB 2003) that 

the WB, along with the IMF, would regularly assess, report on and provide 

recommendations about CG practices of listed companies in Bangladesh. The 2009 

country study report (World Bank 2009) identified major weaknesses in the CG system 

of Bangladesh in place at the time and made recommendations to broaden reform of the 

legal framework to achieve a more coherent and effective governance system, in the 

belief that it would strengthen shareholders’ rights and the accountability of directors. 

Apart from external forces, Biswas (2012), consistent with Siddiqui (2009), notes that 

domestic organisations such as the Bangladesh Enterprise Institute (BEI), a donor-

supported private-sector think tank, the central bank of Bangladesh (namely, the BB), 

and the ICAB have all contributed to the development of CG in Bangladesh. The BEI 

was the first to conduct a major study of CG in Bangladesh, in 2002. It reported several 

reasons, including lack of monitoring and enforcement, for governance deficiencies. A 

‘Code of Corporate Governance for Bangladesh’ was developed in 2004 to promote 

good CG practices in the public, private and NGO sectors of the economy. The BEI also 

organised CG training and awareness programs in private, public and professional 

institutions, funded by The Netherlands and the Commonwealth Secretariat (Siddiqui 

2009). Additionally, ICAB arranged seminars for its members and introduced a “Draft 

Code of Corporate Governance, Bangladesh” in late 2004. In 2006, the BSEC issued an 

order stipulating formal ‘CG guidelines’ for listed companies. In addition to the above 

factors, the experience of other countries helped prompt the BSEC to develop its own 

CG guidelines. The BB has issued various circulars to strengthen CG in the banking and 

finance sectors. 

Other developments outside the firm can also influence, indirectly, its governance 

choices. Biswas (2012) notes that the ICAB’s decision to introduce national awards for 

best published accounts and reports beginning in 2001, the SAFA’s (South Asian 

Federation of Accountants) decision to give awards for best presented accounts 

beginning in 2002, and the ICMAB’s (Institute of Cost and Management Accountants 

of Bangladesh) decision to introduce a national best corporate award beginning in 2007, 

have all contributed to improved disclosure practices.  
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2.4.2 Internal versus External Corporate Governance Mechanisms 

CG mechanisms can be categorised into two groups: internal and external. Internal 

characteristics have been defined as organisational-based and external characteristics as 

market-based control mechanisms, both designed to align the diverse interests of 

principal and agent (Walsh and Seward 1990).  

Board members are elected by a firm’s shareholders and are accountable for protecting 

the shareholders’ interests. Board members exercise their control over the firm’s 

management by setting objectives and monitoring and controlling the firm’s activities. 

The composition of a board affects its ability to deliver on the following functions: (i) 

board size (Chen and Jaggi 2000; Ryan and Wiggins 2004); (ii) inclusion of outside 

independent directors (Firth, Tam and Tang 1999; Eng and Mak 2003; Ryan and 

Wiggins 2004; Wan-Hussin 2009); (iii) board meeting frequency (Vafeas 1999); (iv) 

establishment of board committees (Xie, Davidson and DaDalt 2003; Jaggi and Leung 

2007); (v) deciding on the board’s leadership structure such as CEO-Chair duality
15

 

(Ryan and Wiggins 2004; Clarkson, Van Bueren and Walker 2006); (vi) executive 

remuneration policies (Core, Holthausen and Larcker 1999; Duffhues and Kabir 2008; 

Matolcsy and Wright 2010); and (vii) ownership structure (Firth, Tam and Tang 1999; 

Cheng and Firth 2005; Chin, Chen and Hsieh 2009).  

Brown, Beekes and Verhoeven (2011) note that board size should neither be too large 

nor too small because both can hinder decision making, although in different ways. The 

BSEC’s 2006 guidelines specify the size of boards it considered to be most effective in 

decision making. Its order of 2006 specifies that a board should have between 5 and 20 

members, although where a separate primary regulator exists (such as for banking and 

finance, and insurance firms), the board should be constituted as prescribed by the 

regulator; and according to the BB, board size should not exceed 13 directors (20 in the 

2013 amendment). 

Outside independent directors on a board are expected to play a vital role in monitoring 

executive directors and senior managers, and a balance between inside and outside 

directors is believed to be necessary for effective monitoring. The BSEC’s guidelines 

stipulated that at least 1/10
th

 (1/5
th

 in the 2012 amendment) of the board should be 

                                                           
15 The governance literature traditionally refers to ‘leadership duality’, or ‘duality’ for short, as the 
situation where the CEO chairs the board; that is, ‘duality’ is synonymous with a ‘unitary leadership 
structure’. 
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independent, with a minimum of one independent director. To remove ambiguity, the 

BSEC 2006 guidelines (Clause 1.2) define an independent director as one who: 

- does not to hold any shares or holds less than one per cent of the company’s 

outstanding shares; 

- does not have any relationship with the sponsors, or directors, or shareholders 

holding at least one per cent of the company’s outstanding shares; 

- does not have any other relationship with the company or any subsidiaries of the 

company; 

- is not a member, director or officer of any stock exchange or an intermediary of 

the capital market. 

Revised guidelines issued in 2012 contain additional requirements for a director to be 

classified as independent. They are that an independent director is one who also: 

- is not a partner or an executive of any statutory audit firm, or was not a partner 

or an executive, during the preceding three years; 

- should not be appointed for more than three years, which may be extended for 

one term only; 

- has not been convicted as a defaulter in payment of any loan from a bank or a 

non-bank financial institution; 

- has not been convicted for a criminal offence involving moral turpitude. 

Furthermore, the revised guidelines provide that the director so appointed should be a 

knowledgeable individual who can ensure compliance with financial, regulatory and 

corporate laws, can make a meaningful contribution to the business, and be nominated 

by the board and approved at an annual general meeting (AGM). 

Experts
16

 believe board independence is impeded in Bangladesh. In many instances the 

control of the board and the firm’s operations are concentrated in the hands of a few 

shareholders. These controlling shareholders place their own people, such as family 

members or friends, on the board and in management positions so they can control the 

firm. The experts’ opinion concurs with the World Bank (2009), Farooque (2007) and 

Uddin and Choudhury (2008). Experts also believe independent directors in Bangladesh 

typically are unable to express or implement their views because of their limited 

representation on boards. Furthermore, according to experts, controlling groups often 

appoint associates to the board and describe them as independent directors.  

                                                           
16

 In order to obtain some background information, during my field studies I consulted with 

several individuals (researchers, a former advisor of the Caretaker Government, chartered accountants, 

and a company secretary), all selected in an ad hoc manner, and obtained their opinions (Appendix C) 

about corporate governance practices in Bangladesh. These individuals have expertise in corporate 

governance requirements in Bangladesh. 
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The separation of the positions of board chair and CEO is believed to play a significant 

role in effective monitoring. These roles are distinct in nature: the Chairperson of the 

board is responsible for implementing a firm’s CG policies, including board monitoring 

of a firm’s activities; the CEO is accountable to a board for a firm’s overall 

performance. The BSEC’s order of 2006 recommends the two roles be filled by 

different persons.  

A firm’s operations can be monitored more intensively by establishing specific 

subcommittees of its board. Three committees are normally established by a board: (a) 

the nomination committee, which is responsible for finding talented persons for possible 

appointment to the board itself or as one of the firm’s senior managers; (b) the 

remuneration committee, which recommends and in some cases determines the 

remuneration of senior managers; and (c) the audit committee, which plays a substantial 

role in ensuring financial reporting quality, and in reviewing the adequacy of internal 

control and a firm’s risk management practices. The BSEC’s guidelines require a board 

to establish an audit committee to assist the BOD. The 2006 guidelines (p.4) state “(t)he 

Audit Committee should assist the Board of Directors in ensuring that the financial 

statements reflect a true and fair view of the state of affairs of the company and in 

ensuring a good monitoring system within the business.” A BB circular in 2002 advises 

that the audit committee should have at least three members (revised to five with at least 

two independent members, in the 2013 amendment) and that the committee should hold 

at least three or four meetings in a financial year (Bangladesh Bank 2002). The BSEC’s 

guidelines state the audit committee should include at least one independent member 

and that an independent member should chair the AC.
17

 There is no regulatory 

requirement to establish a remuneration committee or a nomination committee. In my 

sample, few firms have established a remuneration committee voluntarily, and none a 

nomination committee. The BSEC’s 2006 guidelines further recommend that firms 

appoint a chief financial officer (CFO), a head of internal audit (HIA), and a company 

secretary (CS), in order to establish an effective internal control system. I now focus on 

the external governance issues in next section. 

External governance characteristics, such as the number and characteristics of 

blockholders and analysts (Xie, Davidson and DaDalt 2003; Eng and Mak 2003), the 

identities of the external auditors (Jaggi and Leung 2007; Chin, Chen and Hsieh 2009), 

                                                           
17 The rule that an 'independent director shall also chair the audit committee' was introduced in 

the 2012 amendment. 
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and the extent and nature of regulation and enforcement (La Porta et al. 2000; Denis and 

McConnell 2003) also influence a firm’s overall governance outcomes. Regulation and 

enforcement are administered at country-level. Because information on which firms or 

which practices are the subject of any ‘targeted enforcement’ is not readily available, I 

am unable to deal with it, explicitly, in my models. External auditors play a valuable 

role in governance. They are appointed by the shareholders and the board, and they are 

expected to remain independent in order to ensure the firm’s financial reporting quality. 

The quality of an audit may also vary with the identity of the audit firm. Large audit 

firms (or firms affiliated with a Big5 auditor)
18

 are believed to be more concerned about 

their reputational capital, which provides a measure of assurance to investors on the 

manager’s stewardship of the firm’s resources. The BSEC’s order restricts external 

auditors from providing several non-audit services
19

 to help preserve their 

independence. In addition, the BSEC and the BB have issued various notifications, 

directives and circulars over time that are designed to protect minority shareholders’ 

interests. 

2.5 Executive Remuneration and the Regulatory Framework for Disclosures 
in Bangladesh 

As already noted above, agency problems arise when the objectives or goals of the 

shareholders conflict with those of their appointed managers, especially the CEO. It has 

been recognised for many years that a well-designed remuneration package can play an 

important role in mitigating these problems (e.g. Berle and Means 1932; Jensen and 

Meckling 1976; Jensen and Murphy 1990; Murphy 1999).  

The issue of how executives are best rewarded has gained greater attention over the 

years. Several factors underlie the increased attention. First, executives are generally 

perceived as recipients of overly generous pay (Cornell 2002; Shan and Walter 2015). 

Second, a series of corporate collapses in the USA (for example, Enron and WorldCom) 

and Australia (for example, HIH, One-Tel and Harris Scarfe) have highlighted the level 
                                                           

18 The Big5 audit firms are Rahman Rahman Huq, Hoda Vasi Chowdhury & Co., Acnabin & 

Co., A Qusem & Co., and S. F. Ahmed & Co. These firms are internationally affiliated with KPMG 

International, Deloitte Touche Tohmatsu, Baker Tilly International, PricewaterhouseCoopers, and Ernst 

& Young respectively. 
19 The BSEC’s CG guidelines state “the issuer company should not engage its external/statutory 

auditors to perform the following services of the company; namely: (i) Appraisal or valuation services or 

fairness opinions; (ii) Financial information systems design and implementation; (iii) Book-keeping or 

other services related to the accounting records or financial statements; (iv) Broker-dealer services; (v) 

Actuarial services; (vi) Internal audit services; (vii) Any other service that the Audit Committee 

determines; and (viii) No partner or employees of the external audit firms shall possess any share of the 

company they audit at least during the tenure of their audit assignment of that company.” 
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and nature of payments to executives and directors (Clarkson, Van Bueren and Walker 

2006; Hanrahan, Ramsay and Stapledon 2007). Third, there are pronounced differences 

in how remuneration information is disclosed across countries. Fourth, prior studies (for 

instance, Jensen and Meckling 1976; Verrecchia 1983) report managers’ incentives 

influence the nature of the firm’s financial reporting, even when disclosure is mandatory 

(Ho and Wong, 2001); and executives may use their discretionary power to vary the 

way information about their remuneration is disclosed. As a result, shareholders are not 

able either to scrutinize senior executives’ pay (Andjelkovic, Boyle and McNoe 2002) 

or to determine, accurately, how their performance and remuneration are related (Lobo 

and Zhou 2001). 

As discussed in Section 2.2, the annual reports of listed Bangladeshi firms are regulated 

by the Companies Act 1994, the BSEC Rules (as amended) and the standards of the 

accounting profession. The Companies Act (Schedule XI, Part-II) and BSEC’s Rules 

1987 (Section 4(i), Part II) require firms to include in their annual reports to 

shareholders information on the remuneration paid to their directors, including the 

Managing Director or Chief Executive Officer. This information is to be disclosed by 

way of a note to the accounts. The Act and Rules require firms to disclose, separately, 

full particulars of the aggregate amounts paid during the period to directors under 

appropriate headings, such as fees, managerial remuneration, allowances, perquisites or 

benefits, or any other form of services rendered. Similarly, the BSEC’s CG guidelines 

(2012 amendment) require firms to report to shareholders the remuneration paid to the 

directors. In addition, IFRS 2 Share-based payment has been adopted in Bangladesh (as 

BFRS 2). It requires firms to report any share-based payments that are made. However, 

share-based payments, such as stock options or share appreciation rights, have not been 

reported in Bangladesh to this point (Farooque, 2007).  

The scope of the remuneration disclosure requirements in Bangladesh is narrower and 

less detailed than the requirements in developed economies such as Australia, or in 

some other developing economies such as Hong Kong and Singapore.20 In Australia, the 

Corporations Act requires a listed firm to disclose details of its executive remuneration 

policies in a remuneration report, which is subject to an advisory vote by shareholders. 

Principle 8 of the Australian Securities Exchange’s (ASX) Corporate Governance 

Principles and Recommendations (as amended) states the level and composition of 

                                                           
20 In 2013 the United Nations classified Bangladesh, Hong Kong, and Singapore as developing 

economies (UN 2013, p.147).  
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remuneration should be sufficient and reasonable, and its relationship to performance 

should be clear. Some of the major recommendations of this principle are: (i) firms 

should establish a remuneration committee, with a majority of independent members, 

which will focus on the remuneration policy of the organisation, (ii) firms should 

clearly distinguish the structure of non-executive directors’ remuneration from that of 

executive directors and senior executives,21 (iii) executive directors’ and senior 

executives’ remuneration packages should be balanced between fixed and incentivised 

pay, reflecting short and long term performance objectives appropriate to the company’s 

circumstances and goals, and (iv) any departure from the recommendations must be 

explained.  

Authorities in Hong Kong and Singapore also emphasise formal and transparent 

procedures for fixing the remuneration of executives. Similar to Australia, both Hong 

Kong and Singapore require firms to establish a remuneration committee with a 

majority of independent members. Firms are expected to link rewards to corporate and 

individual performance, and performance-related elements should be the more 

significant portion of the total remuneration of executive directors (HKEx 2004; SGX 

2001). 

2.6 Implications for my Thesis 

The foregoing demonstrates that alternative governance mechanisms have evolved in 

various jurisdictions as a means of aligning disparate interests in corporations and 

monitoring and controlling agents’ behaviour. One such governance mechanism is 

determining the appropriate level of executive remuneration. Remuneration contracts, 

whether time based (such as an annual salary) or outcome based (such as a bonus 

payment), are widely used to help align a manager’s interests with the principal’s goals 

(Eisenhardt 1989; Johnson and Droege 2004). Studies have found that remuneration 

contracts can have a detectable influence on shareholders’ wealth (Ryan and Wiggins 

2004; Matolcsy and Wright 2010). Most of these studies report the experience of 

Western countries. However, agency costs typically found in Western countries are 

different in important respects from those in Bangladesh because of the latter’s 

concentrated ownership pattern, giving rise to serious agency conflicts between the 

controlling and the minority shareholders. And, for various reasons, the costs of agency 

                                                           
21 Guidelines on an appropriate framework for determining executive and non-executive 

remuneration packages are provided.  
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conflicts in Bangladesh can be more severe than in Western countries. For these reasons 

Bangladesh is an interesting setting, from a methodological viewpoint. 

From my review of the institutional framework in Bangladesh, I single out three matters 

for further comment. First, as in other developing nations, external forces have 

influenced the evolution of the institutional framework and CG practices in Bangladesh, 

one reason being widely perceived shortcomings in Bangladesh. This affords me the 

opportunity to explore differences in governance outcomes, with respect to executive 

directors’ remuneration, according to the strength of the Bangladeshi firm’s association 

with foreign investors. I do this by considering the influence of foreign direct 

investment by an overseas company in the local firm, and foreign portfolio investment 

as well. 

Second, probably the most important single innovation in Bangladesh governance 

practices in my sample period was the introduction in 2006 of a set of guidelines for 

listed companies. These guidelines cover, for example, the functions of the board of 

directors, and aspects of internal and external control. I take this innovation into account 

by including in my models variables to separate the pre-guidelines and post-guidelines 

periods.  

Third, ownership of companies in Bangladesh is typically concentrated in the hands of a 

few related shareholders, often members of the same family, and this same group can 

dominate the board of directors and management. This feature introduces substantial 

agency costs: minority shareholders face a real risk that their property rights will be 

expropriated by the combined knowledge and power of executives and controlling 

shareholders. While minority shareholders may be able to some degree price-protect 

themselves in line with that risk, in such a situation the controlling shareholders, who 

are likely to bear much of the cost of price-protection, can agree to, and adopt, credible, 

more stringent standards of corporate governance that will both ameliorate the agency 

costs involved (Zattoni and Cuomo 2008) and at the same time enhance firm value by 

signalling a commitment to future economic growth and development (Reed 2002). I 

explore aspects of family ownership in various ways, including their membership of the 

board, and the extent of insider ownership of the company’s share capital. 

In the next chapter I add to my review of institutional background in this chapter by 

summarising literature relevant to my thesis, as a precursor to the development of my 

hypotheses in Chapter 4. 
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Chapter Three : The Literature on CEO Remuneration and 

Corporate Disclosure  

3.1 Introduction 

Recall that I investigate, within an agency cost framework, the methods used by listed 

Bangladeshi firms to remunerate their directors and senior executives, how much they 

are paid, and how that remuneration has been disclosed in the companies’ annual reports 

over time. In this chapter, I review a selection of the literature on firms’ remuneration 

and disclosure decisions, the aims being: to inform my thesis, by identifying core ideas 

that help me to answer the questions I address; and to position or place my thesis in 

context – in other words, to clarify where it sits in the surrounding literature. 

The remainder of this chapter proceeds as follows. In Section 3.2, I review relevant 

literature on the remuneration of directors and senior executives, beginning with further 

discussion of the connection between agency costs and remuneration contracts, 

followed by an elaboration on the role of corporate governance arrangements in the 

remuneration process. This section concludes with a summary of evidence on other 

characteristics of the firm that researchers have found to be associated with the level and 

form of directors’ and senior executives’ remuneration. These characteristics include the 

firm’s size, financial performance, leverage, and growth. In Section 3.3, I review 

relevant literature on corporate disclosure, initially discussing the relationship between 

information asymmetry and corporate disclosure in general terms. Next, because 

countries regulate listed companies’ disclosures and most companies’ disclosure 

practices extend beyond legal requirements, I discuss key ideas in the literature on both 

mandatory and voluntary disclosure. That discussion is followed by a brief summary of 

the costs and benefits of firms making additional disclosures and the trade-off between 

them. Next, I summarise empirical evidence on the association between disclosures and 

those same four characteristics of firms identified in Section 3.2, namely their size, 

financial performance, leverage and growth. I conclude Section 3.3 by referring to some 

studies on the disclosure of executive remuneration. Section 3.4 ends the chapter with a 

summary of the main ideas that were canvassed, some of which underpin the 

hypotheses stated formally in Chapter 4, while others identify a set of control variables 

to be used in my empirical models. 
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To assist the reader, I provide in Tables 3.1 (p.39) and 3.2 (p.61) a summary of the 

major features of the more important studies mentioned in this literature review. 

3.2 Executive Remuneration, Level and Form 

3.2.1 Agency Problems and Remuneration Contracts 

Boards of directors generally have considerable discretion in designing senior executive 

pay packages, which has implications for their firms’ future performance (Gomez-Mejia 

and Welbourne 1988; Gerhart and Milkovich 1990). As indicated in Section 2.5, the 

costs of the agency relationship between a firm’s top management and its owners can be 

reduced by agreeing to a remuneration contract that improves the alignment of their 

respective interests. Thus Jensen and Murphy (1990, p.226) conclude that executive pay 

should be “designed to give the managers incentives to select and implement actions 

that increase shareholder wealth.”  

The theoretical literature has proposed that an efficient (or optimal) remuneration 

contract would link the agent’s (manager’s) pay with their firm’s performance (Jensen 

and Meckling 1976; Jensen, Murphy and Wruck 2004; Conyon 2006). That is, an 

efficient remuneration package would reduce managerial opportunism and motivate the 

manager to take actions that improve firm value. Core, Guay and Larcker (2003, p.27) 

define an efficient contract “as one that maximizes the net expected economic value to 

shareholders after transaction costs (such as contracting costs) and payments to 

employees. An equivalent way of saying this is ... that (such a) contract minimizes 

agency costs.” 

A well-designed remuneration package should attract and retain the executives that the 

board wishes to appoint and retain. For example, Jensen, Murphy and Wruck (2004, 

p.20) invite the reader to 

consider two remuneration packages that offer the same expected total 
benefits to the prospective executive – one with a high salary and no 
retirement benefits, and a second with a low salary but generous (unvested) 
retirement benefits. While the two packages provide identical “attraction 
incentives” to the executive, the latter will provide stronger “retention 
incentives” once the executive has accepted the offer. Similarly, a package 
with a low salary but high bonus opportunity will provide better motivation 
than a package with a high salary and lower bonus opportunity (assuming the 
bonus is earned by activities that result in long-run firm-value creation). 
Moreover, the composition of the package can affect the types of executives 
the company can attract: the package with the high retirement benefits will 
appeal to potential executives planning on staying at the firm for an extended 
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time, and the package with the high bonus opportunity will appeal to 
executives who are less-risk averse, more optimistic, and more confident 
about their ability to create value. 

Studies on executive remuneration have found that tying remuneration to firm 

performance helps to motivate executives to undertake value-maximizing decisions 

(Jensen and Murphy 1990; Mehran 1995; Murphy 1999; Core, Guay and Larcker 2003; 

Murphy 2012). For example, Mehran (1995) provides evidence that firms tend to 

produce higher returns to shareholders when the CEO’s remuneration is tied to 

corporate performance, a proxy for unobservable managerial effort or productivity.  

The use of compensation contracts tied to both accounting-based and market-based 

measures of financial performance has been suggested in prior research. For example, 

Dechow and Sloan (1991, p.52) claim “(t)he existence of both performance measures in 

top executive compensation contracts suggests that neither measure alone provides for 

optimal incentive contracting. This, in turn, suggests that each measure possesses its 

own costs and benefits from a compensation perspective”. 

Annual incentive awards are common in public corporations. Executives are typically 

provided annual incentive awards that are linked to reported earnings. However, 

Murphy (1999) notes two fundamental problems in linking compensation to earnings. 

First, they are backward-looking, and generally short-term in nature, and thus may 

discourage executives from taking actions that reduce current profitability but increase 

future profitability (Dechow and Sloan 1991). As an example, under US GAAP most 

R&D expenditures are immediately expensed, even though the economic benefits may 

not be realised for years to come. In contrast, an advertising campaign is much more 

likely to increase the current year’s net income (Duru, Iyengar and Thevaranjan 2002). 

Executives whose incentive payments are tied to their firms’ annual earnings can boost 

their short-term remuneration by waging advertising campaigns in lieu of investing in 

R&D. Consistent with this view, after examining the relationship between the 

introduction of a short-term incentive plan and changes in firms’ advertising and R&D 

decisions, Waegelein (1983) finds that the adoption of a short-term incentive plan tends 

to be accompanied by an increase in advertising expenditure and a reduction in 

expenditure on R&D. Murphy’s second concern is that executives can manipulate 

accounting measures of performance, either through discretionary adjustments to 

‘accruals’ or by shifting earnings across periods (Healy 1985). Cheng and Warfield 

(2004) find support for this view when they document how some CEOs increased their 
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benefits by manipulating their firms’ accounting-based performance, fraudulently in 

some instances.  

A firm can avoid some of the dysfunctional outcomes of short-term incentive plans by 

offering longer-term incentive contracts that align the interests of senior executives with 

the firm’s own long-term objectives (Matsumura and Yong 2005). A long-term 

incentive plan might specify that performance be measured by earnings growth or by 

the increase in share price over several years, and that executives be rewarded through 

share-based payments rather than cash (Tehranian and Waegelein 1985). Over the last 

25 years, share-based incentive plans have become a common component of senior 

executives’ remuneration packages in developed economies such as the UK, US, 

Canada and Australia. Core and Larcker (2002) observe that increased managerial 

ownership of the firm, which may result from a share-based payment, is associated with 

increased accounting and share market returns, suggesting that the share market would 

react favourably to increased executive ownership resulting from the adoption of a 

suitably-framed long-term incentive plan. Obviously, though, the shareholders would 

still have views on how big the manager’s share ownership should be and still be 

‘reasonable’. 

Another aspect of share-based incentive plans is their effect on risk-taking. Senior 

executives are often responsible for selecting (or recommending) investment projects 

and then implementing them. They may avoid investing either in projects that are 

“subject to early and conspicuous failure in order to maintain their reputation as good 

judges of project quality” (Hirshleifer and Suh 1992, p.309), or in projects with volatile 

payoffs. Shareholders, on the other hand, can easily diversify away firm-specific risk 

that is not priced in share returns, and may want to discourage executives from avoiding 

diversifiable risk per se (Shan and Walter 2015; Hirshleifer and Suh 1992). Thus, share-

based remuneration not only encourages executives to ignore risk that is not priced in 

the share market, but also provides them with an incentive to exert more effort 

(Hirshleifer and Suh 1992) and to ‘invest in the future’. Consistent with this idea, in a 

study of US companies Larcker (1983) reports that the growth in capital expenditure in 

firms with a long-term incentive plan is significantly higher than in other firms. 

Ideally, firms would set their remuneration structure based on their underlying 

economic characteristics and in a way that maximises performance (Core, Holthausen 

and Larcker 1999; Bushman and Smith 2001). However, a poorly designed share-based 
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plan can yield an excessive level of executive remuneration and diminish the value of 

the firm (Jensen, Murphy and Wruck 2004). As Matolcsy and Wright (2010, p.5) 

indicate, “(s)hare-based compensation also has potential costs and may even impose 

greater costs on the firm than providing only cash-based compensation.”  

3.2.2 Components of a Typical Remuneration Package  

As already noted, a firm’s remuneration package often includes monetary rewards in the 

form of both cash and share-based payments. In most Western countries, the typical 

package includes a base salary paid in cash, an annual bonus tied to the year’s 

performance, a long-term incentive component based on multi-year performance, stock 

options, retirement benefits, and miscellaneous perquisites (Zhou 2000; Conyon 2006; 

Murphy 1999, 2013). 

The base salary may be benchmarked to a peer group in the same industry. Shan and 

Walter (2015), consistent with Murphy (2013), posit that the base pay should be 

referenced to the market for managerial talent, and could be adjusted to reflect changes 

in it. Others have suggested that the base salary could reflect the firm’s size and the 

executive’s performance over time (Smith and Watts 1982). Executives who are more 

risk-averse will generally prefer a higher base salary component and less incentive-

based remuneration. Other components of an executive’s remuneration package, for 

example participation in a retirement plan, the provision of life insurance, or medical 

cover, may either be fixed or be tied to the executive’s base salary level. 

The incentive component generally varies with firm performance. A common type of 

incentive plan combines an annual bonus component, whereby the executive is 

rewarded based on that year’s performance, with incentive rewards based on long term 

performance. Stock options, for example, are widely used by listed public companies in 

advanced economies. They give the executive the right to buy a specified number of 

shares in the firm at a pre-determined price (termed the exercise price), usually after 

some qualifying time interval. It is also common to offer additional benefits (for 

example, health cover) to executives, which may be categorised as perquisites. In 

Bangladesh, a typical remuneration package comprises a base salary, annual bonus, 

perquisites and retirement benefits. There is no reference to share-based remuneration in 

any of the Bangladeshi annual reports I consulted when collecting my data, confirming 

the belief that share-based remuneration is uncommon among listed companies in 

Bangladesh (Farooque 2007), if indeed it exists at all.  
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There have been many empirical studies on the structure and level of executive 

remuneration. Most of them focus on developed nations such as the US (Wilson et al. 

1992; Eaton and Rosen 1983; Boyd 1994; Mehran 1995; Bushman and Smith 2001; 

Harvey and Shrieves 2001; Khan, Dharwadkar and Brandes 2005; Conyon 2006; Kang, 

Kumar and Lee 2006), the UK (Conyon and Leech 1994; Conyon 1997; Core and Guay 

1999; Guest 2010; Ozkan 2011), and Australia (Izan, Sidhu and Taylor 1998; Matolcsy 

and Wright 2007, 2010). Few studies have been conducted on developing nations, such 

as Bangladesh, which is characterised by highly concentrated ownership22 and 

autocratic control. Developing nations face agency problems of a potentially different 

form from those in Western countries; differences that may be reflected in CG practices 

and in the form and level of senior executives’ pay (Cheng and Firth 2005). Despite the 

differences, Cheng and Firth (2005, p.291) propose: “(t)he high growth rate and 

substantial capital formation in Asia make the region an interesting one to investigate”. 

My study contributes to the governance literature by investigating the level and form of 

remuneration of the CEO, and the influence of the firm’s governance mechanisms on 

remuneration outcomes in an emerging economy, namely Bangladesh, where agency 

problems are relatively severe and CG practices are yet to be fully developed (Siddiqui 

2009; "Bad Governance Holds" 2014). 

3.2.3 Executive Remuneration: Role of Corporate Governance 

Form of Remuneration 

As already noted, a well-designed governance policy that deals with the form as well as 

the level of executive remuneration can mitigate agency costs that would otherwise arise 

from the nature of the business and the separation of ownership and control (for 

example, Dicks 2012; Jensen, Murphy and Wruck 2004; Ozkan 2007). The firm’s board 

of directors is primarily responsible for instituting and overseeing its corporate 

governance structures and processes, and for appointing the CEO and aligning their 

interests with those of the shareholders, in part through the design and implementation 

of an appropriate remuneration scheme (Fama and Jensen 1983; Kerr and Bettis 1987; 

                                                           
22 Claessens, Djankov and Lang (2000) analyse the ownership structure of 2,980 firms from nine 

East Asian Countries in 1996. They report that about 68% of their sampled firms had a controlling owner 

with at least 10% of voting rights. The proportion is highest in Japan and Korea with 87% and 77% 

respectively; the corresponding numbers are 69% in Hong Kong, 53% in Indonesia, 40% in Malaysia, 

36% in the Philippines, 37% in Singapore, 43% in Taiwan and 40% in Thailand. Cheung, Stouraitis and 

Wong (2005) note that 76% of Hong Kong listed firms were controlled by a family holding at least 10% 

of the voting rights during 1995-1998. For a sample of 201 listed Bangladeshi firms in 2000 and 2003, 

Imam and Malik (2007) observe that on average 32%, 37%, and 41% of outstanding shares were owned 

by the top 3, top 5, and top 10 shareholders respectively. 

file:///C:/Users/izan/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.Outlook/ARZ42RW1/Bad%23_ENREF_1
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Mehran 1995). Prior research reports that independent directors on the board can play a 

vital role in influencing the board’s decisions, including the design of remuneration 

contracts. Independent directors may limit over-generous payments to the CEO, and 

encourage the use of incentive-based pay that is more consistent with the firm’s long-

term interests (OECD 2004). In this connection, Mehran (1995) concludes that firms 

with outside, independent directors prefer remuneration to be linked to share 

performance, a conclusion that is subsequently verified by Harvey and Shrieves (2001). 

A firm’s remuneration structure can also be affected by its ownership structure. Prior 

studies primarily focus on two major ownership dimensions: insider (including 

executive) ownership, and institutional ownership. Mehran (1995) finds the use of 

share-based remuneration is less prevalent among US firms with more insider-

shareholders and outsider-blockholders. The senior executives qua managers of those 

firms are likely to be monitored more closely by the informed insider-shareholders and 

blockholders, and thus a greater proportion of the remuneration of the senior executives 

will tend to be cash-based rather than share-based (Eisenhardt 1989; Mehran 1995; 

Khaksari, Mehran and Tehranian 2009). Similarly, Buck, Liu and Skovoroda (2008) and 

Firth, Fung and Rui (2006) report Chinese listed firms, having dominant shareholders 

with substantive control, prefer cash-based to share-based remuneration for their 

executives. Hartzell and Starks (2003) investigate the influence of institutional investors 

in designing executive remuneration contracts. They find institutional investors in US 

listed firms prefer executive remuneration to be strongly incentive-based. 

Level of Remuneration  

Several prior studies have examined the extent to which the remuneration level is 

related to various governance attributes and a summary of those studies is presented in 

Table 3.1. 

Governance mechanisms, such as board composition (e.g. board size, board 

independence, CEO duality and the presence of interlocking directors on the board), and 

ownership structure have been found to explain variations in the level of executive 

remuneration. The main idea is that an efficient CG structure can restrict executives 

from receiving excessive levels of pay. 

The presence of independent directors on the board can enhance its ability to monitor 

the firm’s management and counterbalance the power of the CEO and other senior 
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executives, and parties aligned with them. After controlling for firm size, Guest (2010) 

documents an inverse relationship between the level of executive remuneration and the 

proportion of the board composed of non-executive independent directors. Fama and 

Jensen (1983) state independent directors are likely to have reputational capital to 

protect, which they can do by ensuring the firm is managed competently and effectively. 

Consistent with these views, Abdullah (2006) finds board independence to be effective 

in constraining excessive remuneration levels in Malaysia. In contrast though, Ozkan 

(2007) finds, for a sample of UK listed firms, that the proportion of outside independent 

directors on the board is positively (not negatively) related to the level of CEO 

compensation, whereas Firth, Fung and Rui (2007) find no relationship between the 

presence of non-executive independent directors and the CEO’s pay. A probable reason 

could be that independent directors do not perform their disciplinary functions 

effectively (Ozkan 2007).  

Bebchuk and Fried (2003) consider executive remuneration will be higher and less 

sensitive to firm performance when the board is relatively weak. In a study of US listed 

firms, Core, Holthausen and Larcker (1999) find CEO remuneration increases when: (i) 

the board is large, (ii) outside directors are appointed by the CEO, and (iii) there are 

more interlocking directors.23 They argue a larger board makes it more difficult for 

directors to coordinate their actions and to counterbalance the CEO’s influence; outside 

directors become less independent and may feel obligated when their appointment is 

proposed or supported by the CEO; and interlocking outside directors seem to be 

distracted when they serve on three or more other boards. Core, Holthausen and Larcker 

find CEOs who chair their board are paid more as CEO. 

 

 

 

 

 

                                                           
23 Two boards are said to be interlocked when the same person is a director of both. 
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Table 3.1 Summary of Prior Studies on the Relationship between Corporate Governance and Executive Remuneration 

Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Conyon and Leech 
(1994) 

294 UK listed 
firms 

1983-1986 Change in 
executive 
remuneration (log 
of total salary and 
bonuses) 

 Ownership 
concentration (largest 
shareholding 95% or 
more) 

 CEO duality 

 CEO duality and 
ownership concentration 
do not have any effect 
on the growth of 
executive pay 

 There is a weak 
association between firm 
performance and the 
highest paid executive’s 
remuneration 

 Use a first difference 
model 

Conyon (1997) 213 UK listed 
firms 

1988-1993 Change in 
executive 
remuneration (log 
of total salary and 
bonuses) 

 CEO duality 
 Presence of a 

remuneration 
committee 

 Presence of a 
remuneration committee 
reduces the growth of 
top executive’s 
remuneration 

 CEO duality appears to 
have no role in shaping 
executive’s 
remuneration level 

 Executive remuneration 
and current shareholder 
returns are positively 
related 
 

 

 

 Model included a 
lagged dependent 
variable to allow for 
persistence in top pay 

 The lagged dependent 
variable is treated as 
endogenous and 
instrumented with 
change in lagged (by 
two year) executive 
remuneration 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Conyon and Peck 
(1998) 

94 UK listed firms 1991-1994 Log of total 
executive 
remuneration 
(salary and 
bonuses) 

 Board size 
 Percentage of non-

executive independent 
director on the board 

 CEO duality 
 Presence of a 

remuneration 
committee  

 Remuneration 
committee is associated 
with higher level of pay 

 There is no relationship 
between percentage of 
outside independent 
directors and executive 
remuneration 

 CEO duality has no 
effect on the growth of 
executive pay 

 Executive remuneration 
and firm performance 
are highly aligned when 
higher proportion of 
outside independent 
directors are on the 
board 

 Use a fixed effects 
model to reduce the 
problem of omitted 
variable 

Core, Holthausen 
and Larcker (1999) 

205 US listed 
firms 

1982-1984  Fixed salary 
 Total cash 

remuneration 
(Salary and 
annual bonus) 

 Total 
remuneration 
(salary, annual 
bonus, stock 
option, 
performance 
plans, and 
restricted stock) 

 Board size 
 CEO duality 
 Percentage of inside 

directors on the board 
 Percentage of outside 

directors appointed by 
CEO  

 Percentage of gray 
directors on the board 

 Percentage of 
interlocking directors 
on the board 

 Percentage of directors 

 CEO remuneration is 
negatively related to 
percentage of inside 
directors on the board 

 CEO remuneration is 
positively related to 
board size, percentage of 
outside directors 
appointed by CEO, 
percentage of gray 
directors on the board, 
percentage of outside 
directors who serve three 

 No control for 
endogeneity 



 

41 
 

Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

who serve on three or 
more boards 

 Percentage of shares 
owned by CEO 

 Percentage of shares 
owned by outsider 
directors 
 

or more boards, and 
CEO duality 

 CEO remuneration is a 
decreasing function of 
CEO ownership stake 

 There is no association 
between CEO 
remuneration and 
outside directors’ 
ownership 

Firth, Tam and 
Tang (1999) 

351 Hong Kong 
listed firms 

1994-1995  Log of total CEO 
remuneration  

 Log of average 
executive 
directors’ pay 

 Log of average 
bonus paid to 
executive 
directors 

 Average bonuses 
relative to total 
remuneration 
paid to executive 
directors 

 Family controlled 
firms 

 Proportion of non-
executive independent 
directors on the board 

 Percentage of shares 
owned by directors 

 Percentage of shares 
owned by institutional 
shareholders 
 

 Director share 
ownership, institutional 
share ownership, and 
family control are 
negatively related to 
remuneration level 

 Independent members 
on the board do not 
influence CEO 
remuneration level 

 Accounting return, but 
not the market based 
return, is a significant 
predictor of 
remuneration level 
 
 

 

 

 Use cross sectional 
regression model  

 No control for 
endogeneity 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Ramaswamy, 
Veliyath and 
Gomes (2000) 

150 listed Indian 
firms 

1993  Log of total CEO 
remuneration 

 CEO duality 
 Proportion of insiders 

on the board 
 Percentage of family 

ownership 
 Percentage of shares 

held by institutions 

 CEO duality and insider 
board membership are 
insignificant in 
determining CEO 
remuneration level 

 Family and institutional 
ownerships are 
negatively associated 
with CEO remuneration 

 Small sample size 
 No control for 

endogeneity 

Gomez-Mejia, 
Larraza-Kintana 
and Makri (2003) 

253 US listed 
firms 

1995-1998  Log of total CEO 
remuneration 
(salary, bonus 
and long term 
incentive, LTI) 

 LTI 
 LTI as a 

proportion of 
total 
compensation 

 Family controlled 
CEO 

 CEO duality 
 Founder CEO 
 CEO on remuneration 

committee 
 Percentage of shares 

owned by CEO 
 Percentage of shares 

owned by family 
members (except the 
CEO) 

 Percentage of shares 
owned by institutional 
investors 

 CEOs with family tie 
receive less 
remuneration compared 
to the professional CEOs 

 Family CEO’s pay 
becomes more depressed 
when family ownership 
concentration increases 

 Professional CEOs 
receive more long term 
incentives than family 
CEOs 

 Institutional investors 
reduce long-term 
incentives for CEOs in 
family firms 
 
 
 
 
 

 Residualised score of 
LTI is used to control 
collinearity between 
total compensation 
and LTI 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Cheng and Firth 
(2005) 

2016 firm-years 
(Hong Kong listed 
firms) 

1994-1999  Log of CEO 
remuneration 

 Log of executive 
remuneration 
paid to executive 
directors  

 Log of bonuses 
paid to executives 

 Bonuses as a 
percentage of 
total 
remuneration 

 Percentage of non-
executive independent 
directors on the board 

 Percentage of shares 
owned by directors 

 Percentage of shares 
owned by institutional 
investor  

 Directors’ shareholdings 
and institutional 
shareholdings are 
negatively related to 
remuneration level 

 Non-executive 
independent directors 
are not significant 
predictor in explaining 
remuneration level 

 Use a fixed effects 
model to reduce the 
problem of omitted 
variable  

 No control for 
endogeneity 

Cheung, Stouraitis 
and Wong (2005) 

412 Hong Kong 
listed firms 

1995-1998  Log of CEO cash 
remuneration 

 Log of Chairman 
cash emoluments 

 Log of dividend 
income 

 Log of total 
compensation 
(cash emoluments 
and dividend 
income) 

 Board size 
 Proportion of non-

executive independent 
members on the board 

 CEO duality 
 Percentage of shares 

owned by CEO 
 Percentage of shares 

owned by Chairman 
 Percentage of shares 

owned by Family 
members 
 

 The relationship 
between CEO/Chairman 
cash emoluments and 
CEO/Chairman 
ownership is non-linear 

 There is a positive 
relationship between 
dividend yield and 
executives’ ownership, 
implying that executives 
may use dividend 
income to supplement 
their cash salaries 

 Board size is positively 
related to cash 
emoluments 

 There is no relationship 
between the percentage 
of non-executive 

 No control for 
endogeneity 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

independent board 
members and cash 
emoluments 

 CEO duality is 
negatively related to 
CEO cash emoluments, 
but positively related to 
Chairman cash 
emoluments 

Lin (2005)  485 Taiwanese 
listed firms 

1997-1999  Total cash 
remuneration 
(cash, bonuses 
and performance 
based incentives) 

 CEO duality 
 Proportion of insiders24 

on the board 
 Number of 

blockholders 
 Percentage of shares 

owned by blockholders 
 Percentage of shares 

owned by board 
members 
 

 Board control (board 
members’ share 
ownership, proportion of 
insiders on the board, 
and CEO duality) is 
negatively related to 
CEO remuneration level 

 Board control reduces 
with the increase of 
insider shareholdings 

 There is no relationship 
between large external 
shareholders and CEO 
remuneration 
 

 

 

 Use the linear 
structural relations 
(LISREL) model 

                                                           
24 Lin (2005, p.827) defines insiders “...as directors who are also members of a firm’s management or relatives of the CEO.” 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Abdullah (2006) 86 listed 
Malaysian firms 

2001  Log of total 
directors’ 
remuneration 
(excluding share 
options) 

 CEO duality 
 Proportion of 

independent directors 
on the board 

 Percentage of share 
owned by executive 
directors 

 Board independence is 
negatively related to 
directors’ remuneration 

 CEO duality and the 
extent of shareholdings 
by executive directors 
are not associated with 
directors’ remuneration 
level 

 Small sample 
 No control for 

endogeneity 

Cheng and Firth 
(2006) 

336 Hong Kong 
listed firms (3024 
firm-years) 

1994-2002  Log of CEO 
compensation 

 Log of average 
remuneration 
paid to executive 
directors  

 Log of average 
bonuses paid to 
executives 

 Bonuses as a 
percentage of 
total 
remuneration 

 Percentage of non-
executive independent 
directors on the board 

 Percentage of shares 
owned by non-
executive independent 
directors 

 Percentage of shares 
owned by CEO and 
executives 

 Percentage of shares 
owned by external 
blockholders 
 

 Remuneration is related 
to firm’s operating 
performance, but not 
related to stock return 

 Directors’ shareholdings 
reduce the pay level 

 Blockholders’ 
shareholdings are related 
to lower executive 
remuneration 

 Firm’s pay-performance 
relationship is stronger 
when there are 
blockholders with 
substantial ownership, 
higher percentage of 
non-executive 
independent members on 
the board, and when 
directors hold higher 
percentage of 
outstanding shares 

 Use balanced panel 
data 

 Use a fixed effects 
model to reduce the 
problem of omitted 
variable 

 No control for 
endogeneity 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

Firth, Fung and Rui 
(2007) 

549 Chinese listed 
firms (1647 firm-
years) 

1998-2000  Log of CEO’s 
total cash 
remuneration 

 Board size 
 CEO duality 
 Percentage of non-

executive independent 
directors on the board 

 Dominant 
shareholding by the 
state owned enterprises 
(SOEs) 

 Dominant 
shareholding by the 
foreign investors 

 Dominant 
shareholding by the 
local private investors  
 

 Board size is negatively 
related to CEO 
remuneration level 

 CEO duality and 
independent members on 
the board are not 
significant predictors of 
CEO remuneration level 

 Foreign ownership is 
positively related to 
CEO pay 

 Foreign investors gives 
more weight to a firm’s 
profitability in deciding 
CEO pay 

 Independent members 
on the boards prefer to 
relate firm’s accounting 
based performance in 
setting CEO 
remuneration 

 Firms with CEO duality 
place less emphasise on 
performance in setting 
remuneration 
 
 

 No control for 
endogeneity 

Ozkan (2007) 414 UK listed 
firms 

2004  Log of total 
remuneration 
(salary, bonuses, 
long term 

 Board size 
 Proportion of non-

executive independent 
directors on the board 

 Firms with larger board 
and higher percentage of 
non-executive directors 
on the board pay their 

 Small sample size 
 No control for 

endogeneity 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

incentives and 
equity-based 
remuneration) 

 Percentage of shares 
owned by blockholders 

 Percentage of shares 
owned by institutional 
investors 

CEOs more 
 Institutional investors 

and blockholders are 
negatively related to 
CEO remuneration level 

Guest (2010) 1880 UK listed 
firms 

1983-2002  Log of total cash 
compensation 
(salary, bonus 
and cash 
equivalent of 
perquisites 
excluding 
retirement 
benefits) of the 
highest paid 
executive 
 

 Board size 
 Proportion of non-

executive directors on 
the board 
 

 Board size is positively 
related to the increase of 
remuneration level, but 
not related to pay-
performance relationship 

 Board independence is 
negatively related to the 
increase of executive 
remuneration 

 Pay-performance 
relationship is weaker 
when performance is 
poor 

 Use a first difference 
equation model 

 Model included a 
lagged dependent 
variable to allow for 
persistence in top pay 

Ozkan (2011) 390 UK listed 
firms 

1999-2005  Log of cash 
remuneration 
(salary, and 
bonuses) 

 Log of total 
remuneration 
(salary, bonuses, 
long term 
incentives and 
equity-based 
remuneration) 

 Board size 
 Proportion of non-

executive independent 
directors on the board 

 Number of 
blockholders 

 Percentage of shares 
owned by blockholders 

 Percentage of shares 
owned by institutional 
investors 

 Percentage of shares 
owned by executive 

 Board size and board 
independence are 
positively related to 
CEO cash and total 
remuneration level 

 Institutional investors 
and blockholders have a 
negative impact on 
CEO’s cash and total 
remuneration level 

 Share ownership by 
executive and non-
executive directors have 

 Control for 
endogeneity using 
lagged explanatory 
variables 

 Standard errors are 
robust to clustering at 
the firm level 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

directors 
 Percentage of shares 

owned by non-
executive directors 

a non-linear relationship 
with CEO cash and total 
remuneration level 

Chen, Ezzamel and 
Cai (2011) 

432 Chinese listed 
firms (1458 firm- 
years) 

1998-2009 Log of Cash 
remuneration paid 
to executives 

 Board size 
 CEO duality 
 Proportion of 

independent directors 
on the board 

 Percentage of shares 
owned by executives 

 Percentage of shares 
owned by foreign 
investors 

 Percentage of shares 
owned by government 

 Executive remuneration 
is positively related to 
executives’ share 
ownership, CEO duality, 
board size and foreign 
ownership 

 Executive remuneration 
is negatively related to 
government ownership 

 There is no relationship 
between firm 
performance and 
executive remuneration 

 Use 2SLS and GMM 
methods to address 
endogeneity  

 Standard errors are 
robust to clustering at 
the firm level 

Croci, Gonenc and 
Ozkan (2012) 

754 listed firms of 
continental 
Europe (3731 
firm-years) 

  log of total 
remuneration 
(cash and equity 
based 
remuneration) 

 log of cash 
remuneration 

 ratio of equity 
based 
remuneration to 
total remuneration 

 Board size 
 Proportion of 

independent directors 
on the board 

 Proportion of non-
executive directors on 
the board 

 Percentage of shares 
owned by domestic 
institutional investors 
in a company 

 Percentage of shares 
owned by foreign 
institutional investors 

 Board size, proportion of 
independent director, 
institutional ownership 
and foreign ownership 
are positively related to 
CEO remuneration level 

 Controlling families do 
not use CEO 
remuneration to 
expropriate minority 
shareholders 

 Institutional investors 
emphasise on equity-
based remuneration in 

 Use lagged 
explanatory variables 
to control for 
endogeneity 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

 Family control firm 
 Family CEO 

both family and non-
family firms 

Schultz, Tian and 
Twite (2013) 

ASX listed 
Australian firms 

2000-2010  Natural log of 
CEO 
remuneration 

 Change in CEO 
remuneration 

 Change in the 
natural log of 
CEO 
remuneration 

 Board size 
 Proportion of non-

executive directors on 
the board 

 CEO duality 
 Existence of a 

remuneration 
committee 

 Monitoring 
blockholders 

 Insider blockholders 

 Proportion of non-
executive directors and 
the existence of a 
remuneration committee 
are positively related to 
CEO remuneration 

 Monitoring blockholders 
increase the sensitivity 
of long term at-risk pay 
to performance 

 Insider blockholders 
increase the 
responsiveness of cash 
bonuses and decrease 
long term at-risk pay 

 Larger boards raise 
(lower) the sensitivity of 
known pay (long-term at 
risk pay) 

 No control for 
endogeneity 

Conyon (2014) US listed firms 1992-2012  Log of total 
executive 
remuneration 
(salaries, bonuses, 
grant date value of 
stock options and 
restricted stock 
and other pay) 

 Log of total 
realise executive 

 Board Size 
 Female executives 
 Percentage of affiliated 

directors on the board 
 Presence of an 

affiliated remuneration 
committee 
 

 An affiliated 
remuneration committee 
is negatively related to 
total executive pay, but 
not related to realised 
pay measure 

 Percentage of affiliated 
directors on the board is 
negatively associated 
with executive pay 

 Use a fixed effects 
model to ameliorate 
problems associated 
with omitted variables 
bias, addressing the 
shortcoming that it 
may not completely 
eliminate the problem. 

 t-statistics are 
calculated using 
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Authors Sample Time Period Remuneration 
Measure(s) 

Corporate Governance 
Quality Measure(s)  

Key Findings Design Attributes 

remuneration   Female executives 
receive less than their 
male counterpart 

White’s heteroskeda- 
sticity consistent 
standard errors 

Swan and Forsberg 
(2014) 

1414 ASX listed 
Australian firms 

2001-2012  Log of total CEO 
pay 

 Proportion of long 
term incentive 
payments to total 
remuneration 

 Board size 
 Proportion of gray 

directors 
 Proportion of real 

independent directors 

 Larger board is 
positively associated 
with CEO pay 

 Proportion of 
independent directors 
has no influence on CEO 
pay 

 Regular gray directors, 
but not the incentivised 
gray directors, positively 
influence the CEO’s 
long term incentive 
payments 

 The presence of higher 
proportion of real 
independent directors is 
negatively related to 
long term incentive 
payments 

 Use fixed effects to 
control for a firm’s 
observed and 
unobserved 
heterogeneity 

 Standard errors are 
robust to clustering at 
the industry level 

Reddy, Abidin and 
You (2015) 

Listed firms in 
New Zeland  

2005-2010 CEO remuneration -Ownership structure 
-Board structure 
-Director remuneration 

-Firms that have their 
CEOs on the board pay 
them more than those who 
do not sit on the board 
-Directors’ remuneration is 
positively related to CEO 
remuneration 

Used a generalised least 
square regression 
estimation technique 
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In countries like Bangladesh, ownership is highly concentrated, in many cases in the 

hands of controlling families. Family members often fill both board and top 

management positions (including that of CEO) and have the power to award themselves 

a higher remuneration package, which may not necessarily align their pay either with 

firm performance or their own ability (Moores and Craig 2008). However, Gomez-

Mejia, Larraza-Kintana and Makri (2003) argue the opposite is true. They assert family 

executives become emotionally attached to their firm and feel secure in their jobs. 

Consequently they accept lower remuneration, a view that is supported by a Malaysian 

study: Dogan and Smyth (2002) find evidence of a negative relationship between board 

remuneration and ownership concentration. Similarly, Ramaswamy, Veliyath and 

Gomes (2000) and Cheng and Firth (2005) find, respectively, that executives in family 

controlled firms receive less direct remuneration in India and in Hong Kong. 

Other researchers have found that institutional shareholders can play an important role 

in monitoring and evaluating compensation arrangements (Gomez-Mejia, Larraza-

Kintana and Makri 2003; Matsumura and Jae Yong 2005). Compared to individual 

shareholders, institutional shareholders generally hold much larger equity stakes and 

can use numerous formal and informal means (such as direct voting power, influencing 

the selection of board members, and negotiating with the board in private) to influence 

the firm’s management (Khan, Dharwadkar and Brandes 2005). Using a sample of 224 

US firms, Khan, Dharwadkar and Brandes (2005) assess the effect of institutional 

ownership on the level of CEO remuneration, finding that large institutional investors 

tend to restrict executives from receiving over-generous pay. Likewise, Ozkan (2007) 

and Firth, Tam and Tang (1999) find institutional ownership is negatively associated 

with the level of executive remuneration in the UK and Hong Kong respectively.  

In a study of Chinese listed firms, Chen, Ezzamel and Cai (2011) examine the influence 

of foreign ownership on the level of executive remuneration; they report a negative 

relationship. Their results conflict with those of Firth, Fung and Rui (2007), who find a 

positive relationship in China, observing that foreign investors are likely to prefer firms 

to hire expert CEOs and to have a greater proportion of their pay tied to their firm’s 

performance. 
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3.2.4 Firm Characteristics and the Level of Executive Remuneration 

Apart from factors already identified, prior studies report a number of characteristics of 

firms that influence the level of their executives’ pay, notably the firm’s size, financial 

performance, leverage and growth.  

Size 

The remuneration level varies positively with firm size. One reason is that firm size 

proxies for managerial responsibilities (Ramaswamy, Veliyath and Gomes 2000). Early 

studies such as Ozkan (2011), Sapp (2008), Merhebi et al. (2006), Firth, Fung and Rui 

(2006), Cheung, Stouraitis and Wong (2005), Zhou (2000), Core, Holthausen and 

Larcker (1999), Izan, Sidhu and Taylor (1998) and Kostiuk (1990) find a strong positive 

association between CEO pay and the size of the firm. An exception is Ramaswamy, 

Veliyath and Gomes (2000), who do not find any relationship between firm size and 

CEO pay in India. They assume executives in family-owned Indian firms are already 

being overpaid, and firms do not consider managerial effort when determining 

remuneration. 

Remuneration levels typically vary by industry regardless of firm size. According to 

Gerhart and Milkovich (1990, p.667), “in industries with a high variation in product 

demand and a high ratio of labour costs to revenues, a high percentage of variable pay 

may be likely.” After controlling for firm size, Kostiuk (1990) finds executives in the 

manufacturing sector on average are more highly paid than their counterparts in the 

utility industry. Similarly, Sapp (2008) and Murphy (1999) find executives in financial 

service firms are paid more highly than their peers in other industries. In the light of 

these comments I include industry fixed effects in my empirical models. 

Financial Performance 

In earlier sections I have highlighted studies that have argued the importance of tying 

executive remuneration to firm performance. A number of studies have investigated the 

‘pay for firm performance’ relationship and the evidence is mixed. Two issues have 

been investigated: first, whether or not there is a reliably positive relationship (is pay 

‘tied’ to performance?) and, second, the ‘steepness’ or ‘sensitivity’ of any relationship 

(Zhou 2000).25 Some studies, for instance Chen, Ezzamel and Cai (2011), Firth, Fung 

and Rui (2007), Cheng and Firth (2006), Merhebi et al. (2006), and Jensen and Murphy 

                                                           
25 Shan and Walter (2015, p.20) note several approaches have been used to estimate this sensitivity. 
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(1990), conclude executives’ pay is indeed tied to firm performance; however, Bebchuk 

and Fried (2003) conclude firms that are performing poorly tend to focus on their peer 

firms and pay the industry norm, rather than tying the CEO’s pay to the firm’s 

performance. Jensen and Murphy (1990) also investigate the sensitivity question and 

argue the pay-performance relationship is not sensitive enough. Guest (2010) finds the 

‘strength’ of the pay for performance relationship in the UK depends on whether the 

firm is performing worse or better: the relationship is weaker when the firm performs 

poorly. 

In an Australian study, Izan, Sidhu and Taylor (1998) find no evidence that links CEO 

remuneration to firm performance, while Firth Fung and Rui (1996) also find no 

relationship between CEO remuneration and firm performance in China and Norway 

respectively. Matolcsy and Wright (2010, p.17) state “firms whose CEOs receive 

compensation inconsistent with their firm characteristics have a lower performance 

compared to firms whose CEOs’ compensation is consistent with their firm 

characteristics.” Matolcsy (2000) finds the pay-performance relationship is affected by 

the stage of the business cycle. His findings suggest there is a strong positive 

relationship during periods of economic growth, but not during periods of economic 

downturn.   

Leverage 

John and John (1993) argue a firm can use its remuneration policy to pre-commit to 

reduce the agency cost of debt, which is consistent with an inverse relationship between 

leverage and the level of remuneration. Firth, Fung and Rui (2007) state a firm with a 

higher reliance on debt financing is likely to be subject to greater monitoring by debt-

holders. Consistent with these two views, John, Mehran and Qian (2010), Kang, Kumar 

and Lee (2006) and John and John (1993) report leverage is inversely related to the 

level of executive remuneration. Their findings are not corroborated by Cheng and Firth 

(2005), who find a positive relationship in Hong Kong, whereas Matolcsy and Wright 

(2010) find no significant relationship in Australia.  

Growth Opportunities 

A high growth firm is expected to use incentive plans more extensively. The 

fundamental reason for using incentive plans is to motivate the manager to take actions 

that maximise shareholders’ wealth, where those actions and their consequences are less 

apparent to the shareholders. Smith and Watts (1992) postulate a greater prevalence of 
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growth opportunities within the firm makes it more difficult for the shareholders to 

determine the appropriateness of managerial actions. Thus, a firm with more growth 

opportunities is expected to rely more heavily on incentives to remunerate its CEO. 

Consistent with this view, Core and Guay (1999), using Execucomp data covering 6,214 

CEO-year observations from 1992 to 1997, find evidence a US firm with greater growth 

opportunities provides its CEO with more risk-taking incentives. 

According to Lewellen, Loderer and Martin (1987) the nature and quantum of a firm’s 

growth options are relevant to an executive’s decision horizon, since the rewards from 

higher expected growth are more distant. Other researchers have found that high growth 

firms have a greater demand for high quality executives, and may be willing to offer 

them more pay (Khan, Dharwadkar and Brandes 2005). Matolcsy and Wright (2010), 

Cheung, Stouraitis and Wong (2005) and Lewellen, Loderer and Martin (1987) for 

instance have documented a positive relationship, but Firth, Tam and Tang (1999) find 

no relationship between growth opportunities and the level of CEO remuneration. 

Heaney, Tawani and Goodwin (2010) point to limits to the board’s effectiveness in 

monitoring the CEO of a growth firm. They argue the board of a growth firm is likely to 

place greater reliance on long-term and market-based remuneration policies, and 

correspondingly less reliance on short-term remuneration policies, such as a fixed salary 

with bonus payments, when the board lacks sufficient technical expertise to monitor 

management closely. 

3.3 Corporate Disclosure 

3.3.1 Information Asymmetry and Disclosure 

Typically, a firm’s insiders or senior executives have information about the firm and its 

future prospects that is superior to the information held by outside investors. Outside 

investors observe neither senior executives’ actual behaviour nor the precise outcomes 

of that behaviour. This situation gives senior executives greater discretion in decisions 

about the disposition of the firm’s resources, quite apart from the discretion that may 

accompany their delegated authority per se. Executives can thus hide information about 

actions they take in their own self-interest where those actions are at the expense of 

outside investors. As Brown (2013, p.3) puts it, “managers are subject to human frailty: 

they (may) act in their own best interest, and from time to time they (may) take 

advantage of opportunities to do so.” 
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But outsiders in this situation are not powerless: they can protect their position by 

requiring a higher return when they stand to lose more, which makes it more costly for 

managers with “skin in the game” (especially those who have equity positions), or for 

the controlling shareholders who decide whether the firm is to issue more shares to 

outsiders. The root cause of the problem is a combination of self-interest and 

information asymmetry, and its cost can be mitigated in a number of ways. Healy and 

Palepu (2001) suggest several, including (a) writing a specific contract26 (Brown, 

Fakhfakh and Sessions 1999) between the firm and the manager that better aligns the 

interests of both parties (as discussed in the previous section) and provides incentives 

for the manager to disclose relevant information to the outsiders, (b) introducing general 

regulations that mandate the disclosure of certain information by all firms in a specified 

class (e.g. listed companies), possibly independently verified, and (c) the actions of 

financial intermediaries in the capital market, who collect private information and 

restrict self-serving behaviour by the managers. 

The form of the information asymmetry is not the same in all firms. When ownership is 

diffuse, the most serious conflicts of interest are more likely to occur between managers 

and shareholders. When ownership is concentrated, for example when the firm is 

controlled by a family or a small group of shareholders
27

 (which is typical of many 

firms in developing nations such as Bangladesh), serious conflicts of interest are likely 

to occur between the dominant and the other (often minority) shareholders. 

The relationship between ownership concentration and potential agency costs may well 

be cardinal, because the greater the degree of control by a dominant shareholder or 

group of shareholders the greater the opportunity for expropriation of other 

shareholders’ rights (Shleifer and Vishny 1997). Ultimately the question of functional 

form is empirical in nature because we observe outcomes, not the counter-factual (what 

might otherwise have been the case).  

                                                           

26 Brown, Fakhfakh and Sessions (1999) view the optimal contract as a balance of conflicting 
requirements among related parties that aligns their interests and limits possibly unwanted risks. 

27 Chen, Chen and Cheng (2008, p.499) define family firms as “...a firm where members of the 
founding family continue to hold positions in top management, are on the board, or are blockholders of 
the company.” 
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3.3.2 Mandatory and Voluntary Disclosure 

Regulatory authorities worldwide, such as the Securities and Exchange Commission 

(SEC), generally require the disclosure of certain types of information, as a minimum. 

The objective is to improve the quality of financial reporting and to make reports 

comparable across firms and over time. Firms’ commitment to comply with rules and 

the effectiveness of the enforcement bodies also contribute to this outcome. Brown and 

Tarca (2005, p.183) identify three steps in achieving higher quality financial reporting: 

“(i) effective company control systems and management dedicated to good reporting, 

(ii) independent auditors who are expert in the rules, and (iii) an oversight mechanism 

with sufficient expertise and power to achieve effective enforcement.” 

According to Brown (2013 p. 3) while the law, stock exchange listing requirements and 

accounting standards in a sense provide routine “boilerplates” for contracts relating to 

the disclosure of information by managers to shareholders, such minimal provisions 

may not be enough to meet the requirements of particular parties and additional 

disclosures may be volunteered (Meek, Roberts and Gray 1995). Consequently, the 

extent of disclosure and how information is disclosed (i.e. its form) can vary 

considerably across firms. Even with both mandatory and voluntary disclosure some 

information asymmetry will always be present, for several reasons. First, and 

fundamental, bounded rationality reminds us there is a limit to the capacity of the 

human mind to comprehend everything that is knowable; second, it is most unlikely that 

a firm’s managers would ever disclose all information in their possession on a voluntary 

basis (Hermalin and Weisbach 2012); and third, it is commonly observed that, as an 

empirical matter, disclosures frequently fall well short of mandatory requirements. 

To be more specific, factors such as the firm’s political and economic environment, its 

investment opportunities and plans for raising additional capital, the compliance 

monitoring and enforcement activities of regulatory authorities and the technical 

expertise of their staff, and national culture, have all been shown to significantly 

influence disclosure practices within and across countries (Andrew et al. 1989; 

Radebaugh and Gray 1997; Tan and Tower 1999; Tower, Hancock and Taplin 1999; 

Healy and Palepu 2001; Al-Shammari 2005). 

While there are some noteworthy commonalities in disclosure patterns across countries 

with similar historical backgrounds, the regulatory and cultural environments 

(especially with respect to the stringency of disclosure requirements and corporate 
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ownership patterns) of Eastern economies have been found to differ from Western 

economies (Ho and Wong 2001). One noteworthy difference is that Eastern countries 

have fewer incentives for transparency in reporting (Ball, Robin and Wu 1999). To 

illustrate, compared to developed economies, the reporting and disclosure rules of 

emerging economies are less demanding and can take the form of guidance rather than 

mandatory requirements. As a result, regulatory requirements are likely to be less 

influential in emerging economies and disclosure reflects more of a voluntary response 

to market forces (Ho and Wong 2001). In a study on three countries in South Asia 

(India, Pakistan and Bangladesh), Ali, Ahmed and Henry (2004) find significant non-

compliance and variation in the degree of compliance with national accounting 

standards. With respect to Bangladesh in particular, Akhtaruddin (2005) constructs a 

mandatory disclosure index of 160 items (including directors’ remuneration) and 

applies it to disclosures by 94 listed Bangladeshi firms in 1999. Akhtaruddin (2005) 

notes that listed Bangladeshi firms do not comply fully with mandatory disclosure 

requirements. A limitation of his study is the partial coverage of listed firms and only a 

single year’s data. Both studies (Ali, Ahmed and Henry 2004 and Akhtaruddin 2005) 

indicate organisational culture, poor monitoring, and lack of enforcement by regulatory 

authorities can result in non-compliance, which is consistent with Al-Shammari’s 

conclusion with respect to six countries in the Gulf region. 

3.3.3 Incentives, Costs, and Optimal Disclosure 

There are many incentives for firms to disclose information. Increased disclosure 

enhances the ability of outsiders to monitor the firm’s activities. It reduces information 

risk28 between insiders (managers) and outsiders. Additional disclosure may make the 

firm more attractive to investors (Verrecchia 1990) and thereby reduce its cost of raising 

capital (Healy, Hutton and Palepu 1999; Verrecchia 2001; Hermalin and Weisbach 

2012). In another recent analysis, Clinch (2013) shows the diversification of 

information sources and the quality of information reflect the level and assessment risk 

of investors, and consequently they can affect the firm’s cost of capital. Similarly Lang 

and Maffett (2011) argue that increasing disclosure reduces the firm’s ‘liquidity 

                                                           
28 Blakley, McDermott and Geer (2001, p.97) explain information risk as follows: “information 

might be improperly disclosed (that is, its confidentiality could be compromised), modified in an 
inappropriate way (that is, its integrity could be compromised), or destroyed or lost (that is, its availability 
could be compromised)... Compromise of a valuable information asset will cause dollar losses to the 
information’s owner whether acknowledged or not; the loss could be either direct (through reduction in 
the value of the information asset itself) or indirect (through service interruption, damage to the reputation 
of the information’s owner, loss of competitive advantage, legal liability, or other mechanisms).”  
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uncertainty’ and a transparent firm is less likely to experience extreme illiquidity during 

market downturns. Empirically, Francis, Khurana and Pereira (2005) investigate 

whether firms have a cost of capital incentive to improve its disclosure practices, and 

conclude better disclosure does in fact lead to a lower cost of both debt and equity 

capital. Similarly, Sengupta (1998) argues firms that make timely and relevant 

disclosures reduce lenders’ and underwriters’ perception of default risk, thereby 

reducing the cost of debt. Hermalin and Weisbach (2012, p.196) even comment on the 

effect of disclosure on criminal behaviour, stating “better disclosure presumably also 

reduces the incidence of outright fraud and theft by insiders.” It has also been argued 

firms have incentives to disclose bad news to lower the cost of shareholder litigation.29 

Withholding bad news imposes reputation costs, because investors penalise firms that 

later surprise the market with a negative earnings announcement (Skinner 1994).  

Kent and Stewart (2008) find that the content and form of disclosures may depend on 

firm-specific ‘costs and benefits’ of providing that information. In principle, firms are 

expected to trade off the costs of disclosure (including penalties for non-disclosure) 

against the benefits (Ross 1979) and, ideally, produce the most efficient (or optimum) 

level of information. In this connection, Core (2001, p.443) characterises the 

optimisation process “as a function of the quality of mandated disclosure and a trade-off 

between lower capital and litigation costs against higher proprietary and incentive 

costs.”   

Despite the incentives for information disclosure, as already mentioned, it is usually 

argued by the researchers that the normal optimum is less than full disclosure; this is 

because at some point the expected cost of further disclosure outweighs the expected 

benefits. Also, as Hermalin and Weisbach (2012) note, owners (typically outside 

investors) and managers (who make the disclosure decision) may have different 

preferences regarding disclosure. For example, increased disclosure can encourage 

managers to engage in value reducing activities that make them appear more competent. 

In addition, disclosure can be harmful for firms when it provides valuable information 

to competitors, who may choose not to disclose similar information themselves but use 

the disclosing firm’s information privately (Verrecchia 1983). However, the threat of 

aiding competitors may not be enough to dissuade a firm from disclosing additional 

                                                           
29

 Chen, Chen and Cheng (2008, p.501) state "litigation is costly not only because of attorney fees 

and potential monetary settlements, but also because of the opportunity costs of managers’ time and effort 

taken away from value-adding activities." 
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information. For example, a firm may decide to disclose information about its current 

market position in order to avoid industrial conflict (Brown, Izan and Loh 1992; Leuz 

and Wysocki 2008); or, as Craswell and Taylor (1992, p.300) suggest, “to enhance the 

corporate image, thus improving their chances to muster public support to overturn 

political actions.” 

3.3.4 Corporate Governance and Disclosure 

As previously indicated, corporate governance (CG) comprises a set of mechanisms 

which cover the roles and responsibilities of a firm’s management, its board, its 

shareholders and other stakeholders to attain its objectives (OECD 2004). Similarly, the 

ASX Corporate Governance Council (2010) defined CG as the framework by which the 

firm’s authority is exercised and controlled.30 Both internal governance mechanisms 

(for example, the board’s size, composition and governance processes) and external 

mechanisms (for example, the presence of financial intermediaries, appointment of 

external auditors and their conduct of the audit, legal structures and processes, and the 

market for corporate control) are important contributors to a firm’s overall governance 

(Hill and Jones 1992).  

According to the ASX CG Council, better internal governance increases the level of 

monitoring within the firm and potentially improves its disclosure practices. Bangladesh 

has adopted CG guidelines, which include provisions for protecting investors’ rights. 

Prior researchers have documented how a firm’s disclosure practices are related to its 

governance mechanisms. A summary of prior research on the relationship between 

corporate governance and firm disclosure is presented in Table 3.2 below. 

The Australian Stock Exchange (ASX) statement of principles of CG presumes firms 

with better governance quality make more ‘timely’ and ‘balanced’ disclosures of all 

material information. Using a sample of 250 listed firms, Beekes and Brown (2006) find 

evidence that better governed Australian firms do make more frequent price-sensitive 

disclosures. This study is replicated by Beekes, Brown and Chin (2006), who use the 

experience of Canadian listed firms and find that a Canadian firm’s governance quality 

significantly influences the frequency of disclosure. Beekes, Brown and Zhang (2015) 

                                                           
30 The ‘ASX Corporate Governance Council’ was convened by the ASX in August 2002, the 

primary objective being to develop and enhance corporate governance practices of the Australian 
companies. It developed and in March 2003 released a set of principles and recommendations, designed 
to promote investor confidence and to assist listed entities to meet stakeholder expectations. The Council 
took into account insights and expertise on governance issues of a range of stakeholders—including 
business, and shareholder and industry groups—before releasing its recommendations. 

http://www.asx.com.au/regulation/corporate-governance-council/corporate-governance-council-membership.htm
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re-examine the Beekes and Brown (2006) conclusions on the association between 

corporate governance and firm disclosure (and share market transparency), using an 

extended time period that includes two potentially important institutional changes to CG 

requirements, one being the release of the statement of CG principles in 2003 and the 

other being amendments to the Commonwealth (of Australia) Corporate Reporting and 

Disclosure Laws in 2004 (CLERP 9). Beekes, Brown and Zhang report that Australian 

firms with a better governance structure still make more frequent disclosures and are 

more balanced in disclosing ‘good’ and ‘bad’ news, although the influence of internal 

CG has attenuated since the institutional changes were made.  

Other researchers have shown that firms rated by financial analysts as having more 

informative disclosure policies attract a larger pool of potential investors, and that 

analysts form more accurate beliefs about those firms’ future performance and benefit 

from the lower information asymmetry (Lang and Lundholm 1996; Beekes and Brown 

2006). Thus Beekes and Brown (2006) not only find better-governed firms disclose 

information more often, they also find analysts’ earnings forecasts are more accurate,31 

and that price discovery on the share market is faster. 

Several prior studies have documented a relationship between ownership structure and 

firm disclosure. For example, Chau and Gray (2002) find that information disclosure in 

Hong Kong and in Singapore is likely to be greater for firms with more dispersed 

ownership. Chau and Gray believe the demand for corporate disclosure may be less for 

firms with concentrated ownership because the major providers of finance may already 

have the required information. In another Singaporean study, Eng and Mak (2003) find 

that firms with lower concentrated ownership (measured by managerial ownership) 

disclose more information. In contrast, Xiao and Yuan (2007) do not find any 

significant relationship between ownership concentration and firm disclosure in China.  

With respect to family control, Chen, Chen and Cheng (2008) and Wang (2006) 

investigate the relationship between founding family ownership in the US and the 

‘quality’ of the firm’s reported earnings. Chen, Chen and Cheng (2008) report family 

controlled firms, with their greater concern for litigation and reputation costs, provide 

more earnings warnings than do other firms. Wang (2006, p.622) reports family firms  

 

                                                           
31 It should be noted that analysts’ consensus forecasts are not publicly available for listed 

companies domiciled in Bangladesh. 
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Table 3.2 Summary of Prior Studies on the Relationship between Corporate Governance and Firm Disclosure 
Authors Sample Time Period Disclosure Measure(s) Corporate 

Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Forker (1992) 183 UK listed 
firms 

1988-89 The quality of share 
option disclosure 

 Percentage of shares 
owned by directors 

 Proportion of non-
executive directors 
on the board 

 Presence of an audit 
committee 

 CEO duality 
 Auditor quality  
 

 Directors’ 
shareholdings are not 
related to firm 
disclosure 

 Proportion of non-
executive directors and 
the presence of an audit 
committee are not 
significant predictors 
of disclosure quality 

 CEO duality is 
associated with poor 
disclosure 

 No control for 
endogeneity 

 

Craswell and Taylor 
(1992) 

98 listed 
Australian Oil and 
Gas firms 

1984 Dichotomous variable 
on managers decision 
to discretionary 
disclosure of reserves 
by oil and Gas firms  

 Percentage of shares 
owned by top twenty 
shareholders 

 Auditor quality 
  

 Firm’s discretionary 
disclosure is not related 
to concentrated 
ownership 

 Auditor quality is 
positively related to 
firm disclosure 

 Small sample size 
 No control for 

endogeneity 
 

Coulton, James and 
Taylor (2001) 

513 listed 
Australian firms 

1998-2000 Remuneration 
disclosure score 

 Percentage of shares 
owned by insiders 

 Percentage of shares 
owned by 
blockholders 

 Board size  
 Percentage of non-

executive directors 

 Insider ownership and 
blockholder ownership 
are negatively related 
to the extent of 
remuneration 
disclosure  

 Board composition, 
CEO duality and 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

on the board 
 CEO duality 
 Presence of an audit 

committee 
 Presence of a 

remuneration 
committee 

existence of board 
committees are not 
related to remuneration 
disclosure 

Ho and Wong (2001) 98 Hong Kong 
listed firms 

1997/98 Disclosure score of 
non-mandatory 
strategic, financial, and 
non-financial 
information 

 Percentage of 
independent directors 
on the board 

 Existence of audit 
committee 

 CEO duality  
 Percentage of female 

members on the board 

 Existence of an audit 
committee influences 
the extent of firm 
disclosure 

 Percentage of family 
members on the board 
is negatively related to 
firm disclosure 

 Independent directors 
on the board and CEO 
duality are 
insignificant in 
disclosure decision 

 Small sample size 
 Use of a weighted 

relative disclosure 
score for measuring 
voluntary 
disclosure 

 No control for 
endogeneity 

Haniffa and Cooke 
(2002) 

167 listed 
Malaysian firms 

1995 Disclosure score of 
non-mandatory 
accounting and non-
accounting information 

 Percentage of shares 
owned by top ten 
shareholders 

 Percentage of shares 
owned by foreign 
investors 

 Percentage of shares 
owned by 
institutional 
shareholders 

 The extent of 
disclosure is 
positively related to 
low concentrated 
ownership 

 Foreign ownership 
and percentage of 
nonexecutive directors 
on the board are 
positively related to 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

 Percentage of non-
executive directors 
on the board 

 Percentage of 
interlocking directors 
on the board 

 CEO duality 
 Non-executive board 

chair 
 Percentage of family 

members on the 
board 

firm disclosure 
 Percentage of family 

members on the board 
and non-executive 
chairperson are 
negatively related to 
the extent of 
disclosure  
 

Chau and Gray 
(2002) 

60 Hong Kong 
listed firms and 
62 Singapore 
listed firms 

1997 Disclosure score of 
non-mandatory 
strategic, financial, and 
non-financial 
information 

  Equity ownership by 
insiders (directors and 
dominated 
shareholders) 

 Equity ownership by 
outsiders 

 Auditor quality 
 

 Outside ownership is 
positively related to 
firm’s voluntary 
disclosure 

 Firms controlled by 
insiders or family 
controlled firms are 
less likely to disclose 
information 

 Small sample size 
 No control for 

endogeneity 

Eng and Mak (2003) 158 listed 
Singapore firms 

1995 Disclosure score of 
non-mandatory 
strategic, financial, and 
non-financial 
information 

 Percentage of shares 
owned by managers 

 Percentage of shares 
owned by 
Government 

 Percentage of shares 
owned by 
blockholders 

 Percentage of 

 Lower managerial 
ownership and 
significant 
government 
ownership are 
positively associated 
with voluntary 
disclosure 
 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

independent directors 
on the board 

 Blockholders 
ownership is not 
related to firm 
disclosure 

Gul and Leung 
(2004) 

385 Hong Kong 
listed firms 

1996 Disclosure score of 
non-mandatory general 
and strategic, financial, 
and non-financial 
information 

 CEO duality 
 Proportion of 

independent and 
experienced outside 
directors on the board 

 CEO duality is 
associated with lower 
level of voluntary 
disclosure 

 The negative 
association between 
CEO duality and firm 
disclosure is weaker 
for firms with higher 
expert outside 
directors 

 Use of Cronbach’s 
coefficient alpha to 
examine the 
internal 
consistency of 
DSCORE 
(disclosure score) 
measure 

 Control for 
endogeneity using 
2-SLS  

Leung and Horwitz 
(2004) 

376 Hong Kong 
listed firms 

1996 Dichotomous variable 
on voluntary segment 
reporting 

 Percentage of director 
ownership 

 Percentage of non-
executive directors on 
the board  

 The extent of 
voluntary segment 
disclosure is 
negatively related to 
high director 
ownership 

 The contribution of 
non-executive 
directors to enhance 
voluntary segment 
disclosure is effective 
for firms with low 
director ownership 

 
 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Beekes and Brown 
(2006) 

250 listed 
Australian firms 

2002 Measure of document 
count or timeliness of 
price discovery 

 Corporate governance 
‘quality’ (CGQ) 
rating 

 CGQ is positively 
related to the 
informativeness of 
disclosure 

 Horwath CG rating 
is used in 
measuring CGQ; 
firm with higher 
rating considered 
as firm with higher 
governance 
‘quality’ 

 No control for 
endogeneity 

Clarkson, Van 
Bueren and Walker 
(2006) 

124 listed 
Australian firms 

1998-2004 Remuneration 
disclosure score 

 CG factor 
 Auditor quality 

 CG factor and auditor 
quality are significant 
predictors of the 
extent of CEO 
remuneration 
disclosure 

 CG factor is 
constructed using 
factor analysis 
based on four 
corporate 
governance 
measures: (i) 
proportion of 
independent 
directors on the 
board, (ii) CEO 
duality, (iii) 
presence of 
remuneration 
committee, and (iv) 
proportion of 
independent audit 
committee members 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Barako, Hancock and 
Izan (2006) 

43 listed Kenyan 
firms 

1992-2001 Disclosure score of 
general and strategic, 
financial, forward 
looking and corporate 
social, and board and 
senior management 
information 

 Proportion of non-
executive directors on 
the board 

 CEO duality 
 Board size 
 Presence of an audit 

committee 
 Percentage of shares 

owned by top 20 
shareholders 

 Percentage of shares 
owned by foreign 
investors 

 Percentage of shares 
owned by 
institutional investors 

 Auditor quality 

 The level of voluntary 
disclosure is related to 
the presence of an 
audit committee  

 Proportion of non-
executive directors is 
negatively related to 
the level of disclosure 

 Institutional and 
foreign ownerships 
are positively related 
to firm disclosure 

 Use of balanced 
panel data 

 Important control 
variables are 
rousted 

 No control for 
endogeneity 

Xiao and Yuan 
(2007) 

559 listed Chinese 
firms 

2002 Disclosure score of 
non-mandatory general 
and strategic, financial, 
and non-financial 
information 

 Percentage of shares 
owned by managers 

 Percentage of shares 
owned by State 

 Percentage of shares 
owned by 
blockholders 

 Foreign listing/share 
ownership 

 Proportion of 
independent directors 
on the board 

 CEO duality 

 Independent directors, 
blockholders 
ownership and foreign 
listing/share 
ownership are 
positively related to 
firm disclosure 

 Managerial ownership 
and state ownership 
are not associated with 
disclosure 

 CEO duality reduces 
firm disclosure 

 The disclosure 
checklist does not 
cover all voluntary 
items supported in 
several prior 
studies 

 The award of 
checklist items may 
be subjected to 
errors 

 No control for 
endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Ali, Chen and 
Radhakrishnan 
(2007)  

Standard and 
Poor’s 500 US 
firms 

1998-2002  Earnings forecasts 
 Voluntary disclosure 

of CG practices 
 Analyst following, 

analysts’ forecast 
properties and bid-
ask spreads 

 Family firm 
 Family firm with 

founder CEO 
 

 Family firms report 
better quality earnings 
than non-family firms 

 Family firms make 
less disclosure about 
their CG practices 

 Family firms have 
greater analyst 
followings 

 Compared to non-
family firms, family 
firms with founder 
CEO, rather than 
family firms with 
descendent CEO, 
exhibit better 
disclosure practice  

 No control for 
endogeneity 

Chen, Chen and 
Cheng (2008)  

1311 US firms 
(4415 firm-years) 

1996-2000 Voluntary disclosure of 
one or more 
management forecast  

 Family firms 
 Percentage of 

institutional 
ownership 

 Number of financial 
analysts following the 
firm 

 Board size 
 Board independence 

 Family firms report 
fewer earnings 
forecasts and 
conference calls, but 
more earnings 
warnings 

 The likelihood of 
disclosure is 
positively related with 
family firms with 
longer investment 
horizon 
 

 No control for 
endogeneity 

 Important control 
variables are 
rousted 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

 Impact of institutional 
investors is 
insignificant when 
firm is dominated by 
family members 

Kent and Stewart 
(2008) 

965 listed 
Australian firms 

2004  Number of 
sentences of 
disclosure with 
respect to the 
transition to 
Australian 
equivalents to 
International 
Financial Reporting 
Standards (AIFRS) 

 Number of 
accounting policies 
expected to change 
on transition to 
AIFRS 

 

 Proportion of 
independent directors 
on the board 

 CEO duality 
 Board size 
 Number of board 

meetings 
 Presence of an audit 

committee 
 Audit committee size 
 Proportion of 

independent directors 
on the audit 
committee 

 Number of audit 
committee meetings 

 Auditor quality 

 Disclosure quantity is 
positively related to 
board size 

 Frequency of board 
and audit committee 
meetings are 
positively related to 
the level of disclosure 

 Disclosure level is 
positively associated 
with smaller audit 
committee 

 Auditor quality is 
associated with 
greater level of 
disclosure 

 There may be some 
other factors that 
are not considered 
to explain both 
quality and quality 
of disclosure 

 No control for 
endogeneity 
 

Wan-Hussin (2009) 64 Malaysian 
listed firms 

2001-2002 Segment disclosure  Board size 
 Percentage of family 

member on the board 
 Percentage of 

affiliated member on 
the board 

 Percentage of 
nonexecutive 

 Board with higher 
percentage of family 
members and 
affiliated directors are 
more inclined for 
greater segment 
disclosures 

 Board size, percentage 

 Small sample size 
 No control for 

endogeneity 
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

independent members 
on the board 

 Percentage of shares 
owned by institutions 
 

of independent 
directors on the board 
and institutional 
shareholdings are not 
related to firm 
disclosure 

Akhtaruddin et al. 
(2009) 

105 listed 
Malaysian firms 

2002 Disclosure score of 
non-mandatory general 
and strategic, financial, 
and non-financial 
information 

 Board size 
 Proportion of 

nonexecutive 
independent members 
on the board 

 Percentage of outside 
share ownership 

 Family control 
 Audit committee size 

relative to board size 
 Auditor quality 

 Board size is positively 
related to voluntary 
disclosure 

 Proportion of 
nonexecutive directors 
is positively related to 
firm disclosure 

 Family control firms 
are negatively related to 
firm disclose 

 Audit committee size is 
not a significant 
predictor to disclosure 

 Small sample size 
 No control for 

endogeneity 
 

Chau and Gray 
(2010) 

273 Hong Kong 
listed firms  

2002 Disclosure score of 
non-mandatory general 
and strategic, financial, 
and non-financial 
information 

 Percentage of shares 
holds by founding 
family members and 
their relatives 

 Proportion of non-
executive 
independent directors 
on the board 

 Non-executive 
independent board 
chair 

 Family ownership and 
independent non-
executive directors are 
positively associated 
with the level of 
disclosure 

 Independent board 
chair is positively 
related to the level of 
disclosure  

 Control for 
endogeneity using 
2-SLS  
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Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Gao and Kling 
(2012) 

Chinese listed 
firms 

2001-2007 Degree of compliance 
to mandatory 
disclosure requirements 

 Board size  
 Duality 
 Board independence 
 Big5 audit firm 
 Auditor opinion 

 Board size, board 
independence and 
auditor opinions 
increase the compliance 
to mandatory disclosure  

 Big5 auditor does not 
influence the 
compliance of 
disclosure requirements 

 Duality is negatively 
related to the 
compliance of 
mandatory disclosure 

 Use ordered logit 
models 

 robust results using 
2-SLS to control 
for endogeneity 

 apart from 
controlling 
endogeneity, use a 
common factor 
analysis to the 
internal governance 
variables 

Allegrini and Greco 
(2013)  

177 Italian listed 
non-financial 
firms 

2007 Voluntary disclosure 
index 

 Board size 
 Proportion of 

independent directors 
on the board 

 CEO duality 
 Presence of 

independent board 
committees (audit, 
remuneration and 
nomination 
committees)  

 Number of board 
meetings 
 

 Proportion of 
independent directors 
on the board and the 
presence of board 
committees are not 
related to voluntary 
disclosure 

 Board size and number 
of board meetings are 
positively related to 
voluntary disclosure 

 CEO duality is related 
to lower level of 
disclosure 

 
 
 

 Small sample size 
 No control for 

endogeneity 



 

71 
 

Authors Sample Time Period Disclosure Measure(s) Corporate 
Governance Quality  
Measure(s)  

Key Findings Design Attributes 

Jizi, Salama, Dixon, 
and Stratling (2014) 
 

US listed banks 2009-2011 Ratio of the CSR 
disclosure score over 
maximum possible 
score 

-Board size 
-Board independence 
-CEO duality 
-Audit committee size 
-Board meeting 

-Board independence and 
board size are positively 
related to CSR 
disclosure. 
-CEO duality positively 
impact on CSR 
disclosure. 

 

Beekes, Brown and 
Zhang (2015) 

1,487 firm-years 
(Australian listed 
firms) 

2002-2009 Measure of document 
count or timeliness of 
price discovery 

 Corporate governance 
‘quality’ rating 

 CGQ is positively 
related to the level of 
disclosure 

 Better governed firms 
are more balanced with 
respect to good and bad 
news 

 Horwath CG rating 
is used for 
measuring CGQ; 
firm with higher 
rating considered 
as firm with higher 
governance 
‘quality’  

 Robust results 
using instrumental 
variable approach 
to address 
endogeneity issue, 
but failed to find 
valid instruments 

 

 

 

 



 

 
 

with concentrated ownership are “less likely to engage in opportunistic behaviour in 

reporting accounting earnings because it potentially could damage the family's 

reputation, wealth and long-term firm performance.” In a related vein, Chen, Chen and 

Cheng (2008) argue family owners with large, concentrated equity holdings may have a 

longer investment horizon, and are more likely to internalise both the benefits of 

disclosure and the costs of non-disclosure. Thus, they may prefer more (not less) public 

disclosure. Similarly, Wan-Hussin (2009) reports family-controlled firms in Malaysia 

and firms whose boards have a higher proportion of affiliated directors are more likely 

to disclose their voluntary adoption of financial reporting standards. He does not find 

reliable evidence that the level of institutional shareholdings promotes greater corporate 

transparency. This conclusion is consistent with Chen, Chen and Cheng (2008), who 

find that the influence of institutional shareholders is not significant in firms where 

family ownership dominates the firms’ voluntary disclosure decisions. In sum, the 

association between family control and concentrated ownership with disclosure remains 

an unsettled area of research. My study provides some input to this debate by presenting 

results for firms in Bangladesh.  

Other governance factors such as board size, board independence, presence of an audit 

committee, and auditor quality have also been reported to be associated with a firm’s 

disclosure practices. When examining the association between the level of disclosure 

and CG quality in Australia, Kent and Stewart (2008) find disclosure quality32 is 

positively related to board size and the choice of the external auditor. Interestingly, Kent 

and Stewart also find a greater level of disclosure is associated with a smaller audit 

committee and a committee with fewer accounting and finance experts among its 

members. They indicate the reason may be a greater reliance on the external auditor by 

the firm’s audit committee, which suggests a substitution effect between these two CG 

mechanisms.  

Forker (1992) claims the presence of independent members on the board enhances the 

monitoring of managerial opportunism, and better disclosure. His view is supported by 

Jizi et al. (2014), Xiao and Yuan (2007), Leung and Horwitz (2004) and Chen and Jaggi 

(2000), who show a significant, positive relationship between firm disclosure and board 

independence. However, Gul and Leung (2004) and Eng and Mak (2003) find the 

appointment of outside independent directors is a substitute for firm disclosure, while 

                                                           
32 Kent and Stewart (2008) measure disclosure quality by the nature of the information on the 

Australian equivalents to International Financial Reporting Standards (AIFRS) provided in the firm’s 
annual report to its shareholders. 
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Wan-Hussin (2009) and Ho and Wong (2001) find no reliable evidence that the 

proportion of independent directors is important in promoting greater corporate 

transparency.33 

3.3.5 Firm Attributes and Disclosure  

In earlier studies researchers have documented a relationship between disclosure and 

various firm characteristics. They find the firm’s size, growth, leverage and financial 

performance are among the factors that significantly influence its disclosure decisions. 

These are the same four factors that are singled out, in Section 3.2, as influencing the 

level of executive remuneration. 

Size 

Many studies, for instance Kent and Stewart (2008), Xiao and Yuan (2007), Barako, 

Hancock and Izan (2006), Gul and Leung (2004), Eng and Mak (2003), Wallace and 

Naser (1995), Cooke (1992), and McNally, Eng and Hasseldine (1982), have 

documented a significant relationship between firm size and the extent of disclosure of 

both financial and non-financial information. The process of generating and 

disseminating information is a costly exercise. Compared to smaller firms, larger firms 

generally have more resources and greater expertise, and can more easily meet the costs 

of greater disclosure.  

To illustrate, McNally, Eng and Hasseldine (1982) observe a higher disclosure level for 

larger firms perhaps because they are aware their reports receive greater exposure. 

Alternatively, they may have received more implicit or explicit pressure from inside or 

outside the firm to disclose additional information. The proprietary cost explanation is 

that smaller firms may disclose less information because to do so would place them at a 

significant competitive disadvantage (Cooke 1989; Firth 1979). 

Financial Performance 

Financial performance has been identified as a significant predictor of firms’ disclosure 

practices, including regulatory compliance (Inchausti 1997; Ho and Wong 2001; 

Haniffa and Cooke 2002; Ali, Ahmed and Henry 2004; Ali, Chen and Radhakrishnan 

2007; Akhtaruddin et al. 2009). Firms that are performing well generally tend to provide 

                                                           
33 Biswas (2012) examines the impact of firms’ governance quality on the timeliness aspect of 

corporate transparency in Bangladesh. He concludes better governed listed Bangladeshi firms are timelier 
in disclosing value-relevant information, because their price discovery is faster. 
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more information (Lobo and Zhou 2001). Inchausti (1997) indicates the reason may be 

to support the continuation of their position and to improve stock market valuation. 

Dumontier and Raffournier (1998) suggest greater compliance with disclosure 

requirements by more profitable firms may have been a means to signal their superior 

performance to the market. But this finding is not universal. In a study of Spanish 

companies Inchausti (1997) finds a firm’s profitability is negatively related to its 

disclosure level, whereas McNally, Eng and Hasseldine (1982) find no relationship 

between them in New Zealand. 

Leverage 

It has been argued that firms with higher leverage are likely to disclose more 

information in their annual reports, to reduce monitoring costs (Jensen and Meckling 

1976). Several prior studies have attempted to link firm disclosure to leverage (Hossain, 

Perera and Rahman 1995; Ho and Wong 2001; Haniffa and Cooke 2002; Eng and Mak 

2003; Gul and Leung 2004; Xiao and Yuan 2007) but the results are not uniformly 

consistent. For example, Hossain, Perera and Rahman (1995) report a positive 

association between leverage and disclosure, Eng and Mak (2003) report a negative 

relationship, and Gul and Leung (2004) find no relationship at all. 

Growth 

Researchers have found that firms with substantially more growth opportunities 

generally have greater information asymmetry and larger agency costs (e.g. Smith and 

Watts 1992; Eng and Mak 2003; Gul and Leung 2004). One reason high growth firms 

have disclosed less information is their higher proprietary costs. The contrary position is 

argued by Core (2001, p.443): “(f)or a firm without growth opportunities, mandated 

disclosure might be of sufficiently high quality to produce lower information 

asymmetry… (b)ecause this firm has no need for external finance and has low litigation, 

incentive and proprietary costs.” While growth may be a factor, the evidence of Eng and 

Mak (2003), who expected growth firms would disclose more information to narrow the 

information gap, does not support this prediction. 
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3.3.6 Disclosure of Executive Remuneration in Particular 

A lack of transparency in a firm’s executive remuneration practices may raise questions 

in shareholders’ minds about the level and nature of executive payments, and make it 

difficult to measure the effectiveness of boards, or understand how executive rewards 

are determined (Andjelkovic, Boyle and McNoe 2002; Clarkson, Van Bueren and 

Walker 2006). Thus adequate disclosure of executive remuneration has been recognised 

as a prerequisite for effective regulation of directors’ behaviour and good corporate 

governance (Hill 1997), and has been subjected to legal requirements. 

Clarkson, Van Bueren and Walker (2006) examine the corporate response to an 

evolving set of disclosure requirements (Company Law Reviews Act 1998 and Director 

and Executive Disclosures by Disclosing Entities, AASB1046, 2004) relating to 

remuneration paid to directors and executives in Australia. They find a significant 

increase in the extent of CEO remuneration disclosure following the introduction of 

additional regulatory requirements in 2004. As public scrutiny increased, so did the 

extent of disclosure. Clarkson, Van Bueren and Walker’s results confirm higher quality 

disclosure can result from additional mandated and detailed requirements, whereas 

relying on voluntary disclosure may result in poorer quality disclosure. They also find 

CG, auditor quality, firm size and cross-listing status are significant predictors of 

remuneration disclosure. In an earlier Australian study, Coulton, James and Taylor 

(2001) investigate the effect of CG mechanisms on CEO remuneration disclosure by 

161 Australian firms following the introduction of additional disclosure requirements in 

1998. They find no evidence that a firm’s CG characteristics (in particular, CEO duality, 

board composition, existence of board committees, and a proxy for auditor quality) 

influence its practice with respect to the disclosure of the CEO’s remuneration.  

3.4 Summary 

In this chapter I have reviewed key aspects of the literature relevant to my study. In the 

first part of the chapter, I bring together some important ideas on executive 

remuneration. Prior studies argue developing an efficient pay package that links the 

level of remuneration with the firm’s financial performance can benefit shareholders by 

limiting senior executives’ opportunistic self-serving behaviour, and can motivate them 

to take actions that enhance firm value. Executives qua managers generally have better 

information than outsiders, although the disclosure of the firm’s financial performance 
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may reduce that information advantage by providing a reading, albeit somewhat noisy, 

on the value added by executives’ decisions (Paul 1992). 

Executive pay in Western countries typically comprises a combination of cash-based 

and share-based payments. Firms with more ownership by insiders, who can directly 

monitor the behaviour of the firm’s managers, are likely to prefer their CEOs to be paid 

relatively more cash-based than share-based remuneration. The firm’s governance 

structure also affects the level and form of remuneration paid to its executives. A firm 

with better quality governance may be expected both to restrict the CEO’s ability to 

extract excessive pay and to more closely align the CEO’s remuneration with the firm’s 

financial performance.  

Firms in emerging economies are generally dominated by families or other groups of 

controlling shareholders. The controlling shareholders tend to hold top management 

positions, including that of the CEO, and may reward their executives on some basis 

unrelated either to the firm’s performance or to the executives’ own ability (Moores and 

Craig 2008). But there is an opposing view: executives in family-controlled firms may 

receive lower levels of remuneration because they are emotionally attached to their 

company, they have longer investment horizons, and they enjoy greater job security. So 

it becomes an empirical question. 

In the second part of this chapter, I consider the literature on the firm’s disclosure 

decision in order to identify factors that ultimately may explain a firm’s disclosure of 

executive remuneration. Because few studies have focused on the disclosure of 

executive remuneration per se, I review the literature on both mandatory and voluntary 

disclosure. The core idea, for my thesis, is that firms disclose information to mitigate 

the costs of information asymmetry, between interested parties, that otherwise would 

exist. It has been found that increased disclosure reduces the firm’s information risk and 

thus its cost of raising capital (Verrecchia 2001; Hermalin and Weisbach 2012); but 

providing more information may reduce the ability of the firm’s manager to improve 

their lot, for example by engaging in self-serving behaviour, or may make them worse 

off by providing competitors with information about their firm’s internal practices. Thus 

there is, theoretically, a cost-benefit trade-off and the policy decided upon will be some 

but not full disclosure. 

Empirically, a range of factors have been found to be associated with the disclosure 

decision, including some country-level factors. One factor germane to my thesis is that 
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the level of compliance with mandatory requirements in emerging nations has been less 

than that in developed nations (Ho and Wong 2001; Ball, Robin and Wu 2003; Al-

Shammari 2005). Another is that firms in emerging nations may have fewer incentives 

for transparency in reporting. Ball, Robin and Wu (2003), for example, argue firms’ 

reporting incentives depend on the interplay between market forces (the extent of 

demand for high quality financial reporting) and political pressures (such as the extent 

of involvement of the regulators in enforcing standards). Within a country, a firm’s 

disclosure decisions are influenced by its governance structure. Better governed 

Australian firms, for example, typically disclose more timely information (Beekes and 

Brown 2006). A firm’s ownership pattern also influences its disclosure decisions: a firm 

with a more dispersed ownership structure has been found to disclose more information. 

With respect to firms that are controlled by families, there are arguments (and evidence) 

both ways, so the question remains open. 

To my knowledge, there has been no detailed empirical study yet of these issues in 

Bangladesh, where agency costs are likely to be larger than in Western countries and 

where governance probably still falls short of international best practice. The literature I 

have reviewed in this chapter, which relates to the experience of various countries, 

provides a reasonable framework for my hypotheses and for the methods I use to test 

them. 
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Chapter Four : Hypotheses 

4.1 Introduction 

My study investigates remuneration practices adopted by a sample of Bangladeshi 

companies, including their disclosure in annual reports, within an agency framework. In 

this chapter, I set out the hypotheses to be tested, drawing on material presented in 

Chapters 2 and 3, and present each one in alternative form. In Chapter 2, I deal with the 

institutional setting and with the evolution of corporate governance practices in 

Bangladesh; both influence the nature and the level of executive remuneration, and their 

disclosure. In Chapter 3, I review literature directly relevant to my study, and in 

particular, research that identifies factors that may be associated with CEO 

remuneration and disclosure decisions.  

My principal thesis is that the quality of a firm’s corporate governance influences the 

nature and level of the CEO’s remuneration, and the disclosure of directors’ 

remuneration, including the CEO’s. My measure of corporate governance quality 

(CGQ) is constructed from a set of individual governance components, such as board 

membership and the composition of the firm’s ownership. Prior studies have questioned 

the effectiveness of such a composite measure, vis-à-vis individual governance 

components. My response to deal with this question is to have separate models for CGQ 

and for a selection of individual components. 

The remainder of this chapter is structured as follows. In Section 4.2, I present 

hypotheses related to CEO remuneration, and Section 4.3 contains hypotheses for 

remuneration disclosure. Section 4.4 provides a summary of the chapter.  

4.2 Hypotheses on CEO Remuneration 

4.2.1 Corporate governance overall 

Put simply, the central premise of the principal-agent theoretical framework is that 

shareholders (the principal) and senior executives (their agents) have different access to 

firm specific information, and generally have divergent interests and risk preferences 

(Filatotchev and Allcock 2010). Under these circumstances, there is a problem: 

executives may engage in self-serving behaviour at the expense of shareholders’ wealth. 

A well-designed remuneration package, which may be viewed as a governance 

mechanism, can play an important role in constraining executives’ opportunism and 
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aligning their interests more closely with that presumed of the shareholders, namely the 

value of their shareholding.  

Other governance attributes of a firm can help to resolve the agency problem through a 

closer alignment of top executives’ remuneration with shareholders’ interest. A firm’s 

governance ‘quality’, which reflects those attributes, can influence a decision made by 

the executives to the extent that the practice of good governance has seemingly become 

a necessary prerequisite to manage a firm effectively. As Larcker, Richardson and Tuna 

(2007, p.965-6) state, “the typical structural indicators of corporate governance used in 

academic research and institutional rating services have… some ability to explain future 

operating and stock price performance.” Importantly for my study, previous researchers 

have found governance mechanisms to be associated with aspects of the CEO’s 

remuneration, although not always in a consistent fashion. For example, Ozkan (2007, 

Abstract) reports, for a cross-section of 404 large UK companies in the financial year 

2003/2004, that “firms with larger board size and a higher proportion of non-executive 

directors on their boards pay their CEOs higher compensation… (and) that institutional 

ownership and block-holder ownership have a significant and negative impact.”  

Filatotchev and Allcock (2010) document both complementary and substitutive effects 

of firm’s CG practices, indicating that they can mutually enhance the effectiveness of a 

firm’s governance. Earlier studies, for example by Rediker and Seth (1995) and Walsh 

and Seward (1990), also point to the complementary and substitutive effects of CG 

practices, and conclude that the simultaneous operation of multiple components is 

important in limiting managerial opportunism.  

Most earlier empirical studies on governance and executive remuneration have focused 

on the influence of individual governance components on the form and level of 

executive remuneration and its sensitivity to corporate performance. These components 

include board size (Cheung, Stouraitis and Wong 2005; Guest 2010; Firth, Fung and 

Rui 2007; Chen, Ezzamel and Cai 2011; Ozkan 2011) board independence (Firth, Fung 

and Rui 2007; Guest 2010; Chen, Ezzamel and Cai 2011; Ozkan 2011), CEO duality 

(Firth, Fung and Rui 2007; Chen, Ezzamel and Cai 2011), family ownership 

(Ramaswamy, Veliyath and Gomes 2000; Lin 2005; Cheung, Stouraitis and Wong 

2005; Cheng and Firth 2005; Cheng and Firth 2006), institutional ownership (Gomez-

Mejia, Larraza-Kintana and Makri 2003; Cheng and Firth 2005; Ozkan 2011), and 

foreign ownership (Firth, Fung and Rui 2007; Chen, Ezzamel and Cai 2011). Fewer 
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studies have employed a composite measure of overall governance quality. As 

mentioned above, I use both a composite measure and a selection of individual 

components. 

As stated earlier, firms with better governance quality can exercise better oversight over 

their senior executives. Consequently, for these firms, the senior executive team is 

likely to be more efficient and the board is more likely to invest in value maximising 

projects (Love 2011), so that the firm will perform better. Thus it is expected that a 

better governed firm will be more profitable, worth more, and pay its CEO more, but 

not excessively. Firms with poor corporate governance tend to have less effective 

monitoring and disciplinary mechanisms (Renders, Gaeremynck and Sercu 2010). There 

are consequences: as Shan and Walter (2015, p.18), consistent with Murphy (2013), 

Basu et al. (2007) and Bebchuk and Fried (2003), note, “CEOs in firms with weak 

corporate governance ... are able to (at least partly) determine their compensation, 

resulting in inefficiently high levels of compensation.” In other words, when 

governance is weaker the CEO’s remuneration is more likely to be excessive in relation 

to the firm’s performance. All else equal, then, the level of the CEO’s pay is expected to 

vary inversely with overall governance quality. 

Awareness of good corporate governance practices has been increasing over time in 

Bangladesh. In their respective studies Biswas (2012) and Haque (2007) find evidence 

of an increasing trend in overall compliance level with corporate governance 

recommendations in Bangladesh. However, both of these authors argue that the practice 

of CG and its effectivenes in resolving agency conflicts warrant further attention. 

Therefore, consistent with prior studies, after controlling for other firm-level 

determinants, I expect an inverse relationship between the CEO’s pay level and the 

firm’s governance quality in Bangladesh.  

I also expect a firm with better governance to have a remuneration scheme that ties the 

CEO’s remuneration more closely to the firm’s performance. Thus, I further expect the 

CEO’s total remuneration is more sensitive to the firm’s performance.34 

To summarise, my principal predictions are, ceteris paribus: 

                                                           
34 In this context, the sensitivity of the CEO’s pay-for-performance relationship refers to the 

amount by which the CEO’s remuneration increases for a given increase in firm performance. In the 
literature, this pay-for-performance relationship is measured in several ways (Shan and Walter, 2015, 
p.20.) 
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H1a: The level of the CEO’s remuneration decreases with overall corporate 
governance quality. 

H1b: The sensitivity of the CEO’s pay-for-performance relationship increases 
with overall corporate governance quality. 

4.2.2 Internal governance components 

In the discussion to follow, I consider several internal governance components (or 

mechanisms) that may contribute to overall governance quality, and I present separate 

hypotheses on the influence of each component on the firm’s policies with respect to 

remunerating the CEO. 

While studies have noted greater monitoring by a board can restrict opportunities for the 

CEO to engage in self-serving behaviour (Jensen 1993), which may include an 

unjustifiably high level of pay, whether higher pay is justified can be a moot point. For 

instance, Hoskisson, Castleton and Withers (2009, p.57) argue “increased monitoring 

intensity shifts risks to managers, who then require greater compensation to offset their 

increased employment and career risk.” The ceteris paribus assumption is to be 

understood when interpreting each hypothesis. I leave it to the next chapter, on data and 

method, to operationalise that assumption. 

The degree to which the CEO can influence the board is relevant to its remuneration 

decisions. CEOs can increase their power in many ways, such as by accepting 

appointment as both CEO and board chairman, extending their on-the-job tenure and 

‘capturing’ other board members over time, doing a better job as CEO, increasing their 

shareholding, or changing the composition of the board to one more favourable to them. 

The latter may be done for example by securing the appointment of subordinates, family 

members, or associates (Bebchuk and Fried 2003), or by accepting reciprocal 

interlocking directorships. Thus the board’s size, its independence, whether the CEO 

chairs the board, whether there are interlocking directors or family members on the 

board, and gender diversity among board members are among the many factors reported 

to have a bearing on the CEO’s pay and the relationship between pay and performance.  

Board size. The size of the board plays an important role in determining its 

effectiveness in monitoring a firm’s management. A larger board is likely to embody a 

wider range of expertise, which may help promote ‘value chain’ activities and enhance 

the board’s ability to monitor and control senior management. However, the potential 
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for free-riding, and difficulties of coordination combined with the communication and 

process problems of a large board with diverse backgrounds and views, may lead to less 

efficient decision making (Ozkan 2007; Cheng 2008). Thus, Jensen (1993) argues 

increasing the size of the board beyond a certain point may outweigh the initial 

advantages and lead to a less effective board.35 In Bangladesh, the BEI36 recommended 

a minimum of 7 and maximum of 15 directors be appointed to ensure a well-functioning 

and involved board (BEI 2004). The BSEC CG guidelines (2006) extended the range to 

between 5 and 20 members, so firms may fix the size of their board within a relatively 

wide range without breaching the guidelines. 

Despite the opposing effects, most existing literature on the relationship between board 

size and executive remuneration reports a positive relationship within the range of data 

examined. For example, Core, Holthausen and Larcker (1999) find a larger board 

inflates CEO remuneration in the US, as do Guest (2010) and Ozkan (2007) in their 

studies of UK listed firms. In contrast, Firth, Fung and Rui (2007) find firms with larger 

boards restrict CEOs from receiving excessive remuneration in China. With respect to 

the sensitivity of the CEO’s pay-for-performance, neither Ozkan (2011) nor Firth, Fung 

and Rui (2007) finds any significant relationship with board size in the UK or in China 

respectively. 

Boards of listed Bangladeshi firms are recommended to be constituted with a minimum 

of 5 and maximum of 20 members (BSEC 2006). However, most of the board’s 

positions, including the CEO’s position, are typically occupied by dominant 

shareholders or their associates, who also hold managerial positions (Haque 2007). 

These dominant board members can exert more influence over board decisions. 

Therefore, based on prior arguments and evidence, I expect board size to be positively 

associated with the level of pay of the CEO:  

H2: The level of the CEO’s remuneration is positively associated with the size 
of the board. 

                                                           
35 Anecdotal evidence is provided by Pozen (2010, p.52) who, based on extensive personal 

experience as a company director in the US and as a self-described “longtime scholar of corporate 
governance”, proposes that, in order to be most effective, “all boards (should) be limited in size to seven 
people”, comprising the CEO and six independent directors. 

36 The Bangladesh Enterprise Institute (BEI), a donor-supported private-sector think tank, was 
the first to conduct a major study of CG in Bangladesh and developed a “Code of Corporate Governance 

for Bangladesh” in 2004 for implementing good CG practices in the public, private and NGO sectors of 

the economy. See Chapter 2.  
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The association predicted in H2 may be non-linear and I allow for this possibility in my 

empirical work. I make no prediction on board size and the sensitivity of the CEO’s 

pay-for-performance relationship. 

Director independence. Fama and Jensen (1983) argue remuneration decisions for top 

executives should be made by the non-executive members of the board, who are likely 

to be more independent. Independent members on the board supposedly have a 

restraining influence on increases in executive remuneration and increase the sensitivity 

of the CEO’s pay-for-performance (Guest 2010; Firth, Fung and Rui 2007; Boyd 1994). 

One reason, which Guest (2010, p.1077) posits, may be that independent directors 

“often already have experience in monitoring top management and may wish to signal 

their ability to other firms that may subsequently employ them as non-executives.”  

Guest (2010, Abstract) reports UK “firms that increase the number of non-executives in 

order to comply with the Cadbury Code of 1992, experience both a decline in the rate of 

increase in executive pay and an increase in (pay-for-performance) sensitivity.” Firth, 

Fung and Rui (2007) report independent directors in China encourage firms to use 

performance-related pay. However, other studies claim independent directors do not 

restrain top executive pay, and may even increase it in the US (Guthrie, Sokolowsky 

and Wan 2012). Similarly, Ozkan (2007) finds that a UK firm with a higher fraction of 

non-executive directors tends to pay higher compensation to the CEO. Although Firth, 

Tam and Tang (1999) find little relationship between the proportion of non-executive 

directors and changes in CEO remuneration in Hong Kong, they and Cheng and Firth 

(2006) do find evidence that independent directors encourage listed firms to use an 

accounting-based performance measure when setting top executives’ remuneration, 

which is consistent with the Fama and Jensen view.  

In a provocative Australian study, Swan and Forsberg (2014) find evidence that ‘firm 

performance declines significantly as affected outside directors depart the firm to make 

way for “Independents”.37 Regular Gray directors … (i.e., “Regular” outside directors 

                                                           
37 According to the ASX corporate governance principles (p.16-17, as amended in 2010), an 

“independent director is a non-executive director who is not a member of management and who is free of 
any business or other relationship that could materially interfere with - or could reasonably be perceived 
to materially interfere with - the independent exercise of their judgement... When determining the 
independent status of a director the board should consider whether the director: is a substantial 
shareholder of the company or an officer of, or otherwise associated directly with, a substantial 
shareholder of the company; is employed, or has previously been employed in an executive capacity by 
the company or another group member, and there has not been a period of at least three years between 
ceasing such employment and serving on the board; has within the last three years been a principal of a 
material professional adviser or a material consultant to the company or another group member, or an 
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with some previous or current affiliation with the firm)… make better acquisition 

decisions, increase the proportion of incentives in CEO pay, and raise dividend payouts. 

The presence of more executives on the board significantly reduces the CEO’s pay, 

while combining the role of CEO and chair adds to firm value.’  

 
In Bangladesh, to improve board competency, the CG guidelines (2006) include a 

provision that at least 10% of the directors should be independent, subject to a minimum 

of one director where there are less than 10 directors in total.38 Firms have been 

responding to this requirement gradually over time, from 30% of firms meeting it in 

2006 to 80% in 2011 (see Table 5.7).  

As appealing as the Swan and Forsberg argument may be in the Australian context, it 

would seem to be less applicable in Bangladesh, where firms are urged to appoint 

independent directors to improve the core competency of the board. Another reason for 

questioning the applicability of the Swan and Forsberg argument is the considerable 

flexibility afforded to Bangladesh companies by virtue of the modest (10%) guideline 

on the proportion of independent directors and the ability, for most companies, to 

appoint an additional director without straying outside the 20 member limit on the size 

of the board. So while it may be questioned whether the number of ‘truly independent’ 

directors on boards in Bangladesh is sufficient to make a detectable difference, I still 

follow the argument of Fama and Jensen and hypothesise that:  

H3a: The level of the CEO’s remuneration is lower if the board includes an 
independent director. 

H3b: The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes an independent director. 

                                                                                                                                                                          
employee materially associated with the service provided; is a material supplier or customer of the 
company or other group member, or an officer of or otherwise associated directly or indirectly with a 
material supplier or customer; has a material contractual relationship with the company or another group 
member other than as a director… Family ties and cross-directorships may be relevant in considering 
interests and relationships which may affect independence, and should be disclosed by directors to the 
board.” Under Section 9 of the Corporations Act, a substantial shareholder is one who holds at least 5% 
of the voting shares in the company. 

38 Clause 1.2 of the BSEC CG guidelines of 2006 define an independent director as one “who 
does not hold any share in the company or who holds less than one percent (1%) shares of the total paid-
up shares of the company, who is not connected with the company’s promoters or directors or shareholder 
who holds one percent (1%) or more than one percent (1%) shares of the total paid-up shares of the 
company on the basis of family relationship; who does not have any other relationship, whether pecuniary 
or otherwise, with the company or its subsidiary/associated companies, who is not a member, director or 
officer of any stock exchange, and who is not a shareholder, director or officer of any member of stock 
exchange or an intermediary of the capital market.” 
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Unitary versus dual leadership structure. A firm has a ‘unitary leadership structure’ 

when the chair of the board of directors and the CEO are the same person, and a ‘dual 

leadership structure’ when they are not. Fama and Jensen (1983) argue that, in the 

former case, there is a lack of separation between the firm’s decision management and 

decision control. To build on their argument, because the board chair typically takes a 

lead role in appointing, evaluating, compensating, and discharging the CEO and top 

management (Jensen 1993; Conyon and Peck 1998), combining the positions of board 

chair and CEO introduces a potentially serious conflict of interest when carrying out 

their respective duties. For these reasons, codes of corporate governance, for instance 

the Cadbury Report in the UK, typically recommend the positions of board chair and 

CEO be separated, and that firms establish a clear division of responsibilities between 

them. Consistent with international codes of best practice, Clause 1.4 of the BSEC’s CG 

Guidelines of 2006 states “(t)he positions of the Chairman of the Board and the Chief 

Executive Officer of the companies (sic) should preferably be filled by different 

individuals. The Chairman of the company should be elected from among the directors 

of the company. The Board of Directors should clearly define respective roles and 

responsibilities of the Chairman and the Chief Executive Officer.”  

Despite the strength of opinion against a unitary leadership structure, empirical studies 

report mixed evidence on its effect on CEO pay. For example, Sapp (2008) and Core, 

Holthausen and Larcker (1999) find a unitary structure is associated with higher CEO 

pay, whereas Abdullah (2006) and Conyon (1997) report no relationship. Firth, Fung 

and Rui (2007) find evidence that the pay of a CEO who chairs the board is unrelated to 

the firm’s performance. Nonetheless, I hypothesise, in line with CG best practice 

guidelines, that: 

H4a: The level of the CEO’s remuneration is higher if the firm has a unitary 
board structure. 

H4b: The sensitivity of the CEO’s pay-for-performance relationship is lower if 
the firm has a unitary board structure. 
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Interlocking directors. Interlocking directorships occur when an individual director is 

also a member of at least one other board. Directors who serve on other boards have 

access to information relating to more than one firm, and can share their knowledge and 

experience when making a decision. It has been argued interlocking directors can 

facilitate the transfer of information, increase the cohesiveness of the board, and reduce 

the likelihood of opportunistic behaviour by senior executives (e.g. Mizruchi 1996), 

thereby benefitting the firm. However, Silva, Majluf and Paredes (2006) claim 

interlocking directors can have a detrimental effect on minority shareholders’ interests 

when the interlocking directors are connected in some way to controlling members of 

the board.  

Interlocking directorships are common in Bangladesh: in 2000 about 71% of boards had 

interlocking directors, which increased to 85% by 2011 (untabulated). However the 

influence of interlocking directorships on the board’s remuneration decisions is open to 

speculation and investigation. I hypothesise that interlocking directors who do not also 

sit on another listed company’s board, along with the CEO, are more likely to be 

independent of management and to be in a position to call on their wider experience, as 

directors, to resist an attempt by the CEO to be paid an excessive amount; and they are 

also likely to recommend that the CEO’s remuneration be tied more closely to the 

firm’s financial performance:  

H5a: The level of the CEO’s remuneration is lower if the board includes an 
interlocking director who does not sit on the same boards as the CEO. 

H5b: The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes an interlocking director who does not sit on the same 
boards as the CEO. 

Family members on the board. Agency problems can become severe in family 

controlled firms, where serious conflicts of interest can arise between controlling and 

minority shareholders. Controlling shareholders may try to expropriate minority 

shareholders’ rights, perhaps through actions usually referred to as “tunneling” (Johnson 

et al. 2000). One way to tunnel is to award excessive remuneration to the family 

members who are executives. But while Haid and Yurtoglu (2006) find evidence that 

family-controlled firms in Germany pay higher remuneration to their CEOs than other 

firms, other studies have found controlling shareholders do the opposite, thereby 

“propping up” their investments. For example, Gomez-Mejia, Larraza-Kintana and 

Makri (2003) report CEOs of family controlled firms in the US receive less 
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remuneration than their counterparts in other firms. They argue that a risk-averse CEO 

may settle for lower remuneration in exchange for higher job security, especially when 

the CEO is related to or an associate of controlling shareholders. More recently, Croci, 

Gonenc and Ozkan (2012) in a European study find no reliable evidence that controlling 

families use CEO remuneration to expropriate minority shareholders’ wealth.  

In Bangladesh, controlling families often dominate the board as well as the firm’s 

management, and thereby exert extensive influence on the decision making process. 

Farooque et al. (2007) observe that minority shareholders’ interests are largely ignored 

or suppressed in Bangladesh. Consequently I predict:  

H6a: The level of the CEO’s remuneration is higher if the board includes a 
controlling family member. 

H6b: The sensitivity of the CEO’s pay-for-performance relationship is lower if 
the board includes a controlling family member. 

A number of prior studies dealt with the issue of family firms, and have defined family 

businesses differently. The use of different definitions is one of the biggest challenges 

in research on family-owned businesses. Some studies, for instance Croci (2012), 

identify family firms as those where the controlling shareholders own at least 10% of 

the outstanding shares. Klein, Shapiro and Yong (2005), in their study of Canadian 

businesses, focus on voting rights rather than equity holdings, in the presence of dual 

class shares. Cheng (2014, p.150) defines family firms “in which the founders or 

descendants of the founding family continue to hold positions in the top management, 

serve on the board, or are blockholders.” Ultimately, the unique characteristic that 

defines family firms is that they are controlled and managed by multiple family 

members, sometimes from multiple generations. Data unavailability restricts me to 

investigate all these issues related to family firms in Bangladesh. Hence, family firms 

are defined in my study as those that include controlling family members on their 

boards.   

Gender diversity. A board can enhance its effectiveness by hiring from a broader talent 

pool. Half the population is female, yet the representation of females on boards is 

relatively small worldwide. Appointing additional, talented female directors has been 

argued to bring significant benefits to firm’s governance (Adams and Ferreira 2009). 

The argument is generic, and, as a consequence of changing attitudes and greater 

participation in higher education, the appointment of females to boards has been 

increasing around the world in recent years. In the UK for example, the Higgs (2003) 
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report addresses the importance of gender diversity, arguing it can enhance board 

effectiveness, while in Australia, Productivity Commission Inquiry Report No. 49 

(2009) mounts a strong argument for gender diversity at board level, taking the position 

that, if female membership does not increase substantially, the ASX should consider 

embodying minimum standards of diversity in its listing rules. The evidence, though, 

about the size of the female talent pool is more equivocal: for example, Sheridan and 

Milgate (2005) report that female board members in Australia attribute their success in 

gaining board appointments to their strong track records, a good understanding of 

business principles and strong business contacts. 

While the contribution of female directors to the effectiveness of boards is still an 

unsettled area (Sheridan and Milgate 2005; Rose 2007) – there are mixed views on the 

effect of female board members on firm performance, for example– the presence of 

female directors on a board is believed by many to improve a firm’s governance, and its 

executive remuneration policies in particular.39  To illustrate, Adams and Ferreira 

(2009) find evidence that US firms with gender-diverse boards prefer performance-

based remuneration to reward their CEOs, and the CEOs are likely to be more 

accountable for poor performance; but, perhaps unexpectedly, they do not find any 

significant relationship between gender diversity and the level of remuneration.  

Adams and Ferreira (2009, p.292) state that “gender diversity has beneficial effects in 

companies with weaker shareholder rights, where additional board monitoring could 

enhance firm value, but detrimental effects in companies with strong shareholder 

rights.” Shareholder rights are weak in Bangladesh, which is a male-dominated society, 

and in about 60% of cases the female director is also a member of the controlling 

family). Nevertheless, it is interesting to investigate whether female members from 

outside the controlling family can make a detectable difference, and I predict that:  

H7a: The level of the CEO’s remuneration is lower if the board includes a 
female member from outside the controlling family. 

H7b: The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes a female member from outside the controlling family. 

                                                           
39 Carter, Simkins and Simpson (2003) find a positive relationship between the proportion of 

female members of US boards and firm value (measured by Tobin’s Q). However, Ahern and Dittmar 
(2012) report a substantial decline in Norwegian firms’ performance (measured by Tobin’s Q) when firms 
were required by law to meet a quota of female directors. 
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In about 59% of the cases (firm-years) in my study there is at least one female on the 

board (untabulated). Female representation on Bangladeshi boards has increased over 

time, from 54% in 2000 to 68% in 2011 (also untabulated), but their contribution to 

board decisions has not yet been investigated as far as I am aware. 

Ownership by insiders. A central tenet of my thesis is that firms with concentrated 

ownership are subject to significant agency costs arising from conflicts of interest 

between the controlling and the minority shareholders. As outlined above, controlling 

shareholders may expropriate the rights of the minority shareholders (Cheng and Firth 

2005: Cheung, Stouraitis and Wong 2005). In this connection, Moores and Craig (2008) 

develop a theoretical model that predicts, when controlling shareholders also hold board 

and executive positions, they generally grant themselves a remuneration package that is 

higher in amount and does not align as well with firm performance. Using a sample of 

Japanese listed firms, Basu et al. (2007) examine the relationship between concentrated 

ownership and executive compensation, and find evidence that insider owners who also 

hold executive positions may use their ownership rights to extract excessive 

remuneration for themselves. However, this view has not been supported universally. In 

a study of the Fortune 500 companies, Goldberg and Idson (1995) find a negative 

relationship between the level of executive remuneration and ownership concentration 

after controlling for firm size and performance, while Cheng and Firth (2005) also find 

a negative relationship in Hong Kong.  

The majority of shares in Bangladeshi firms are effectively controlled by the directors 

and sponsors (promoters) of the company, who typically control the board and decide 

on the appointment and remuneration of the CEO. Thus outside shareholders exert 

relatively little influence on board decisions. For the above reasons, I predict: 

H8a: The level of the CEO’s remuneration increases with insider ownership. 

H8b: The sensitivity of the CEO’s pay-for-performance relationship decreases 
with insider ownership. 

4.2.3 Outside ownership 

I also consider other substantial investors in the firm, which I categorise as external 

governance forces. They are domestic institutional investors and foreign-domiciled 

investors. 
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Institutional investors. In Western countries, institutional investors generally hold 

larger equity stakes than individual investors and, if they choose to do so, they can play 

an effective monitoring role because of the size of their financial interest. Thus 

institutional investors typically have more power and expertise both individually and 

collectively to use formal means, such as voting in meetings on the appointment of 

board members, or informal means, such as negotiating with the board privately, to 

cause the firm’s management to behave in a manner more consistent with the investors’ 

interests (Khan, Dharwadkar and Brandes 2005). In this fashion, institutional investors 

potentially can protect the congruent rights of minority shareholders as well. 

Institutional investors could have a moderating effect on the CEO’s remuneration and 

they are known to pressure firms to pay less fixed salary and more performance-based 

remuneration to their CEOs. For example, Firth, Tam and Tang (1999) report evidence 

that a higher level of institutional ownership restrains excessive remuneration awards to 

a CEO in Hong Kong; and Ozkan (2007, 2011) and Hartzell and Starks (2003) find a 

negative relationship between institutional ownership and CEO remuneration and a 

positive relationship between institutional ownership and pay-for-performance 

sensitivity in the UK and the US respectively. 

On average about 15% of the outstanding shares of listed Bangladeshi firms are owned 

by local institutions (the range is 0% to about 70%). In their study of listed Bangladeshi 

firms, Farooque et al. (2007) note institutional investors in Bangladesh may have little 

voice on the average board, or have fewer incentives to monitor the board closely given 

their relatively low ownership level. Nonetheless, I expect the greater the shareholding 

of institutional shareholders, the greater the restraint on the CEO’s pay and the greater 

the sensitivity of their pay to the firm’s performance: 

H9a: The level of the CEO’s remuneration decreases with institutional 
ownership. 

H9b: The sensitivity of the CEO’s pay-for-performance relationship increases 
with institutional ownership. 

Foreign investors. Share ownership by foreign investors can be a significant predictor 

of the CEO’s remuneration level and the nature of the pay-for-performance relationship. 

According to Firth, Fung and Rui (2007) foreign investors prefer firms to hire better 

qualified CEOs with more experience, and prefer performance related pay over a fixed 

salary for their CEOs. Chen, Ezzamel and Cai (2011) and Firth, Fung and Rui (2007) 
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find a positive relationship between foreign ownership and the level of executive 

remuneration in China. 

Foreign ownership can take the form of foreign direct investment (FDI) or foreign 

portfolio investment (FPI). In FDI, a firm is connected to and overseen by an overseas-

domiciled parent or associated company. A FDI firm typically operates internationally 

as well as locally, and may face greater challenges, greater complexity, more risk and 

more intense competition; hence, it is likely to hire a better qualified and experienced 

CEO. In contrast, in FPI, the foreign investors generally purchase securities issued by 

the investee company for a return on their investment, and their control over firm 

management depends on ownership stake and the length of their investment horizon. 

Imam and Malik (2007) find foreign ownership is higher in Bangladeshi firms that have 

good governance. Even though the proportion of foreign ownership is typically low in 

Bangladesh, I still expect to observe that firms with greater foreign ownership are likely 

to employ higher calibre executives. Foreign ownership is then a proxy for executive 

talent, for which I have no independent measure. Consequently foreign ownership will 

reflect a correlated omitted variable with a strong connection to executive remuneration. 

For this reason I hypothesise that:  

H10a: The level of the CEO’s remuneration increases with foreign ownership. 

H10b: The sensitivity of the CEO’s pay-for-performance relationship increases 
with foreign ownership. 

In my empirical work I explore the possibility of differences in the influence of FDI and 

FPI. 
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4.3 Hypotheses on Remuneration Disclosure 

In the second part of my study I investigate the disclosure of information about the 

remuneration of the executive directors, including the CEOs. This investigation is 

worthwhile because it is commonly believed that CG processes can help protect the 

interests of outside parties, such as minority shareholders, by enhancing corporate 

transparency through the provision of costly, more credible, more timely and more 

value-relevant information (Bushman, Piotroski and Smith 2004). 

I break the disclosure process into two sequential steps: (1) whether to disclose any 

information at all; and (2) the extent of disclosure, once an ‘in principle’ decision to 

disclose has been made. To accommodate this process, my hypotheses in this section 

are framed in terms of ‘the likelihood (and extent) of disclosure’. 

4.3.1 Corporate governance overall 

As discussed above, governance mechanisms can have complementary or substitutive 

effects on disclosure. In a complementary relationship, adopting a stronger CG 

mechanism will boost the firm’s internal control systems and provide a more effective 

monitoring environment. The view most commonly held by financial market 

practitioners and regulators, and embodied in codes of good governance (e.g. those in 

Australia and Canada), is that better governed firms not only have better monitoring and 

control systems and release more precise and less biased information to outsiders, and 

thereby are more transparent to the market. Consistent with this view, Beekes and 

Brown (2006) find better governed Australian firms do consistently release more 

information. Allegrini and Greco (2013) likewise identify a complementary relationship 

between governance and disclosure in Italy. In contrast, in a substitutive view, the firm 

can optimally disclose less when its CG mechanisms are stronger (Eng and Mak 2003; 

Kent and Stewart 2008). However, those who do take the complementary view 

acknowledge there must be limits to greater disclosure of information,40 since releasing 

to the public information known privately to insiders can increase proprietary and 

litigation costs. Hence, on both views, the optimal level of disclosure may mean 

withholding some information from outsiders (Hermalin and Weisbach 2012). 

The question of whether better CG is associated with more or with less disclosure is not 

yet settled, although the evidence plus the fact that practitioners and international 

                                                           
40 As provided, for example, in the disclosure carve-out provisions in Australian corporate law. 
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organisations consider CG in Bangladesh needs further reform would seem to favour 

the practitioners’ view. Accordingly, my main hypothesis is: 

H11: The likelihood (and extent) of disclosure increases with corporate 

governance quality. 

4.3.2 Internal governance components 

I have also developed some corresponding hypotheses on how individual components of 

the governance measure influence firm disclosure. The components I single out are 

three aspects of the board’s composition (board size, appointment of independent 

directors, and whether the CEO chairs the board), cross directorships, participation of 

family members on the board, gender diversity, ownership pattern, audit committee, and 

external auditor quality. 

Board size. As discussed in Section 4.2.2, the size of a board can affect its ability to 

monitor firm management. It is generally argued that a larger board lowers the 

likelihood of costly information asymmetry (Chen and Jaggi 2000). Consistent with this 

proposition, Laksmana (2007) finds, for a sample of unregulated firms in the S&P 500, 

evidence of a positive relationship between board size and the extent of voluntary 

disclosure of executive remuneration practices in 1993 and 2000. Similarly, Kent and 

Stewart (2008) report disclosure quality is positively related to board size in Australia, 

wherease Allegrini and Greco (2013) and Akhtaruddin et al. (2009) document a higher 

level of voluntary disclosure by firms with larger boards in Italy and Malaysia 

respectively. However, other studies have not found a significant relationship between 

board size and disclosure practices. These include Bassett, Koh and Tutticci (2007), 

who find the voluntary disclosure of information on employee stock options is unrelated 

to board size in Australia; Cheng and Courtenay (2006), who employ a self-constructed 

voluntary disclosure index and find it is unrelated to board size in Singapore; and Wan-

Hussin (2009), who finds no evidence board size was related to enhanced segment 

disclosures by Malaysian firms in 2001/2002. 

As discussed in the previous section, some researchers have suggested there is an 

optimal board size.41 The BSEC's guidelines are flexible, contemplating boards can 

comprise from 5 to 20 members. Because the range is relatively wide, I hypothesise 
                                                           

41 For example, the BEI recommended a board has a minimum of 7 and a maximum of 15 
directors. Kameda et al. (1992) state that when a board gets beyond seven or eight people it is less likely 
to function effectively. 
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board size and the likelihood and extent of disclosure are related, perhaps in a non-

linear fashion: 

H12: The likelihood (and extent) of disclosure is related to board size. 

Director independence. Inclusion of independent directors on boards has been argued 

to result in more effective monitoring of management and to lead to an improvement in 

the comprehensiveness and quality of the firm’s disclosure. Prior studies, though, have 

reported mixed findings. Evidence in favour of the presence of independent directors 

being associated with greater disclosure is found in Chen and Jaggi (2000), Haniffa and 

Cooke (2002), and Chau and Gray (2010). However, Ho and Wong (2001) and Wan-

Hussin (2009) find no significant association, possible reasons being a lack of business 

knowledge or a lack of ‘real’ independence among the independent directors. With 

respect to the latter reason, Haque (2007) and Uddin and Choudhury (2008) also cast 

doubt on the ‘true’ independence of so-called independent directors in Bangladesh. 

Nonetheless, consistent with the argument that the appointment of well-qualified, 

independent directors should lead to greater transparency, I predict: 

H13: The likelihood (and extent) of disclosure is higher if the board includes an 

independent director. 

Unitary versus dual leadership structure. As mentioned above, a unitary leadership 

structure exists when the CEO chairs the board. Forker (1992) finds a negative 

relationship between a dominant personality (proxied by unitary leadership structure) 

and disclosure quality. Xiao and Yuan (2007) and Gul and Leung (2004) also find 

unitary leadership is associated with a lower level of disclosure. This issue is considered 

important enough for the BSEC in 2006 to recommend firms separate the roles of board 

chair and CEO. Correspondingly, my hypothesis is that: 

H14: The likelihood (and extent) of disclosure is lower if the firm has a unitary 

board structure. 

Interlocking directors. Interlocking relationships can have important implications for 

the governance function, as discussed with respect to Hypothesis 5 above. On the other 

hand, Haniffa and Cooke (2002) argue firms may, in some cases, prefer not to have 

interlocking directors because firm confidentiality may be diminished and information 

may become more transparent to outsiders generally. Despite the credibility of their 

argument, they report the proportion of interlocking directors on the board appears to be 
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unrelated to the extent of voluntary disclosure in Malaysia. In contrast, Abdelsalam and 

Street (2007, p.124) document a negative association between cross-directorships and 

firm disclosure in the UK. The probable reason, they suggest, is that “cross-directors 

become burdened with ‘serving too many masters’.” 

As noted above, interlocking directorships are common in Bangladesh and their 

influence on disclosure practices has not been established. Since interlocking 

directorships, where the CEO does not also sit on the same board as the interlocking 

director, could encourage the board to become less inward-looking and externally more 

transparent, I predict that: 

H15: The likelihood (and extent) of disclosure is higher if the board includes an 

interlocking director who does not sit on the same boards as the CEO. 

Family members on the board. Prior research has found family controlled firms tend 

to be less transparent and more conservative in releasing information. However, it is 

argued by Chen, Chen and Cheng (2008) that, because of their active participation in 

firm management, either as senior executives or as directors, there is relatively less 

information asymmetry between family members and management in the US. Yet Ali, 

Chen and Radhakrishnan (2007) report that, compared to non-family controlled firms, 

family firms are less likely to voluntarily disclose their CG practices while Bushman, 

Piotroski and Smith (2004) note the demand for information is lower in family 

controlled firms due to the substitution of direct monitoring for public disclosures.  

In Bangladesh, it is common for controlling shareholders to appoint family members to 

occupy board positions (in about 52% of cases the board included at least one family 

member; see Table 5.7). Since the above arguments imply family-controlled firms 

prefer less disclosure, my hypothesis is: 

H16: The likelihood (and extent) of disclosure is lower if the board includes a 

family member.  

Gender diversity. As already noted, a board can enhance its effectiveness by hiring 

from a broader talent pool. Appointing female members to the board has been argued to 

have a significant effect on board inputs (Adams and Ferreira 2009). Gender-diverse 

boards in the US appear likely to allocate more effort to monitoring (Adams and 

Ferreira 2009). Similarly, Gul, Srinidhi and Ng (2011) argue gender-diversity can 
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substitute for other CG mechanisms and can increase both firms’ disclosures and stock 

price informativeness. 

On average about 60% (see Table 5.7) of listed Bangladeshi firms appoint female 

members to their boards, with female board membership increasing gradually over my 

study period, from 54% in 2000 to 68% in 2011. I expect the 40% of female directors 

who are not members of the controlling family would enhance board effectiveness, and 

hypothesise that: 

H17: The likelihood (and extent) of disclosure is higher if the board includes a 

female member from outside the controlling family.  

Ownership by insiders. All shareholders can benefit from greater disclosure (up to 

some point) since it can reduce the firm’s cost of capital. Where ownership is 

concentrated there is an additional dimension to the disclosure decision: as Shleifer and 

Vishny (1997) explain, the risk of expropriation of minority shareholders’ rights 

increases with increases in the degree of control by a dominant shareholder. Controlling 

shareholders, who generally establish firms’ disclosure policies and practices, may 

decide they will be better off by disclosing less and making up their share of the loss of 

firm value (from less than optimal disclosure) by exploiting, in one way or another, 

their greater ability to expropriate wealth from the other shareholders. Furthermore, the 

demand for public disclosure can be relatively weak when the firm is owned and 

controlled by insiders, in comparison to a firm with diffuse ownership. One reason is 

that insiders have better access to internal information and can better monitor 

management.  

Consistent with these arguments, prior studies show the level of disclosure tends to be 

lower when the majority of the firm’s owners are insiders (Chau and Gray 2002; Eng 

and Mak 2003; Wang 2006; Ali, Chen and Radhakrishnan 2007; Chen, Chen and Cheng 

2008; Wan-Hussin 2009). While it may be argued insiders have longer investment 

horizons than outside shareholders, and may be expected to internalize both the benefits 

and the costs of disclosure more than outside shareholders (which could lead them to 

prefer more disclosure), Chen, Chen and Cheng (2008) argue insiders are still likely to 

face greater potential costs than benefits and as a result they will prefer less to more 

disclosure.  
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In Bangladesh, on average about 43% of a company’s issued shares are held by insiders 

(sponsors and directors; see Table 5.6), and regulations protecting the rights of minority 

shareholders remain relatively weak. This reasoning leads to the following hypothesis: 

H18: The likelihood (and extent) of disclosure decreases with the level of insider 

ownership. 

4.3.3 Outside ownership 

Institutional investors. Institutional shareholders, when they do invest in a company, 

typically hold a significant percentage of shares; thus they have some ability to 

constrain the self-serving behaviour of insiders. Individual shareholders can off-load 

their holding if they are not satisfied with the firm’s performance or its manager’s 

actions, but it is more difficult for institutional shareholders to do so because of the size 

of their holding. For these reasons institutional shareholders usually have a greater 

incentive to monitor the firm’s managers and ensure they adopt policies consistent with 

the shareholders’ interests (Cheng and Firth 2005; Chung and Zhang 2011). Institutional 

shareholders may have board representation42 and can demand greater transparency. 

Healy, Hutton and Palepu (1999) argue firms can attract institutional investors with 

more informative disclosures, and supportive evidence is provided by Bushee and Noe 

(2000), who report a positive relationship between firms’ disclosure practices and 

institutional shareholdings. Thus I predict: 

H19: The likelihood (and extent) of disclosure increases with institutional 

ownership. 

Foreign investors. Foreign ownership has also been found to be a significant 

determinant of the level of corporate disclosure. Foreign investors tend to demand more 

disclosure of information due to the geographical separation of ownership and firm 

management (Bradbury 1992). As noted above, Healy and Wahlen (1999) state that 

firms can attract investors through informative disclosure, which should apply to 

foreign investors. Firms exhibiting greater disclosure may reduce investors’ information 

costs and improve their ability to value the firm; but information asymmetry between 

management and the owners, including informed and uninformed owners, can be high 

for firms with a low disclosure level (Leuz and Verrecchia 2000). In such cases, it is 

                                                           
42

 On average about one in three boards of listed Bangladeshi firms include one or more 

representative directors who were appointed by and represent specific institutional owners. 
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relatively costly for foreign investors (compared to domestic investors) to collect 

information from another source (Mangena and Tauringana 2007). 

A possibly stronger argument can be mounted for greater disclosure by Bangladeshi 

companies that are the subject of significant foreign direct investment (FDI). Where a 

listed Bangladeshi firm is an associate or a subsidiary of a foreign company by virtue of 

FDI, it is more likely that the Bangladeshi firm’s disclosure policies and practices will 

be heavily influenced by the reporting requirements of the overseas parent or associated 

company. And in most cases those requirements will be more demanding. Reputation 

effects could also come into play, in that a foreign-domiciled firm affiliated with a 

Bangladeshi company with poor disclosure practices could see its own reputation 

tarnished. 

Although foreign investment is on average relatively low among listed Bangladeshi 

firms, I predict that: 

H20: The likelihood (and extent) of disclosure increases with the level of foreign 

ownership. 

4.3.4 Auditing arrangements 

Audit committee. The audit committee, if one exists, makes recommendations to the 

board on aspects relating to financial reporting practices. Therefore, to a first 

approximation the audit committee bears some responsibility for the quality of the 

firm’s financial reporting.  

The establishment of an audit committee and its independence have received 

considerable attention by regulators. The US SEC was the first to issue rules with 

respect to audit committees. In 1992 the Cadbury Report recommended all listed UK 

firms establish an audit committee comprising non-executive members of the board; and 

in 1999 the ‘Blue Ribbon Committee’ issued a set of recommendations for improving 

the effectiveness of audit committees in the US (Willekens, Bauwhede and Gaeremynck 

2004). The Sarbanes-Oxley Act (2002) prescribed audit committee regulations 

addressing the constitution of an audit committee (including audit committee 

independence and inclusion of financial experts as members of audit committees), and 

its transparency and responsibilities.  
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In line with these developments, the BSEC’s CG guidelines of 2006 recommend listed 

Bangladeshi firms establish an audit committee as a sub-committee of the board of 

directors. As the composition of the audit committee plays an important role in ensuring 

its independence, the guidelines recommend the audit committee include at least one 

independent member. However, recent studies suggest that even where an audit 

committee meets regulatory requirements, certain factors, such as management 

influence in selecting audit committee members, may impede the committee's 

independence and effectiveness (Cohen et al. 2011). 

Prior research has documented a positive association between the existence of an audit 

committee and disclosure practices (McMullen 1996; Ho and Wong 2001; Barako, 

Hancock and Izan 2006; Kent and Stewart 2008). According to McMullen (1996), an 

audit committee enhances the quality and reliability of financial reporting by reducing 

the incidence of errors and irregularities.  

The practice of appointing an audit committee has increased rapidly in Bangladesh since 

2006 (see Table 5.7). Accordingly, I hypothesize: 

H21: The likelihood (and extent) of disclosure is higher if the board has an audit 

committee. 

Auditor quality. Variation has been noted in the quality of external audit firms. Chau 

and Gray (2010) argue high quality auditors are more likely to require a client firm to 

disclose more information. High quality auditors generally have greater expertise and 

more experience (Haniffa and Cooke 2002; Kent and Stewart 2008). They also have 

stronger incentives to provide a high quality audit in order to protect their reputation 

(DeAngelo 1981). In addition, Inchausti (1997, p.55) observes “auditing firms may use 

the information disclosed by their clients as a way of signalling about their own 

quality.”  

The evidence to date is mixed. For instance, Kent and Stewart (2008), Clarkson, Van 

Bueren and Walker (2006), Chen and Jaggi (2000), Inchausti (1997), and Craswell and 

Taylor (1992) all find clients of a Big5 audit firm disclose more information. However, 

Chau and Gray (2010), and Chen and Jaggi (2000) find the reverse, whereas Gao and 

Kling (2012), Gul and Leung (2004), Eng and Mak (2003), Haniffa and Cooke (2002), 

and Hossain, Perera and Rahman (1995) find no significant relationship between auditor 

type and disclosure. 
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Nonetheless, the choice of external auditor is believed to be an important mechanism for 

limiting opportunistic behaviour by management (Jensen and Meckling 1976). 

Furthermore, Datar, Feltham and Hughes (1991) consider the choice of external auditor 

can serve as a signal to the market about the quality of the firm’s disclosure, while the 

Cadbury Report (1992) highlights the importance of maintaining a professional and 

objective relationship between the external auditor and the firm’s management. More 

recently, Skinner and Srinivasan (2012, p.1738) summarise their view this way: 

“auditors are legally liable for audit failures...they have an incentive to deliver high-

quality to avoid the costs of litigation...auditors have reputational incentives to avoid 

audit failures because audit quality is valuable to clients.” 

Given the weight of opinion and evidence in its favour, I predict: 

H22: The likelihood (and extent) of disclosure is higher if the firm is audited by 

a Big5 auditor. 

4.4 Conclusion 

In this chapter I have formulated the hypotheses I test. My main hypotheses are that the 

quality of a firm’s corporate governance influences (1) the level of the CEO’s 

remuneration and its pay-for-performance sensitivity, as well as (2) how much 

information is to be disclosed about the remuneration of the executive directors, 

including the CEO’s, in the firm’s annual report.  

In addition, I have outlined a series of hypotheses on the likely influence of individual 

governance ‘components’ on the same matters, including board size, board 

independence, leadership structure (unitary or dual), interlocking directors, family 

members on the board, gender diversity, and ownership pattern. The role of an audit 

committee and the quality of external auditor have also been considered in relation to 

the disclosure decision. These hypotheses are summarised in Table 4.1 below. 

In the next chapter I describe the sample selection process, the measurement of 

dependent and independent variables, features of the sample, my research design, and 

statistical techniques used to test the hypotheses developed in this chapter.  
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Table 4.1 Summary of Hypotheses 
Panel A: CEO Remuneration  

Hypothesis 
Number 

Hypothesis 
Expected 

Sign 

H1a The level of the CEO’s remuneration decreases with overall corporate 
governance quality 

Negative 

H1b The sensitivity of the CEO’s pay-for-performance relationship increases 
with overall corporate governance quality 

Positive 

H2 The level of the CEO’s remuneration is positively associated with the size 
of the board 

Non-
linear 

H3a The level of the CEO’s remuneration is lower if the board includes an 
independent director 

Negative 

H3b The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes an independent director 

Positive 

H4a The level of the CEO’s remuneration is higher if the firm has a unitary 
board structure 

Positive 

H4b The sensitivity of the CEO’s pay-for-performance relationship is lower if 
the firm has a unitary board structure 

Negative 

H5a The level of the CEO’s remuneration is lower if the board includes an 
interlocking director who does not sit on the same boards as the CEO 

Negative 

H5b The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes an interlocking director who does not sit on the same 
boards as the CEO. 

Positive 

H6a The level of the CEO’s remuneration is higher if the board includes a 
family member 

Positive 

H6b The sensitivity of the CEO’s pay-for-performance relationship is lower if 
the board includes a family member 

Negative 

H7a The level of the CEO’s remuneration is lower if the board includes a 
female member from outside the controlling family 

Negative 

H7b The sensitivity of the CEO’s pay-for-performance relationship is higher if 
the board includes a female member from outside the controlling family 

Positive 

H8a The level of the CEO’s remuneration increases with insider ownership Positive 

H8b The sensitivity of the CEO’s pay-for-performance relationship decreases 
with insider ownership 

Negative 

H9a The level of the CEO’s remuneration decreases with institutional 
ownership 

Negative 

H9b The sensitivity of the CEO’s pay-for-performance relationship increases 
with institutional ownership 

Positive 

H10a The level of the CEO’s remuneration increases with foreign ownership Positive 

H10b The sensitivity of the CEO’s pay-for-performance relationship increases 
with foreign ownership 

Positive 
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Panel B: Disclosure of Executive Directors’ Remuneration 

Hypothesis 

Number 
Hypothesis 

Expected 
sign 

H11 The likelihood (and extent) of disclosure increases with corporate 
governance quality 

Positive 

H12 The likelihood (and extent) of disclosure is related to board size Non-linear 

H13 The likelihood (and extent) of disclosure is higher if the board includes 
an independent director 

Positive 

H14 The likelihood (and extent) of disclosure is lower if the firm has a 
unitary board structure 

Negative 

H15 The likelihood (and extent) of disclosure is higher if the board includes 
an interlocking director who does not sit on the same boards as the 
CEO 

Positive 

H16 The likelihood (and extent) of disclosure is lower if the board includes 
a family member 

Negative 

H17 The likelihood (and extent) of disclosure is higher if the board includes 
a female member from outside the controlling family  

Positive 

H18 The likelihood (and extent) of disclosure decreases with the level of 
insider ownership 

Negative 

H19 The likelihood (and extent) of disclosure increases with institutional 
ownership 

Positive 

H20 The likelihood (and extent) of disclosure increases with the level of 
foreign ownership 

Positive 

H21 The likelihood (and extent) of disclosure is higher if the board has an 
audit committee 

Positive 

H22 The likelihood (and extent) of disclosure is higher if the firm is audited 
by a Big5 auditor 

Positive 
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Chapter Five : Data and Method 

5.1 Introduction 

In Chapter 4 I presented a review of relevant literature and an outline of the institutional 

and cultural framework of Bangladesh, which were followed by a formal statement of 

my hypotheses. The present chapter describes how my data were collected and the 

methods used to test my hypotheses. I also summarise how the variables used in the 

various tests are measured and present descriptive statistics for these variables, 

including trends over time and across industrial sectors for those that are more 

interesting. 

The rest of the chapter is structured as follows. Data collection is discussed in Section 

5.2. Section 5.3 contains the measurement of, and descriptive statistics for, my 

dependent variables and their trends over time. In Section 5.4 I discuss the independent 

variables; the measurement of corporate governance quality (CGQ), which is my key 

test variable, is presented first. I discuss the models to be estimated in Section 5.5, and I 

conclude the chapter with a summary in Section 5.6.  

5.2 Sample Selection and Data Sources 

The initial sample includes all firms listed on the Dhaka Stock Exchange (DSE) over 12 

years, from 2000 to 2011. Some companies’ annual reports were missing, so the final 

sample comprises 2,712 firm-year observations, which is approximately 92% of the 

maximum possible number. Table 5.1 summarises the final sample classified by year 

and by industry separately. I was able to collect more than 90% of the annual reports for 

each year except for 2011 (Panel A). For that year, I was able to collect 196 of 231 

annual reports, or about 84%; the remaining annual reports were not available at the 

conclusion of my field trip, to collect additional data, in 2012.43 

                                                           
43

 Annual reports are available in electronic format from 2000 to 2006 from the DSE library. 
Hard copies of annual reports for other years were collected on a field trip in 2012 from the DSE and 
BSEC libraries, street vendors, companies’ head offices and websites, and from a colleague, Pallab 
Biswas, who collected similar data during the course of his PhD studies at The University of Western 
Australia. 
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Table 5.1 Sample of Firm-Years, by Year and by Industry 

Panel A: by Year 

Year 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
All 

Years 

Number of listed firms  218 230 242 249 237 247 255 266 276 237 227 231 2925 

Newly listed firms 9 12 12 7 4 11 12 14 13 10 10 5 119 

Delisted firms 0 0 0 0 16 1 4 3 3 49 20 1 97 

Number of firms for which annual reports are not 
available 

13 18 19 23 6 12 15 17 18 9 18 35 233 

Final sample 205 212 223 226 231 235 240 249 258 228 209 196 2712 

Final sample as a % of listed firms 94.0 92.2 92.2 90.8 97.5 95.1 94.1 93.6 93.5 96.2 91.7 84.9 92.7 

 

Panel B: by Industry 
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Number of listed firm-
years during 
2000-2011 

296 147 360 83 51 273 388 89 61 49 149 81 289 48 97 3 447 14 2925 

Firm-years for which 
annual reports are not 
available 

1 16 33 5 0 32 18 5 9 11 9 8 23 1 11 0 28 3 233 

Final Sample 295 131 327 78 51 241 370 84 52 38 140 73 266 47 86 3 419 11 2712 

Final Sample (% of 
listed firm-years) 

99.7 89.1 90.8 94.0 100.0 88.3 95.4 94.4 85.3 77.6 94.0 90.1 92.0 97.9 88.7 100.0 93.7 78.6 92.71 
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In Panel B of Table 5.1, I present the final sample disaggregated by industry, showing 

that the banking, engineering, financial, insurance, food, pharmaceutical and textile 

industries are the largest in Bangladesh.  

The sample period from 2000 to 2011 was selected for two reasons. Firstly, a number of 

changes designed to improve the local capital market and corporate transparency were 

implemented during this time, including the introduction of the Corporate Governance 

(CG) Guidelines issued in 2006 by the Bangladesh Securities and Exchange 

Commission (BSEC). Secondly, annual reports of Bangladeshi listed companies were 

more readily available to me for this period. 

Firm level data were collected from company annual reports and prospectuses; and 

market data were collected from the DSE library and its monthly publication, ‘DSE 

Monthly Review’. These primary data were collected by hand. 

5.3 Dependent Variables  

Recall that I investigate the effect of firms’ governance quality by addressing four 

questions:  

(i) Do firms with better CG restrict ‘excessive’ CEO remuneration?  

(ii) Is the CEO’s remuneration more sensitive to the firm’s financial 

performance in better governed firms?  

(iii) Are better governed firms more likely to disclose information about their 

executive directors’ remuneration (including that of the CEO)?  

(iv) Do better governed firms disclose more information about their executive 

directors’ remuneration?  

Three dependent variables are used to answer these questions: the level of CEO 

remuneration is used for the first two questions; a dichotomous [0,1] dependent variable 

is used for the third question, where I indicate whether the firm discloses the 

information on executive remuneration; and the ‘quality’ of the disclosure is used for 

the fourth question. 

5.3.1 CEO Remuneration 

During my sample period, listed firms in Bangladesh have been required to disclose 

details of remuneration paid to their CEOs and executive directors in their published 
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annual reports. However, firms did not comply fully with this requirement. For those 

that have disclosed, the reported pay includes both cash and non-cash elements and, 

with respect to the CEO’s total remuneration, typically it comprises the following 

elements: base salary, bonuses, perquisites, and retirement benefits. Share-based 

payments, commonly made in developed economies, are rare in Bangladesh (Farooque 

2007) and throughout the sample period I found no reference to such a scheme. Most 

firms reported total remuneration but few detailed its elements. For this reason I use 

total CEO remuneration as the dependent variable (CEOPay). The nominal amount of 

remuneration is adjusted for inflation, using the Consumer Price Index (CPI).44  

Trends in CEO remuneration 

Table 5.2 shows the descriptive statistics for the level of remuneration (adjusted for 

inflation) paid to the CEOs of sample firms for which remuneration data were available. 

The average CEO pay increased substantially from 2000 to 2011, as evident from 

Figure 5.1 which shows the level and growth of CEO remuneration over this period. In 

2000, average inflation adjusted remuneration was BDT 714,000 and increased by 

approximately 259% to BDT 2,563,000 in 2011. The median over the sample period is 

lower than the average, indicating positive skewness in the data. In 2000 the median 

was BDT 411,000 (approximately 58% of the average). It peaked at BDT 1,842,000 

(approximately 70% of the average) in 2010, and then dropped marginally to BDT 

1,779,000 in 2011 (approximately 69% of the average). 

  

                                                           
44 Data for the CPI were collected from the archived monthly reviews (Monthly Economic 

Trends) of the Bangladesh Bank (http://www.bangladesh-bank.org/pub/archive.php). These reviews 
include data on annual CPI up to June 2006 and monthly CPI subsequent to that date. Monthly CPI values 
in the period January 2000 to June 2006 were interpolated from each year's July value by assuming a 
constant exponential monthly growth rate. Each month’s ‘discount’ value as at January 2000 was then 
calculated as the ratio of the CPI in January 2000 to the CPI that month. Monthly published values were 
used from July 2006. Remuneration for a company with a balance sheet date of (say) 31 December 2008 
was adjusted for inflation by multiplying the reported value by the ‘discount’ value for December 2008. 

 
 

http://www.bangladesh-bank.org/pub/archive.php
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Table 5.2 Level of CEO Remuneration, CPI-adjusted, 2000 to 2011* 

FYR Obs Average Standard 
Deviation 

Median Minimum Q1 Q3 Maximum 

2000 93 713.70 894.45 411.26 58.75 238.10 881.28 5,483.52 

2001 93 838.60 1,058.87 463.58 56.79 241.95 1041.15 6,057.60 

2002 99 888.86 1,203.00 444.67 46.32 231.54 1172.08 7,032.48 

2003 102 943.15 1,155.32 437.99 43.82 254.91 1274.55 6,372.75 

2004 108 984.86 1,156.11 473.47 41.18 239.46 1353.03 5,332.53 

2005 104 1,292.63 1,724.90 483.85 68.63 234.03 1753.98 9,913.80 

2006 106 1,355.85 1,801.80 520.56 54.74 273.71 1920.10 11,800.00 

2007 114 1,592.06 2,081.65 753.06 51.36 394.92 2259.18 15,700.00 

2008 117 1,887.50 2,369.39 745.32 46.94 391.14 3129.12 14,900.00 

2009 106 2,019.45 1,939.95 1,242.81 43.06 406.64 3201.00 9,312.00 

2010 102 2,630.51 3,319.37 1,841.78 40.59 530.15 4116.92 28,700.00 

2011 103 2,563.21 2,701.95 1,779.12 37.39 465.55 4497.22 19,800.00 

Total 1247 1,493.02 2,029.73 595.06 37.39 286.52 2124.25 28700.00 

*Amounts are in thousands of BDT (Bangladeshi currency), restated at 2000 prices. 
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Sector-wise comparison for CEO remuneration 

The time series patterns of the level of CEO remuneration for four sectors, formed by 

grouping industries, are presented in Table 5.3.45 As I will explain later, relatively few 

firms (constituting about 38% of firm-years) from the insurance sector disclosed 

remuneration information in their annual reports, and I was able to collect CEO 

remuneration information for only 2 or 3 insurance firms each year.  

It is clear from Table 5.3 that average CEO remuneration varies across sectors. Relative 

to other sectors, CEOs in the ‘Bank & Finance’ sector are paid the most, with both the 

average and median CEO remuneration in this sector over the sample period being 

substantially higher. The pay levels for ‘Bank and Finance’ may reflect an 

internationally competitive market for CEOs in this sector.  

Table 5.3 shows that the increase in CEO remuneration over the sample period is not 

restricted to one or two sectors, but is observed across all: for instance, the average 

remuneration for CEOs in ‘Manufacturing’ increased by approximately 178% (from 

BDT 486,000 in 2000 to BDT 1,352,000 in 2011), and by 147% in the ‘Bank & 

Finance’ sector (from BDT 1,643,000 in 2000 to BDT 4,064,000 in 2011). 

 

  

                                                           
45 Industry sectors are classified as ‘Bank & Finance’, ‘Insurance’, ‘Manufacturing’ and ‘Other 

Industries’. Firms in the ‘Bank & Finance’ and ‘Insurance’ sectors are supervised by separate regulatory 
authorities, being the Central Bank and the Insurance Development and Regulatory Authority (IDRA). 
Firms supervised by the BSEC are classified as ‘Manufacturing’ (production-oriented) or ‘Other 
Industries’. 
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Table 5.3 Level of CEO Remuneration, CPI-adjusted, by Industry Sector, 2000 to 2011* 

FYR Obs Average 
Standard 
Deviation 

Median Min Q1 Q2 Max 
 

FYR Obs Average 
Standard 
Deviation 

Median Min Q1 Q2 Max 

Panel A: Bank & Finance 
 

Panel B: Insurance 
2000 18 1,643.2 1,285.4 1,321.9 115.5 881.2 2,154.2 5,483.5  2000 3 826.5 112.11 - 697.6 697.6 900.8 900.8 
2001 21 1,912.3 1,334.1 1,609.0 134.8 1,135.8 2,271.6 6,057.6  2001 3 538.3 125.77 - 445.3 445.3 681.4 681.4 
2002 22 2,210.9 1,398.6 1,893.3 224.1 1,352.4 2,524.4 7,032.4  2002 3 532.5 101.42 - 465.2 465.2 649.1 649.1 
2003 25 2,287.7 1,276.3 2,039.2 254.9 1,699.4 2,888.9 6,372.7 

 
2003 3 588.9 116.02 - 455.3 455.3 664.0 664.0 

2004 28 2,421.3 1,106.2 2,228.5 159.1 1,750.9 3,104.0 4,457.0 
 

2004 3 536.7 92.62 - 430.6 430.6 601.7 601.7 
2005 30 3,034.2 1,660.6 2,783.4 258.4 1,830.2 3,736.7 7,168.4 

 
2005 3 603.4 147.51 - 471.2 471.2 762.6 762.6 

2006 31 3,053.6 1,584.7 2,880.1 271.3 1,993.9 3,914.0 8,123.5  2006 3 643.9 145.83 - 558.3 558.3 812.3 812.3 
2007 42 3,023.0 1,626.5 2,978.0 247.2 1,779.9 3,696.8 7,530.6  2007 2 643.9 41.27 - 614.7 614.7 673.1 673.1 
2008 47 3,615.4 2,681.7 3,353.9 224.2 1,925.4 4,471.9 14,900.0  2008 3 724.6 35.86 - 683.2 683.2 745.3 745.3 
2009 48 3,453.7 1,511.9 3,259.2 21186 2,328.0 4,714.2 6,402.0 

 
2009 2 1,193.1 370.38 - 931.2 931.2 1,455.0 1,455.0 

2010 50 3,909.6 1,689.1 3,710.6 285.9 2,600.1 5,362.8 7,042.1 
 

2010 3 1,047.2 368.73 - 758.3 758.3 1,462.5 1,462.5 
2011 47 4,064.4 1,604.9 4,447.8 249.2 2,965.2 5,436.2 6,918.8 

 
2011 3 757.7 301.96 - 494.2 494.2 1,087.2 1,087.2 

Total 409 3,122.7 1,817.0 2,965.2 115.5 1,860.4 4,218.2 14,900.0  Total 34 708.1 248.16 - 430.6 558.3 762.6 1,462.5 

                   
Panel C: Manufacturing  Panel D: Other Industries 
2000 62 486.4 630.1 342.2 59.5 210.5 535.7 4,798.0 

 
2000 10 415.9 419.5 243.5 58.7 164.8 411.2 1,370.8 

2001 59 531.4 771.3 347.6 57.9 231.7 579.4 5,773.6 
 

2001 10 486.2 438.1 285.3 56.7 219.6 613.3 1,419.7 
2002 63 523.5 895.0 326.9 46.3 216.3 555.8 7,032.4 

 
2002 11 433.9 393.1 276.9 54.1 135.2 595.0 1,352.4 

2003 62 503.4 728.1 333.7 43.8 215.5 525.8 5,608.0  2003 12 502.2 560.0 310.9 50.9 236.7 515.3 2,124.2 
2004 65 486.6 677.1 333.1 41.1 207.3 517.3 5,332.5  2004 12 443.8 484.9 271.1 71.6 222.0 452.0 1,830.5 
2005 60 592.5 1,267.8 358.3 68.6 194.1 572.5 9,913.8  2005 11 549.2 607.5 369.1 183.0 228.8 503.3 2,287.8 
2006 61 661.8 1,492.0 410.5 54.7 228.1 601.8 11,800.0 

 
2006 11 613.6 749.1 364.9 177.2 222.7 487.4 2,732.4 

2007 59 770.9 2,014.4 427.9 51.3 220.2 784.6 15,700.0 
 

2007 11 705.2 979.4 427.9 164.3 206.9 599.1 3,559.9 
2008 55 685.4 1,144.7 414.5 46.9 225.2 683.2 8,074.3 

 
2008 12 920.0 1,150.4 483.7 161.5 210.9 993.7 3,912.9 

2009 43 770.1 1,433.7 430.5 43.1 227.2 717.6 9,312.0  2009 13 983.1 1,293.2 517.9 149.2 342.0 717.6 4,772.4 
2010 36 1,555.5 4,767.7 504.7 40.5 331.6 907.8 28,700.0  2010 13 1,053.0 1,075.6 595.8 163.5 393.7 1,950.1 3,846.0 
2011 38 1,352.5 3,314.8 455.3 37.3 296.5 988.4 19,800.0  2011 15 1,287.5 1,298.6 675.1 180.3 439.8 1,779.1 4,546.6 
Total 663 689.2 1,759.1 391.3 37.3 222.3 596.0 28,700.0  Total 141 727.1 901.8 393.7 50.9 226.2 683.2 4,772.4 
* Amounts are in thousands of BDT (Bangladeshi currency), restated to 2000 prices 
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5.3.2 Decision to Disclose 

As mentioned earlier, Bangladeshi firms typically have not complied fully with 

disclosure requirements in respect of the remuneration of their CEO and executive 

directors. A dichotomous variable (DRDIS) is used to indicate whether the firm 

discloses any executive remuneration information, coded as 1 when it discloses at least 

some information, and 0 when it discloses nothing.  

 

In Table 5.4, I present a summary of the number of firms that disclosed executive 

remuneration in their annual reports each year over the sample period. About 74% of 

the sample firms disclosed at least some information about executive directors’ 

remuneration during this period. The percentage of sample firms that disclosed this 

information ranged between 70% and 75% from 2000 to 2009, and increased to 77% in 

2010 and to 80% in 2011. The increase since 2008 could be a delayed reaction to the 

introduction of the CG guidelines in 2006 or a progressive response to continuing 

pressure to improve corporate financial reporting in Bangladesh since then. 

 

Panel B shows the percentage of disclosing firms by industry. The table shows that 

disclosure by firms in the banking, finance, ceramic, engineering, IT, paper & printing 

and tanning industries is more common than in others. Nearly all firms (about 99%) in 

the banking industry, and about 89% in the finance industry, disclosed executive 

directors’ remuneration, compared with disclosure rates of about 58%, 38% and 18% by 

firms in the cement, insurance, and travel and leisure industries. There was no 

disclosure by the only listed firm in telecommunications (listed on the DSE from 2009 

to 2011).  
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Table 5.4 Disclosure of Executive Directors’ Remuneration 

 
Panel A Disclosing Firms, by Year 

 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
All 

Years 

Sample size 205 212 223 226 231 235 240 249 258 228 209 196 2712 

Disclosing firms 150 154 164 166 172 170 170 181 185 170 161 157 2000 

% of total sample  73.2 72.6 73.5 73.5 74.5 72.3 70.8 72.7 71.7 74.6 77.0 80.1 73.8 

 
 
Panel B Disclosing Firms, by Industry 

 

  

B
an

ki
ng

 

Fi
na

nc
ia

l 

In
su

ra
nc

e 

C
em

en
t 

C
er

am
ic

 

En
gi

ne
er

in
g 

Fo
od

 

Fu
el

 &
 P

ow
er

 

IT
-S

ec
to

r 

Ju
te

 

M
is

ce
lla

ne
ou

s 

Pa
pe

r &
 

Pr
in

tin
g 

Ph
ar

m
ac

eu
tic

al
 

Se
rv

ic
e 

&
 

R
ea

l-e
st

at
e 

Ta
nn

er
y 

Te
le

co
m

m
u-

 
-n

ic
at

io
n 

Te
xt

ile
 

Tr
av

el
 a

nd
 

le
is

ur
e 

A
ll 

Sa
m

pl
e 

Sample size 295 131 327 78 51 241 370 84 52 38 140 73 266 47 86 3 419 11 2712 

Disclosing firms 293 116 124 46 46 198 230 65 44 27 102 66 192 38 73 0 338 2 2000 

%e of total sample  99.3 88.6 37.9 57.7 90.2 82.2 62.2 77.4 84.6 71.1 72.9 90.4 72.2 80.9 84.9 0.0 80.7 18.2 73.8 
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The percentage of disclosing firms from the fuel & power, jute, paper & printing, 

service & real-estate, and textile industries increased steadily over time (see Appendix 

D for details). Disclosure by firms in the banking and finance industries was much 

higher than in the other sectors and the percentage remained relatively constant during 

this time. Banks and finance companies are supervised by the Central Bank of 

Bangladesh, which may be a contributing reason for their greater disclosure. Insurance 

companies are also supervised by a regulator – the controller of insurance (Ministry of 

Commerce) until 2010 and the Insurance Development and Regulatory Authority 

(IDRA) since then. Unlike the banks, only a little more than one in three insurance firms 

disclosed their executive directors’ remuneration. This relatively low disclosure record 

by firms in the insurance industry may be somewhat surprising given the presence of a 

specialist insurance regulator. 

The form of remuneration disclosure also differs among firms. Some reported the 

remuneration of individual directors, while others reported total remuneration for all 

directors only. Approximately 62% of disclosing firms reported the remuneration paid 

to the CEO, 61% reported the remuneration paid to all executive directors (which 

include the CEO) and 24% disclosed remuneration for the CEO and executive directors 

as separate line items (see Appendix E). About 60% of disclosing firms also reported 

the separate elements of total remuneration.  

5.3.3 Disclosure Quality 

By the quality of the remuneration disclosure I mean the extent of disclosure; it is 

measured by a disclosure index (see Appendix E), which I developed from regulatory 

requirements and firms’ disclosure practices.46 The disclosure index comprises 26 items 

of information covering the CEO’s and executive directors’ remuneration. These items 

capture the extent of disclosure along the following dimensions: (i) general disclosure 

information, (ii) base salary, (iii) perquisites, (iv) bonuses, (v) retirement benefits, and 

(vi) share-based payments, of which there was none. The quality of remuneration 

disclosure is denoted as DRDSQ. 

 

                                                           
46 The CA (Schedule XI, Part-II) and The BSEC Rules (Section 4(i), Part II) require listed firms 

to disclose separately the full particulars of aggregate amounts paid to their executives for their services. 
The relevant rules do not provide any particular format for remuneration disclosure. As a result, the 
disclosure pattern differs widely among firms. 
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I chose to adopt an index that reflects the extent of disclosure of remuneration 

information for all executive directors, not just the CEO alone, because it more finely 

captures the variability of disclosure practices of Bangladeshi firms. Given my research 

questions focus on the extent to which corporate governance quality influences 

disclosure decisions, it would be more interesting, as well as more informative, to relate 

this to the disclosure of remuneration information beyond that for the CEO only.  
 

Information on the nature of the disclosure is obtained from annual reports of all 

sampled firms. Each element of the disclosure index is coded as 1 when the firm 

disclosed the information and 0 otherwise. The consideration is whether or not firms 

disclose particular information in their published annual report. One problem that arises 

is that ‘no data’ could mean either that form of remuneration is not used or it is used 

but not reported. I acknowledge this issue, but assume that every firm reports all the 

components I use in Appendix E to remunerate their executives and treat ‘no data’ as 

non-disclosure of information. After scoring all items, the scores are then added (the 

elements are unweighted) to derive an aggregate score for each company. The more the 

information provided the higher is the disclosure score and the better is the inferred 

disclosure quality. Firm-year disclosure quality is measured by the ratio of the total 

disclosure score relative to the maximum possible score. Disclosure quality is expressed 

in percentage form, and it ranges between 0 and 100: 

𝐷𝑅𝐷𝑆𝑄 = 100(∑ 𝐷𝑆𝑖

𝑛

𝑖=1

)/𝑛 

where D𝑆𝑖 is the disclosure score for item i (0 or 1) and n is the maximum possible 

score. This scoring system is, in principle, consistent with and Haniffa and Cooke 

(2002), Brown and Caylor (2006) and Akhtaruddin et al. (2009). 

The quality of the firms’ disclosure is summarised in Table 5.5, and one key 

observation is that disclosure quality has increased over time. Panel A shows the 

average disclosure score was 19% of the maximum possible score (standard deviation, 

14.09) in 2000, increasing to 23% (standard deviation, 14.66) in 2011. Firms in the 

financial, insurance, manufacturing and other sectors are shown separately in Panel A. 

As noted earlier, firms in the financial and insurance sectors are also regulated by 

separate primary regulators, and the BSEC allows these firms to follow the 

requirements of their primary regulator.  
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Table 5.5 Disclosure Quality  
Panel A by Sector 
  All Sectors 

 
Bank & Finance 

 
Insurance 

 
Manufacturing 

 
Other Industries 

FYR  
Disclosing 

firms 

Avg. 
score 
(%) 

SD 
 

Disclosing 
firms 

Avg. 
score 
(%) 

SD 
 

Disclosing 
firms 

Avg. 
score 
(%) 

SD 
 

Disclosing 
firms 

Avg. 
score 
(%) 

SD 
 

Disclosing 
firms 

Avg. 
score 
(%) 

SD 

2000 150 18.95 14.09 
 

18 8.55 3.63 
 

6 21.15 15.53 
 

112 20.05 14.31 
 

14 22.53 15.52 
2001 154 19.23 14.04 

 
21 13.19 11.19 

 
8 18.27 15.49 

 
110 19.90 14.07 

 
15 23.33 15.35 

2002 164 20.12 13.86 
 

22 19.23 13.89 
 

8 18.27 15.49 
 

116 20.29 13.79 
 

18 20.94 14.58 
2003 166 20.09 14.05 

 
25 20.62 14.21 

 
8 18.27 15.49 

 
115 20.00 14.00 

 
18 20.73 14.70 

2004 172 20.17 14.12 
 

28 21.43 13.86 
 

9 17.09 14.91 
 

116 19.96 14.20 
 

19 21.05 14.53 
2005 170 20.88 14.51 

 
30 21.79 14.37 

 
11 17.13 14.12 

 
109 20.47 14.56 

 
20 23.85 15.06 

2006 170 21.33 14.26 
 

31 22.33 13.60 
 

13 19.23 13.96 
 

104 20.60 14.56 
 

22 24.65 14.28 
2007 181 20.87 14.13 

 
42 19.78 13.71 

 
14 21.98 13.86 

 
101 20.56 14.37 

 
24 23.40 14.48 

2008 185 22.62 14.25 
 

47 24.47 13.64 
 

13 22.49 15.13 
 

100 21.12 14.44 
 

25 25.23 14.27 
2009 170 23.69 14.39 

 
48 26.28 13.40 

 
13 22.49 13.58 

 
85 21.95 15.00 

 
24 25.32 14.43 

2010 161 23.55 14.52 
 

50 26.54 13.58 
 

12 19.55 13.77 
 

73 21.92 15.03 
 

26 24.26 14.83 
2011 157 23.05 14.66 

 
47 26.68 13.85 

 
9 20.51 14.00 

 
75 20.97 15.19 

 
26 23.37 14.22 

All Yrs 2000 21.24 14.29 
 

409 22.34 13.95 
 

124 19.91 13.95 
 

1216 20.56 14.36 
 

251 23.40 14.39 
 
 

Panel B by Industry 
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Disclosing firms 293 116 124 46 46 198 230 65 44 27 102 66 192 38 73 338 2 2000 

Avg score (%) 24.21 17.64 19.91 31.52 27.68 28.17 15.97 26.80 13.02 19.80 24.66 14.45 23.12 27.02 22.34 16.19 7.69 21.24 

Standard deviation 14.32 11.78 13.95 7.68 18.01 17.33 10.24 13.15 4.08 15.92 15.51 10.08 16.55 15.60 9.63 11.34 0.00 14.29 

Minimum score 7.69 7.69 7.69 15.38 3.85 3.85 3.85 3.85 7.69 7.69 3.85 3.85 3.85 7.69 3.85 3.85 7.69 3.85 

Maximum score 50.00 46.15 46.15 42.31 53.85 61.54 42.31 46.15 23.08 42.31 50.00 30.77 53.85 50.00 42.31 42.31 7.69 61.54 
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Panel B presents disclosure practices disaggregated by industry. Firms in the cement, 

ceramic, engineering, service & real-estate and fuel & power industries have higher 

disclosure scores (about 32%, 28%, 28%, 27% and 27% respectively) than firms in 

paper & printing, travel and leisure, and IT. The highest average disclosure score (62%) 

is in engineering and the lowest (4%) is in ceramic, engineering, food, fuel & power, 

paper & printing, pharmaceutical, textile, and tanning. The time series of disclosure 

practices disaggregated by industry sector is presented in Appendix F, which shows that 

the disclosure score for the banking, fuel & power, paper & printing, and finance 

industries increases from 8% to 30% over the sample period; for other sectors, 

disclosure quality was relatively constant. 

5.4 Explanatory Variables 

5.4.1 Measuring Corporate Governance Quality (CGQ) 

As explained in Chapter 4, I use both a composite index (CGQ) and individual 

governance components to measure the quality of corporate governance.  

Composite index 

There is no generally available, standardised database of firms’ corporate governance 

practices in Bangladesh. In order to measure the overall governance quality, I adapted 

the CG index (see Appendix G) developed and used by Biswas (2012). His index 

comprises five broad sub-indexes: (i) ownership structure and investors’ rights; (ii) 

financial transparency and information disclosure in the annual report; (iii) board 

management structure and process; (iv) corporate responsibility and compliance; and (v) 

auditing.47 The governance index developed by Biswas (2012) is based on the legal and 

regulatory requirements (for example, the Companies Act 1994, and the BSEC’s CG 

guidelines of 2006),48 listed companies’ disclosure practices and an extensive review of 

                                                           
47 To quote Biswas (2012, p.62) “Ownership Structure and Investor Rights includes different 

aspects of ownership transparency, ownership concentration (if any), and shareholder rights. Financial 
Transparency and Information Disclosure in the Annual Report includes questions regarding the board‘s 
statement in the annual report in relation to requirements in the CG Guidelines, related party transactions, 
and other disclosures. Board and Management Structure and Process shows aspects of the composition 
and functioning of the board of directors, its sub-committees, board and executive remuneration, and the 
establishment and effectiveness of the internal control system. Corporate Responsibility and Compliance 
reports (on) questions relating to the company‘s performance with respect to its obligations to various 
stakeholders such as workers, employees, creditors, shareholders, government and society at large. 
Auditing deals with elements relating to auditor appointment and rotation, the boundaries of the auditor‘s 
activities, and the composition of fees paid to the auditors”. 

48 According to Beekes and Brown (2006, p.422) "corporate governance 'quality' increases as 
additional, common corporate governance standards are met... (F)irms with higher (governance) ratings 



 

118 
 

the CG literature. In relation to sub-index (ii) on disclosure, I exclude items on the 

disclosure of remuneration from the construction of the governance index to avoid 

introducing spurious correlation when estimating the relationship between CGQ and 

remuneration disclosure. My CGQ includes two internal governance measures not 

considered by Biswas (2012). These are (i) whether there are family members on the 

board and (ii) whether there is a female member on the board who is not a member of a 

controlling family. While appointing female members to a board has been argued to 

have a significant, beneficial effect on the board’s effectiveness – see for example 

Productivity Commission Inquiry Report No. 49 (2009) in Australia and the Higgs 

report (2003) in the UK, as well as some prior literature on board composition and 

effectiveness – I do distinguish between female directors who are not members of a 

controlling family and those who are (and thereby are likely to be less independent). 

That is, a board is presumed to be more effective when there is at least one female 

director who is unrelated to the controlling family. 

As with DRDSQ, each item in the governance checklist is coded as 1 or 0, indicating the 

presence or absence of that item. The scores for the items are added to derive an 

aggregate score for each company in the relevant year. Firm-year governance quality is 

measured by the ratio of the total governance score to the maximum possible score, and 

governance quality is expressed as a percentage, ranging between 0 and 100: 

𝐶𝐺𝑄 = 100(∑ 𝐺𝑆𝑖

𝑛

𝑖=1

)/𝑛 

where 𝐺𝑆𝑖 is the governance score for item i (0 or 1) and n is the maximum possible 

score. 

 

Individual governance components  

Individual governance components used in this study reflect the hypotheses developed 

in Chapter 4. The selection and measurement of these variables is influenced in part by 

the availability of data. The individual governance components relate to internal 

governance measures associated with board attributes that have been identified in the 

governance literature as potentially important indicators of the effectiveness of the 

firm’s governance arrangements. These attributes include: (i) board size, measured by 

the number of directors; (ii) whether the board includes at least one director who is 
                                                                                                                                                                          
(are described) as firms with higher corporate governance 'quality'." See also Lokman, Cotter and Mula 
(2009).  

file:///C:/Users/schowdhu/Desktop/Research%20Documents/Study%20Plan/Dataset/data%20available/Data/Writing_Draft_20140423/Chapter%20Five/suman_chapter%20five_comments%20&amp;%20responses_20141114_PB.docx%23_ENREF_12
file:///C:/Users/schowdhu/Desktop/Research%20Documents/Study%20Plan/Dataset/data%20available/Data/Writing_Draft_20140423/Chapter%20Five/suman_chapter%20five_comments%20&amp;%20responses_20141114_PB.docx%23_ENREF_12
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described as independent; (iii) whether a board member(s) belongs to a controlling 

family; (iv) whether there is at least one female board member who is not a member of a 

controlling family; (v) whether there is an interlocking director who does not sit, 

together with the CEO, on another listed company’s board; (vi) whether the same 

person is both CEO and board chair; (vii) the percentage of ordinary shares held by 

insiders (sponsors and directors); (viii) the existence of an audit committee; and (ix) the 

‘quality’ of the external audit firm, which is proxied by whether or not the firm’s 

auditor is affiliated with one of the ‘Big 5’ international auditing firms.  

 
External governance measures 

 
As my governance index includes only internal measures (i.e., items that are directly 

within the control of the board), as recommended by Brown, Beekes and Verhoeven 

(2011) I have also incorporated ‘external’ governance measures into my analysis. In my 

case these relate to ownership by institutions and by foreigners. 

 

To capture ownership by institutions, I use the percentage of outstanding shares owned 

by institutional investors, and for foreign ownership, I use two different measures. The 

first is whether the firm is formally connected with an overseas-domiciled parent or 

associated company (an indicator variable that captures the presence of foreign direct 

investment, or FDI) and the second is the percentage of outstanding shares owned by 

foreign portfolio investors (FPI). I also use the percentage of total foreign ownership 

(i.e. FDI plus FPI) in my robustness tests, in place of the two separate ownership 

measures.  

5.4.2 Other Explanatory Variables 

The hypothesized relationship between the dependent variables and CGQ is assessed 

assuming ceteris paribus. Additional variables that have been found in prior studies to 

be associated with remuneration and the disclosure decision and the extent of that 

disclosure are included in each of my models. They are the firm’s size, its financial 

performance (including whether it reports a loss for the year), its (financial) leverage, 

and its opportunities for future growth. 
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Firm size 

A number of measures have been used in prior literature for firm size, including market 

capitalisation, total assets, and total revenue. Following remuneration studies (e.g. 

Deckop 1988; Zhou 2000; John and Qian 2003; Merhebi et al. 2006; Matolcsy and 

Wright 2007, 2010) and studies on disclosure (Chen and Jaggi 2000; Cheng and 

Courtenay 2006; Ali, Chen and Radhakrishnan 2007; Lang and Maffett 2011), I use 

total assets, adjusted for inflation,49 to measure firm size. Due to the log-normal 

distribution of this variable, I employ the log transformation of firm size in my 

estimates.  

 

My robustness tests include the use of market capitalisation as an alternative measure of 

firm size to establish whether the conclusions reached from the use of total assets are 

robust. Market capitalisation is measured at the balance sheet date each year.  

 

Firm performance 

As with firm size, prior studies have used a number of variables to measure firm 

performance. These can be classified into two broad categories: accounting-based and 

market-based measures. Advocates of accounting-based measures, which include return 

on assets and return on equity, have generally argued that such numbers are more direct 

reflections of executive effort, whereas market-based measures, such as total 

shareholders’ return (TSR), can be influenced by factors that are beyond the executives’ 

control (Sloan 1993). The use of a market-based measure of performance would be 

ideally suited if the remuneration package were to include share-based payments, but 

they are not found in Bangladesh. In addition, I was not able to obtain within my time-

frame the data that would enable me to measure TSR accurately. Consequently I use the 

return on equity (ROE), measured as the ratio of net profit to total shareholders’ equity, 

as my primary proxy for firm performance.  

 

Another possible measure of performance, namely ROA, is included in my robustness 

tests. ROA is measured as the ratio of earnings before interest and taxes to total assets. 

 

  

                                                           
49 The adjustment for inflation is done in a similar manner to the remuneration data. 
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Incurrence of a loss 

In relation to remuneration, one would expect the CEO to be paid less in a loss-making 

year. With respect to disclosure, Singhvi and Desai (1971) and Chau and Gray (2010) 

argue firms that experience poor performance tend to disclose less information to cover 

up the reasons for losses or declining profits. I use a dummy variable to indicate 

whether the firm reported an accounting loss for the year. 

 

Leverage 

Financial leverage (as opposed to operating leverage, which is related to the degree of 

outsourcing of production) is often included in studies on executive remuneration 

(Yermack 2004; Cheng and Firth 2005; Cheung, Stouraitis and Wong 2005; Firth, Fung 

and Rui 2007; Wang and Xiao 2011) and on disclosure (Chen and Jaggi 2000; Bushee 

and Noe 2000; Ho and Wong 2001; Eng and Mak 2003; Yermack 2004; Barako, 

Hancock and Izan 2006; Clarkson, Van Bueren and Walker 2006; Akhtaruddin et al. 

2009; Chau and Gray 2010). Leverage is included in my models to capture the impact 

of monitoring by lenders. It is expected that lenders of a more highly levered firm 

would monitor the firm’s management more closely because of the higher level of risk.  

I measure leverage by the ratio of total liabilities to total assets, as reported on the firm’s 

balance sheet. 

 

Growth opportunities 

I use the ratio of the book value of equity to its market value to measure growth 

opportunities, with a lower ratio indicating more valuable opportunities. Again, this 

measure is chosen because of its frequent usage in prior studies, especially in studies of 

executive remuneration (Core and Larcker 2002; Cheung, Stouraitis and Wong 2005;  

Firth, Fung and Rui 2007; Croci, Gonenc and Ozkan 2012; Wang and Xiao 2011) and 

of corporate disclosure (Bushee and Noe 2000; Eng and Mak 2003; Clarkson, Van 

Bueren and Walker 2006; Ali, Chen and Radhakrishnan 2007; Chau and Gray 2010). 

5.4.3 Descriptive Statistics for the Explanatory Variables 

Descriptive statistics for the continuous explanatory variables for sample firms are 

shown in Table 5.6. CGQ ranges from a minimum of 4.11 to a maximum of 71.23, 

indicating that the best outcome was only 71% of the maximum possible score. The 

mean calculated over all firm-years is 31.08, the median is 29.78, and the standard 

deviation is 13.80 (Panel A). Panel B reveals an upward trend in the mean CGQ over 
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time. It increased from a score of 17.30% in 2000 to 44.51% in 2011, which amounts to 

157% over the sample period. The largest year-on-year percentage increases in mean 

CGQ were in 2005 and 2006, which are the years immediately before and immediately 

after the release of the CG guidelines. BdSize is slightly skewed, with mean 9.23 and 

median 7; the within-sample standard deviation is 5.91. On average about 43% of the 

shares of listed firms are held by OwnInsid (median 48%), suggesting significant 

control is held by the firm’s sponsors and directors. This contrasts with a mean of about 

15% of the shares being held by domestic institutional shareholders (median 11%) and 

3% by foreign portfolio investors (median 0%). These relatively small proportions, 

which changed relatively little over the sample period, indicate Bangladesh remained in 

the early stages of attracting significant amounts of foreign portfolio investment in 

particular. The proportion of foreign ownership (FDI plus FPI) was 4.5% in 2000 rising 

to 6.3% by 2011.  

Table 5.6 Descriptive Statistics for the Continuous Explanatory Variables 

Panel A: Count and Continuous Variables for the Overall Period 

Variable Obs Mean SD Median Min Q1 Q3 Max 

Corporate Governance Quality 

CGQ 2712 31.08 13.80 29.78 4.11 18.49 42.86 71.23 

Board Characteristics 

BdSize 2704 9.23 5.91 7 3 5 11 39 

Ownership Pattern 

OwnInsid 2670 42.96 19.66 48.00 0.00 34.00 50.00 99.16 

OwnInst 2687 14.53 14.16 11.00 0.00 0.00 23.72 71.57 

OwnForgPort 2682 2.58 9.03 0.00 0.00 0.00 0.00 78.51 

OwnForgn 2678 5.01 15.60 0.00 0.00 0.00 0.00 95.00 

Firm Characteristics 

LnAssets 2712 20.28 1.95 19.91 16.79 19.00 21.34 24.61 

LnMktCap 2604 19.30 2.12 19.17 15.30 17.76 20.84 23.49 

Liab2Assets 2712 0.71 0.40 0.65 0.12 0.46 0.90 2.26 

ROE 2707 0.09 0.17 0.08 -0.43 0.02 0.17 0.48 

ROA 2712 0.05 0.07 0.04 -0.12 0.02 0.09 0.24 

Book2Mkt 2604 0.76 2.10 0.62 -7.47 0.26 1.46 5.99 
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Panel B: Means of the Continuous Explanatory Variables, by Year 

Variable 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Corporate Governance Quality 
CGQ 17.30 18.31 19.05 19.81 20.49 26.01 35.56 40.14 42.17 43.29 44.47 44.51 
Board Characteristics 
BdSize 8.41 8.4 8.53 8.88 8.94 9.16 9.4 9.49 9.38 9.89 10.51 9.76 
Ownership Pattern 

OwnInsid 44.30 44.79 44.65 44.39 43.84 43.68 42.66 42.66 42.1 41.98 40.51 40.03 
OwnInst 14.16 14.14 14.77 14.84 15.07 14.12 15.2 14.84 14.17 13.38 14.84 14.92 
OwnForgnPort 2.69 3.11 2.99 2.87 2.48 1.87 2.47 2.62 2.77 2.67 2.29 2.06 
OwnForgn 4.53 4.89 4.74 4.89 4.47 4.22 4.75 4.68 4.97 5.80 6.07 6.28 
Firm Characteristics 

LnAssets 19.91 19.91 19.87 19.91 19.92 20.03 20.14 20.28 20.41 20.69 20.10 21.22 
LnMktCap 18.50 18.46 18.43 18.48 18.66 18.57 18.69 19.17 19.64 20.50 21.44 21.08 
Liab2Assets 0.73 0.73 0.71 0.72 0.75 0.75 0.74 0.74 0.75 0.69 0.62 0.62 
ROE 0.09 0.09 0.06 0.05 0.06 0.07 0.06 0.07 0.08 0.12 0.16 0.13 
ROA 0.05 0.05 0.04 0.04 0.04 0.04 0.04 0.05 0.05 0.07 0.08 0.07 
Book2Mkt 0.86 0.88 1.06 1.09 0.81 1.07 1.05 0.78 0.37 0.34 0.31 0.49 
See Appendix H for the definitions of the variables. Descriptive statistics are based on winsorised values 

 

Table 5.7 presents the time-series for the categorical variables over the study period. 

Some board characteristics, such as the presence of independent directors (BdIndir) on 

the board and the presence of an audit committee (AudCom), changed substantially (and 

progressively) after the guidelines were issued in early 2006. In 2000 only one firm had 

appointed an independent director and two firms had established an audit committee, 

but by 2011 the percentages had risen to 81% and 87% of firms respectively. The 

proportion of firms with a female director (BdFeml) and with a Big5 auditor (Big5) 

increased from 18% to 32%, and from 29% to 39%, respectively over this period.  
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Table 5.7 Means of the Categorical Variables, by Year 

FYR   2000   2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 
All  
Yrs 

Board Characteristics 
BdIndir 0.005 0.005 0.004 0.009 0.013 0.085 0.304 0.506 0.628 0.711 0.789 0.806 0.322 
BdFamly 0.556 0.566 0.570 0.558 0.554 0.515 0.500 0.478 0.488 0.461 0.493 0.485 0.518 
BdFeml 0.180 0.184 0.197 0.195 0.203 0.230 0.246 0.253 0.260 0.316 0.325 0.321 0.243 
BdCross 0.353 0.351 0.338 0.342 0.357 0.406 0.439 0.460 0.477 0.557 0.560 0.607 0.437 
Duality 0.433 0.438 0.407 0.384 0.380 0.343 0.282 0.226 0.174 0.123 0.105 0.092 0.281 
Overseas-domiciled Associated Firm 
Mnco 0.029 0.028 0.027 0.031 0.030 0.034 0.033 0.028 0.031 0.043 0.053 0.051 0.034 
Audit Committee 
AudCom 0.010 0.005 0.009 0.018 0.035 0.140 0.479 0.671 0.709 0.794 0.833 0.867 0.381 
External Auditor 
Big5 0.292 0.325 0.314 0.336 0.316 0.319 0.272 0.305 0.332 0.311 0.380 0.388 0.323 
Incurrence of Loss 
Loss 0.254 0.217 0.251 0.288 0.303 0.247 0.263 0.233 0.198 0.114 0.043 0.066 0.209 
See Appendix H for the definitions of the variables.  

5.4.4 Bivariate Relationships 

Table 5.8 explores the bivariate relationship among variables used for this study. Panel 

A contains Pearson’s pair-wise correlation coefficients for the continuous variables. 

While they may indicate potential problems from multicollinearity, we need to keep in 

mind that correlation that arises in multivariate data analysis can remain undetected in 

bivariate correlations. As a rule of thumb, multicollinearity becomes a potential 

statistical problem when the correlation exceeds 0.80 (Gujarati 2003, p.359). The matrix 

shows that the highest correlation coefficient between CGQ and another continuous 

variable is 0.58 with LnMktCap (significant at the 5% level). Apart from this, there is 

little reason to expect substantial multicollinearity related to the CGQ variable. The two 

measures for size, LnAssets and LnMktCap, are highly correlated (0.83); ROE and ROA, 

the two proxies for firm performance, are positively correlated at just over 0.47. These 

correlations will, naturally, have a bearing on robustness tests using these alternative 

proxies. 
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Table 5.8 Bivariate Relationships 

 

  

 
CEOPay DRDSQ CGQ BdSize OwnInsid OwnInst 

OwnForgn 

Port 
OwnForgn LnAssets LnMktCap Liab2Assets ROE ROA Book2Mkt 

Panel A: Product-moment Correlations between the Continuous Variables 

DRDSQ 0.229*  
           

 

CGQ 0.521* 0.250*             

BdSize 0.466* -0.022 0.066* 
          

 

OwnInsid 0.079* 0.010 0.001 0.006 
         

 

OwnInst -0.034 0.065* 0.024 -0.073* -0.188* 
        

 

OwnForgnPort 0.210* 0.079* 0.106* 0.006 -0.068* -0.026 
       

 

OwnForgn 0.302* 0.228* 0.186* -0.056* 0.210* -0.069* 0.563* 
      

 

LnAssets 0.747* 0.250* 0.417* 0.282* -0.093* -0.099* 0.177* 0.175* 
     

 

LnMktCap 0.742* 0.288* 0.579* 0.281* -0.034 -0.083* 0.168* 0.288* 0.832* 
    

 

Liab2Assets 0.067* -0.044* -0.085* -0.018 -0.070* -0.054 0.0001 -0.086* 0.041* -0.154* 
   

 

ROE 0.417* 0.189* 0.208* 0.156* 0.044* -0.028 0.097* 0.205* 0.296* 0.427* 0.052* 
  

 

ROA 0.100* 0.195* 0.236* 0.019 0.132* 0.028 0.067* 0.290* 0.089* 0.364* -0.376* 0.472* 
 

 

Book2Mkt -0.014 0.006 -0.068* -0.018 0.057* 0.082* -0.002 -0.038 0.037 -0.051* -0.679* -0.229* 0.077* 1.000 

               

Panel B: Point-biserial Correlations between the Continuous and Categorical Variables 

BdIndir 0.235* 0.138* 0.692* 0.042* -0.003 0.051* 0.044* 0.116* 0.133* 0.312* -0.087 0.091* 0.132* -0.069* 
BdFamly -0.264* -0.054* -0.091* 0.262* 0.060* 0.109* -0.117* -0.218* -0.168* -0.183* -0.081* -0.153* -0.041* 0.106* 

BdFeml 0.220* -0.028* 0.114* -0.317* 0.001 0.017 0.040* 0.002* 0.079* 0.121* 0.009 0.126* 0.072* 0.053* 
BdCross 0.220* 0.113* 0.192* 0.183* -0.067* 0.013 0.031 0.067* 0.210* 0.226* 0.025* 0.074* 0.055* -0.04* 
Duality -0.246* -0.093* -0.270* -0.307* 0.071* 0.027* -0.085* -0.110* -0.267* -0.356* 0.033* -0.177* -0.115* 0.086* 
Mnco 0.213* 0.213* 0.140* -0.076* 0.284* -0.061* -0.018* 0.796* 0.090* 0.228* -0.106* 0.177* 0.297* -0.041* 
AudCom 0.416* 0.199* 0.811* 0.043* -0.001 0.013 0.073* 0.125* 0.307* 0.448* -0.048* 0.167* 0.162* -0.083* 
Big5 0.512* 0.237* 0.254* 0.050* 0.044* -0.029 0.219* 0.333* 0.425* 0.428* 0.002* 0.225* 0.188* -0.011 
Loss -0.323* -0.193* -0.268* -0.252* -0.022 -2E-04 -0.013 -0.049* -0.296* -0.461* 0.309* -0.423* -0.605* -0.096* 
Continued next page 
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Panel C: Phi Correlations between the Categorical Variables 
  DRDIS BdIndir BdFamly BdFeml BdCross Duality Mnco AudCom Big5 
BdIndir 0.079* 

        
BdFamly 0.110* 0.015 

       
BdFeml 0.114* 0.078* 0.585*       
BdCross 0.092* 0.141* 0.135* 0.124*      
Duality 0.048* 0.216* 0.223* 0.180* 0.226*     
Mnco 0.044* 0.102* 0.184* 0.046* 0.069* 0.069*    
AudCom 0.120* 0.706* 0.040* 0.067* 0.158* 0.238* 0.094*   
Big5 0.128* 0.046* 0.164* 0.028 0.044* 0.103* 0.256* 0.145* 

 
Loss 0.109* 0.158* 0.058* 0.127* 0.152* 0.201* 0.052* 0.200* 0.153* 
See Appendix H for the definitions of the variables. Correlation coefficients significant at the 5% level or better (two-tailed test) are 

denoted by *. 
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Panel B presents the point-biserial correlation between a continuous variable and a 

dummy variable. It shows that the correlations between CGQ and BdIndir, CGQ and 

AudCom, and OwnForgn and Mnco are high, namely 0.692, 0.811 and 0.796 

respectively. CGQ, BdIndir and AudCom reflect a firm’s governance quality, hence they 

are expected to be positively correlated with the index. Similarly, OwnForgn and Mnco 

are positively correlated because both measure foreign investment in the firm.  

The relationships among categorical variables, summarised by their phi correlation, are 

presented in Panel C. BdIndir and AudCom are both highly correlated (the coefficient is 

0.706) because both became more common in Bangladesh following the introduction of 

CG guidelines in 2006. For this reason I use them in separate models when estimating 

my main results, which are reported in Chapter 6.  

The possibility of substantial multicollinearity is further investigated by a VIF 

(Variance Inflation Factor) test in the multivariate analysis reported in later sections of 

my thesis. 

5.5 Models Fitted 

5.5.1 CEO Remuneration 

In Chapter 4, I presented a series of hypotheses on the relationship between overall and 

individual measures of corporate governance quality and (i) the level of CEO 

remuneration and (ii) the sensitivity of pay-for-performance relationships. My main 

hypothesis is that firms with high quality governance are able to restrict excessive CEO 

pay levels, and are more likely to tie remuneration levels to reflect firm performance. 

My first step is to estimate a model that explains ‘expected remuneration’ (before 

considering CGQ), and this model includes explanatory variables commonly found in 

prior studies. I present this model in Table 5.9, as well as the models used to test the 

hypotheses in Chapter 4, along with the expected signs of the coefficients should the 

hypotheses be supported.  
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Table 5.9 Models for CEO Remuneration 

  
Hypothesis 

Number 

Expected 

Remuneration 

(expected 

sign) 

Overall 

Governance 

Measure 

(expected sign) 

Individual 

governance 

measures  

(expected sign) 

  
  

Model 1 Model 2 Model 3 Model 4 

Dependent Variable 
 

CEOPay 
  

√ √ √ √ 

  Primary Variables 

Overall Governance Measure     

CGQ H1a 
 

(-) (-) 
  

Internal Governance Components 

BdSize H2 
   

(+) (+) 

BdIndir H3a 
   

(-) 
 

Duality H4a 
   

(+) (+) 

BdCross H5a 
   

(-) (-) 

BdFamly H6a 
   

(+) (+) 

BdFeml H7a 
   

(-) (-) 

OwnInsid H8a 
   

(+) (+) 

Outside Ownership 

OwnInst H9a 
 

(-) (-) (-) (-) 

Foreign Ownership: H10a 
     

Mnco 
  

(+) (+) (+) (+) 

OwnForgnPort 
  

(+) (+) (+) (+) 

       Governance*ROE 

CGQ_I*ROE H1b 
 

(+) (+) 
  

BdSize_I*ROE 
    

(-) (-) 

BdIndir*ROE H3b 
   

(+) 
 

Duality*ROE H4b 
   

(-) (-) 

BdCross*ROE H5b 
   

(+) (+) 

BdFamly*ROE H6b 
   

(-) (-) 

BdFeml*ROE H7b 
   

(+) (+) 

OwnInsid_I*ROE H8b 
   

(-) (-) 

OwnInst_I*ROE H2b 
 

(+) (+) (+) (+) 

Foreign Ownership*ROE: H10b 
     

Mnco*ROE 
  

(+) (+) (+) (+) 

OwnForgnPort_I*ROE 
  

(+) (+) (+) (+) 

       Post2005 and Interactions       

Post2005 
   

? 
 

? 

Post2005*CGQ 
   

? 
  

Post2005*BdSize 
     

? 

Post2005*Duality 
     

? 

Post2005*BdCross 
     

? 

Post2005*BdFamly 
     

? 

Post2005*BdFeml 
     

? 

Post2005*OwnInsid 
     

? 

Post2005*OwnInst 
   

? 
 

? 

Post2005*Foreign Ownership:       

Post2005*Mnco 
   

? 
 

? 

Post2005*OwnForgnPort 
   

? 
 

? 

       Other Explanatory Variables 

LnAssets 
 

(+) (+) (+) (+) (+) 

Liab2Assets  ? ? ? ? ? 

ROE 
 

(+) (+) (+) (+) (+) 

Book2Mkt 
 

(-) (-) (-) (-) (-) 

Loss 
 

(-) (-) (-) (-) (-) 

       

Sector Dummy   Yes Yes Yes Yes Yes 
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Model 1 is specified with overall governance quality (measured by a CG index) as the 

principal explanatory variable. As noted earlier, as the CG index includes only internal 

governance components, I also include external governance measures in the model. 

These relate to institutional ownership and foreign ownership. Model 2 includes the 

post-2005 dummy (=1) for observations after 2005 (=0 otherwise), and its interaction 

terms with the CG and each of the ownership variables to test whether the relationship 

between firms’ governance quality on CEO remuneration changes after the introduction 

of the Guidelines. Model 3 replaces the overall governance quality with the individual 

governance components identified earlier, and Model 4 replicates Model 2 using 

individual governance components. Because of the high correlation between the post-

2005 dummy and the variable BdIndDir, I had to exclude the latter from Model 4. 

 

Governance variables are lagged by one year to attenuate endogeneity (see later 

discussion), consistent with Conyon (2014).  

 

Because I use panel data, I include industry sector indicator variables in the regression 

models to absorb sector fixed effects and, following Petersen (2009), clustered standard 

errors by firm are reported to allow for serial correlation within a firm. In models fitted 

by OLS, the continuous explanatory variables are standardised to a mean of zero and 

standard deviation of one, for ease of interpretation of the estimated coefficients. 

Categorical and interacted explanatory variables are mean-centred for the same reason. 

Because of the presence of extreme values for a number of explanatory variables other 

than the governance measures – in particular, inflation-adjusted total assets, inflation-

adjusted market capitalisation, the ratio of total liabilities to total assets, the rate of 

return on equity and on total assets, and the book-to-market ratio – I have capped 

(winsorised) their values at the top and bottom 2.5 percent of the distribution to limit 

their influence. The reasons for these extreme values are not clear, and could potentially 

be important. Consequently, results without winsorising are included in my robustness 

tests. 

 

Since my data on the CEO’s remuneration are collected from firms that choose to 

disclose information on remuneration in their annual reports, statistical analysis based 

on such a non-random sample can lead to erroneous conclusions for listed firms 
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generally. Hence, in addition to the multivariate regression models, I report estimates 

after applying the Heckman (1979) correction50 to overcome this self-selection bias. 

5.5.2 Disclosure Practices 

My disclosure hypotheses stipulate how the quality of corporate governance will affect 

(1) the likelihood, and (2) the quality (extent) of disclosure of directors’ remuneration. I 

estimate the model for the likelihood of disclosure by fitting logit models, with the 

dependent variable taking the value of 1 if the firm discloses executive remuneration in 

any form and 0 otherwise. The model for the quality of disclosure, a continuous 

variable, is estimated by fitting multivariate regression models.  

The models estimated are shown in Table 5.10. Panel A shows the model for the 

‘Disclosure Decision’, and Panel B for ‘Disclosure Quality’. Models 1 and 2 are 

specified with overall governance quality as the principal explanatory variable, with the 

post-2005 dummy and interaction terms added to test for the impact of the introduction 

of the 2006 CG Guidelines. Models 3, 4 and 5 replace overall governance quality with 

the individual governance components identified earlier. The control variables are 

proxies for firm size, financial leverage, profitability, whether the firm made a loss that 

year, growth opportunities, and the sector to which the firm belongs.  

As with the remuneration regressions, I have included lagged governance variables, and 

sector fixed effects. 

 

 

 

 

 

                                                           
50 Heckman’s method is a two-step approach to correct for selection bias. I first estimate the 

selection equation and predict whether or not each firm discloses remuneration that year; and then I 
include a transformation of the predicted value as an explanatory variable in the remuneration regression. 
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Table 5.10 Models for Disclosure of Executive Directors’ Remuneration 

    Panel A: Disclosure Decision Panel B: Disclosure Quality 

 

Hypothesis 

 Number 

Overall Governance  

Measure 

 (expected sign) 

Individual Governance  

Measure  

(expected sign) 

Overall Governance  

Measure 

 (expected sign) 

Individual Governance  

Measure  

(expected sign) 

    Model 1 Model 2 Model 3 Model 4 Model 5 Model 1 Model 2 Model 3 Model 4 Model 5 

Dependent variables 

Disclosure Decision 
 

√ √ √ √ √      

Disclosure Quality 
      

√ √ √ √ √ 

            Primary Variables 

Overall Governance Measure 
          

CGQ H11 (+) (+) 
   

(+) (+) 
   

            Internal Governance Components 

BdSize H12 
  

(-) (-) (-) 
  

(-) (-) (-) 

BdIndir H13 
  

(+) 
    

(+) 
  

Duality H14 
  

(-) (-) (-) 
  

(-) (-) (-) 

BdCross H15 
  

(+) (+) (+) 
  

(+) (+) (+) 

BdFamly H16 
  

(-) (-) (-) 
  

(-) (-) (-) 

BdFeml H17 
  

(+) (+) (+) 
  

(+) (+) (+) 

OwnInsid H18 
  

(-) (-) (-) 
  

(-) (-) (-) 

            Outside Ownership 
     

OwnInst H19 (+) (+) (+) (+) (+) (+) (+) (+) (+) (+) 

Foreign Ownership: H20 
          

Mnco 
 

(+) (+) (+) (+) (+) (+) (+) (+) (+) (+) 

OwnForgnPort 
 

(+) (+) (+) (+) (+) (+) (+) (+) (+) (+) 

            Auditing Arrangements 

AudCom H21 
   

(+) 
    

(+) 
 

Big5 H22 
  

(+) (+) (+) 
  

(+) (+) (+) 
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Table 5.10 (continued) 

  Panel A: Disclosure Decision Panel B: Disclosure Quality 

 
Hypothesis 

 Number 

Overall Governance 

Measure 

 (expected sign) 

Individual Governance 

Measure  

(expected sign) 

Overall Governance 

Measure 

 (expected sign) 

Individual Governance 

Measure  

(expected sign) 

  Model 1 Model 2 Model 3 Model 4 Model 5 Model 1 Model 2 Model 3 Model 4 Model 5 

Post2005 and Interactions 

Post2005   ?   ?  ?   ? 

Post2005*CGQ   ?     ?    

Post2005*BdSize 
     

? 
    

? 

Post2005*Duality 
     

? 
    

? 

Post2005*BdCross 
     

? 
    

? 

Post2005*BdFamly 
     

? 
    

? 

Post2005*BdFeml 
     

? 
    

? 

Post2005*Big5 
     

? 
    

? 

Post2005*OwnInsid 
     

? 
    

? 

Post2005*OwnInst 
  

? 
  

? 
 

? 
  

? 

Post2005*Foreign Ownership: 

Post2005*Mnco 
  

? 
  

? 
 

? 
  

? 

Post2005*OwnForgnPort 
  

? 
  

? 
 

? 
  

? 

            
Other Explanatory Variables 

LnAssets 

 

(+) (+) (+) (+) (+) (+) (+) (+) (+) (+) 

Liab2Assets  ? ? ? ? ? ? ? ? ? ? 

ROE 

 

(+) (+) (+) (+) (+) (+) (+) (+) (+) (+) 

Book2Mkt 

 

(-) (-) (-) (-) (-) (-) (-) (-) (-) (-) 

Loss 

 

(-) (-) (-) (-) (-) (-) (-) (-) (-) (-) 

 
 

          
Sector Dummy   Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 
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5.5.3 Robustness Tests 

As mentioned above, I conduct a series of robustness tests and they are discussed in 

Chapter 7. In summary, my robustness tests involve the use of (i) the raw (not 

winsorised) data; (ii) rank transformations of CGQ and disclosure quality; (iii) a dummy 

variable to capture governance quality, in which CGQ scores not less than the third 

quartile are classified as ‘high quality’; (iii) total foreign ownership, measured by the 

percentage of shares classified as FDI and FPI; (iv) market capitalisation as a measure 

of firm size; and (v) ROA as a measure of profitability. For the remuneration study, I 

also estimate a model that regresses the change in remuneration on changes in the 

explanatory variables. The robustness checks include replicating models used in some 

prior studies that estimated the relationship between CEO remuneration and corporate 

governance. 

 

The definitions of the variables used in my analysis, including those used in my 

robustness tests, are summarised in Appendix H. 

5.5.4 Addressing Endogeneity 

Endogeneity can be a source of concern in CG studies of cause and effect relationships 

between CG and firm outcomes (Brown, Beekes and Verhoeven 2011). The potential 

for an endogeneity problem in CEO remuneration and disclosure models, specifically, 

has been raised in several earlier studies. For instance, Guest (2010) discusses the 

possibility that board structure and executive pay are jointly determined, perhaps by 

some unobservable firm specific variable. Chau and Gray (2010) and Gul and Leung 

(2004) indicate firms’ governance structure and disclosure decisions are endogenously 

determined. Gul and Leung (2004) also observe that the appointment of additional 

independent directors to the board can affect a firm’s disclosure decisions; likewise it is 

possible that a firm with a restrictive disclosure strategy (say for competitive reasons) 

would prefer to appoint fewer independent directors, to limit information leakage. These 

issues are relevant to my study and could give rise to endogeneity concerns. 

A number of methods have been employed to deal with endogeneity. They include fixed 

effects estimation, an instrumental variable (IV) approach (2SLS, 3SLS and system 

GMM), and the use of lagged variables. Fixed effects estimation identifies results based 

on within-firm variation, but it would be impractical to use this approach for CG studies 
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in the presence of ‘stickiness’ in CG measures.51 The instrumental variable approach has 

also been used to resolve simultaneous causality and unobserved heterogeneity bias 

(Larcker and Rusticus 2010), the main potential sources of endogeneity in my study, 

and is adopted in Chapter 7. One example is Beekes, Brown and Zhang (2015), who 

investigate the relationship between CG and disclosures by listed companies in 

Australia. They use two instruments: average industrial sector level of CG, and the 

average year level of CG. However, when they apply a standard Hansen J-test they find 

the instruments are not reliable, so they rely on OLS estimates. Among other studies, 

Gul and Leung (2004) investigate the relationship between a firm’s disclosure quality 

(DSCORE) and a governance measure, namely the proportion of independent and 

experienced non-executive directors on the board (PENED), using Hong Kong data and 

2SLS. The coefficient on PENED is found to be negative and significant at the 1% 

level, implying that increased monitoring by independent and experienced outside 

directors is a substitute for greater voluntary disclosure. Chau and Gray (2010) likewise 

use a 2SLS model of the association between a firm’s disclosure level (DISCLO) and a 

governance measure, in their case, the proportion of independent directors on the board 

(INDIR). In the first stage they regress INDIR on a set of variables said to be exogenous 

and in the second stage they regress DISCLO on the predicted value of INDIR derived 

from the first stage. But the results of the second stage produce results similar to OLS, 

namely a positive relationship between governance quality and the level of disclosure in 

Hong Kong. Against this background, I adopt the approach recommended by Larcker 

and Rusticus (2010) to explore, via 2SLS, the use of instrumental variables as a means 

of mitigating possible endogeneity between the quality of the firm’s corporate 

governance and (1) the level of CEO pay, (2) the ‘in principle’ decision to disclose any 

information on executive directors’ remuneration, and (3) the ‘quality’ (extent) of that 

disclosure.  

The ideal instrument affects the dependent variable in one way and in one direction 

(Angrist and Krueger 2001; Reeb, Sakakibara and Mahmood 2012). An additional 

requirement for a valid instrument is that it is not ‘weak’; that it has substantial 

explanatory power for what is believed to be the exogenous part of the explanatory 

                                                           
51 Biswas (2012) notes that stickiness in governance practices is not uncommon in Bangladesh, 

as in other countries. 



 
 

135 
 

variable of concern.52 I identify three potentially useful instruments: (i) the firm’s listing 

age (ListAge), which is the log of the number of years the firm had been traded on a 

stock exchange in Bangladesh; (ii) the median value of CGQ of all other firms in this 

firm’s sector this year; and (iii) a 0/1 binary variable that indicates whether the relevant 

financial year began before or after the issuance of the CG code in February 2006. 

Consistent with Klein, Shapiro and Young (2005), I assume a firm with a longer history 

in trading on an exchange is more likely to accept higher governance standards. 

Variation across firms in their listing dates ensures that the number of years since listing 

is more than just a time trend variable in my data panel. For my second instrument, I 

make the same assumption as others have made (e.g. Beekes, Brown and Zhang 2015), 

namely that the median governance quality of other firms in the same industrial sector is 

a benchmark for a firm in that sector (it makes no difference whether I use the mean or 

the median to measure central tendency). My third instrument acknowledges the 

exogenous shock to corporate governance standards when the guidelines were 

established in February 2006. 

However, the IV approach is no panacea. As Brown, Beekes and Verhoeven (2011, 

p.109) caution, it 

does not directly solve the estimation problem but rather refocuses discussion 
from the possibility of endogeneity of CG to the validity of (the) set of feasible 
instruments for CG. Because the latter is prone to be ambiguous, unless there is 
better theory, the effectiveness of the IV’s approach is likely to remain 
contentious. 

 

5.6 Conclusion 

In this chapter I have provided an overview of my data collection process, which 

resulted in a final sample of 2,712 firm-year observations, or approximately 92% of the 

total number of listed firm-years. The primary data were collected from a variety of 

sources: published annual reports, prospectuses, the BSEC and DSE libraries, and DSE 

monthly reviews. These data were supplemented by data that were generously made 

available to me by Pallab Biswas.  

                                                           
52 Murray (2006) discusses the implications of using invalid instruments. Other helpful 

discussion is contained in Larcker and Rusticus (2010), Brown, Beekes and Verhoeven (2011) and Bascle 
(2008). 
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In this chapter, I have also introduced the models used in testing the hypotheses 

developed in Chapter 4 relating to the level (amount) of the CEO’s annual remuneration 

(CEOPay), whether the firm chose to disclose the remuneration (DRDIS), and the 

quality or level of detail of the firm’s remuneration disclosure (DRDSQ). The test 

variables include both a CG index and several individual CG components, while the 

control variables include the firm’s size, its financial performance (including whether it 

reported a loss that year), its growth opportunities and financial leverage, and the sector 

in which it operates. The measurement of the variables employed in the various models, 

and their descriptive statistics, are also described in this chapter. 

The principal results from fitting the models described here are reported in the next 

chapter, and while the results of a series of robustness tests are reported in Chapter 7.
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Chapter Six : Principal Results 

6.1 Introduction 

In Chapter 6, I present and analyse the empirical findings of this study. It begins with 

the primary results from testing hypotheses emanating from the first two research 

questions on whether corporate governance quality has any influence on the level of 

CEO remuneration, and its sensitivity to firm performance. This is followed by a 

discussion of the results on testing hypotheses relating to the third and fourth research 

questions, whether a firm’s decision to disclose information on executive directors’ 

remuneration, and the extent of that disclosure, have any relationship with governance 

quality. The findings are based on a sample of companies listed on the Dhaka Stock 

Exchange (DSE) over the 12-year period from 2000 to 2011. I use both composite and 

individual governance measures in my tests. 

As discussed in Chapter 5, my analysis of the level of remuneration paid by 

Bangladeshi companies is for the sub-sample of firms that chose to disclose information 

on remuneration in a particular year, and about 46% (1,247 firm-years) did so. Since 

CEO remuneration data are not collected randomly, as explained in Chapter 5 there is a 

potential selection bias and the estimation of the regression could lead to erroneous 

conclusions. Hence, in the CEO remuneration study, I also report the results based on 

the application of the Heckman (1979) correction that addresses this potential problem. 

The remainder of this chapter is structured as follows. In Section 6.2, I present and 

discuss the primary results of tests on CEO remuneration; this is followed in Section 6.3 

by the primary results of tests on remuneration disclosure practices. In Section 6.4, I 

conclude with a summary. Robustness tests are deferred to Chapter 7. 

6.2 CEO Remuneration 

In this section, I discuss the results of the tests of my hypotheses developed in Chapter 4 

on the relationship between corporate governance quality and both the level of the 

CEO’s pay and its sensitivity to the firm’s financial performance.  

My main hypothesis is that firms with high quality governance are able to restrict 

‘excessive’ CEO pay levels, and the CEO’s pay is likely to be more sensitive to the 

firm’s financial performance. As an initial step, I estimate a model based on the well-
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established firm variables, other than corporate governance, that explain the level of 

CEO remuneration. These variables include the firm’s size, leverage, financial 

performance (including whether it incurs a loss in that year), growth opportunities, and 

the sector in which it operates. This model can be interpreted as explaining the 

‘expected’ level of CEO remuneration for a firm before we take account of inter-firm 

variation in governance.  

Table 6.1 shows the results of this model. Panel A reports the OLS regression results 

and Panel B reports the results using the Heckman correction method.53 The table shows 

that the models are significant overall (F=58.00, p=0.000 in Panel A; Wald 2=330.41, 

p=0.000 in Panel B). The explanatory power (𝑅2) of the model (Panel A) indicates that 

the explanatory variables account for a little more than 60% of the variation in CEO 

remuneration.  

Firm size (LnAssets) is one of the most important variables in explaining CEO 

remuneration, which is consistent with prior studies such as Kostiuk (1990), Izan, Sidhu 

and Taylor (1998), Zhou (2000), Cheung, Stouraitis and Wong (2005), Firth, Fung and 

Rui (2006), Merhebi et al. (2006) and Ozkan (2011). To quote Firth, Tam and Tang 

(1999, p.619), “Chief Executive Officers... have more scope to exercise their ‘skills’ in 

a large company. Although they may be rewarded for performance, such performance 

may manifest itself more easily in a large company.” To be specific, according to the 

point estimates in Table 6.1 the marginal effect of a one standard deviation increase in 

the log of the firm’s total assets (adjusted via the CPI to their value at the end of January 

2000) is to increase the log of inflation-adjusted CEO pay by around 0.5 (0.53 

according to the OLS model, 0.45 after the Heckman adjustment). Evaluated at the 

means of the variables calculated from the sub-sample of cases used to fit this model, 

and expressing the marginal prediction in raw (rather than log) terms, a tenfold increase 

in firm size from assets of BDT 1,000 million to assets BDT 10,000 million  would 

imply an increase in CEO pay from a little less than BDT 800,000 to about BDT 1.3 

million, all else equal (all amounts are at January 2000 prices). 

                                                           
53 For the Heckman correction method I use the syntax that reports the coefficient and 

significance level for ρ (i.e. labelled as ‘/artho’) as an alternative measure for the Inverse Mills Ratio 
(IMR) (Baum 2006).  
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Table 6.1 Expected Remuneration 

Panel A: OLS Regression   Panel B: Heckman Selection Model 

  Exp. 
Sign Coeff.     Exp. Sign Coeff. 

LnAssets (+) 0.525***  LnAssets (+) 0.448*** 

  (0.117)    (0.094) 
Liab2Assets ? -0.207**  Liab2Assets ? -0.200** 

  (0.085)    (0.086) 
ROE (+) 0.123*  ROE (+) 0.132* 

  (0.073)    (0.077) 
Book2MktCap (-) -0.161**  Book2MktCap (-) -0.155* 

  (0.074)    (0.079) 
Loss (-) -0.077  Loss (-) -0.034 

  (0.115)    (0.142) 
Sector Dummy    Sector Dummy       Insurance ? -0.673***      Insurance ? -0.364 

  (0.189)    (0.516) 
    Manufacturing ? -0.858***      Manufacturing ? -0.752*** 

  (0.233)    (0.268) 
    Others ? -0.909***      Others ? -0.803** 

  (0.285)    (0.325) 
Constant  13.586***  Constant  13.49*** 

  (0.059)    (0.176) 
       Number of 
Observations   1.070  

Number of 
Observations   1,650 

R2  0.618  
Censored 
Observation  580 

 F  58.00  
Uncensored 
Observation   1,070 

 Prob.  0.000  Wald 2  330.41 
        Prob.  0.000 

This table shows the regression results of the relationship between CEO remuneration (CEOPay) and the 
explanatory variables that predict the ‘expected’ CEO remuneration (Panel A: OLS Regression, and Panel B: 
Heckman Selection Model). See Appendix H for the definitions of the variables. All continuous explanatory 
variables are standardised to a mean of ‘zero’ and standard deviation of ‘one’, and categorical explanatory variables 
and interacted variables are ‘mean centred’ for ease of interpretation. ***, **, and * indicate significance at the 1%, 
5%, and 10% levels. Standard errors, clustered by firm, are in parentheses. 

Table 6.1 shows an economically strong relationship between the level of CEO pay and 

firm performance. CEO pay increases directly with firm performance measured by the 

ratio of net profit to total shareholders’ equity (ROE), in Bangladesh, although its 

relative impact, as indicated by the marginal effect on the log of CEO pay of a one 

standard deviation increase, is much smaller compared to size (CEO pay would increase 

by about 12% for a one standard deviation increase in ROE). Earlier studies, such as 

Mehran (1995), Jensen and Murphy (1990), Murphy (1999), Core, Guay and Larcker 

(2003) and Murphy (2013) highlight the importance of the sensitivity of the CEO’s pay 

to performance; Hirshleifer and Suh (1992) report evidence that tying remuneration to 

firm performance motivates the CEO to take value maximising decisions.  
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According to Firth, Fung and Rui (2007) firms with higher reliance on debt financing 

are subject to additional monitoring by debt-holders. Consistent with this view, John 

and John (1993), Kang, Kumar and Lee (2006) and John, Mehran and Qian (2010) 

report that the level of CEO remuneration varies inversely with leverage. My results for 

Bangladeshi firms are consistent with these studies: a one standard deviation increase in 

leverage is associated with a 0.207 (Panel A) decrease in the (log of) the CEO’s 

remuneration level. The book-to-market ratio, a proxy for growth opportunities, is also 

found to be significant (coefficient is -0.161, Panel A) in the expected direction, 

implying that high growth firms, indicated by a lower book-to-market ratio, generally 

have a greater demand for higher quality CEOs and pay more for their services, 

consistent with Khan, Dharwadkar and Brandes (2005).  

Another explanatory variable, ‘Loss’, which indicates whether the firm reported a loss 

for the year, is not found to be statistically reliable in explaining the remuneration level 

in that year. The negative coefficient for this variable suggests that remuneration is 

lower when companies report a loss, but it is not statistically significant, consistent with 

Armstrong, Ittner and Larcker (2012). It appears that, in Bangladesh, the fixed 

component is a more substantial portion of the remuneration package, which is 

relatively insensitive to firm performance, including when the firm reports an 

accounting loss. 

The results also confirm the observation I made in Chapter 5 that CEOs in the 

‘Insurance’, ‘Manufacturing’ and ‘Other Industries’ sectors receive significantly lower 

remuneration than their counterparts in the ‘Bank & Finance’ sector.  

Overall, it is interesting to find results for Bangladesh firms that are consistent with 

those found in studies for Western countries in that firm size, performance and leverage 

are significant determinants of CEO remuneration levels. 
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To test my hypotheses that firms with strong governance are able to control ‘excessive’ 

remuneration to CEOs, I add various governance measures to capture the quality of 

corporate governance to the model above. These measures are as defined earlier in 

Chapter 5. Both a composite governance index (CGQ) and individual governance 

measures are used in my tests. To test for pay-for-performance sensitivity, interaction 

terms between each relevant governance measure and the profitability measure, ROE, 

are also included in the models. These results are discussed next. 

6.2.1 Overall Governance Quality  

Corporate governance overall (Hypotheses 1a and 1b) 

Better monitoring by the board is expected to constrain ‘excessive’ payments that 

otherwise would be made to the CEO, and more closely aligns the CEO’s incentives 

with those of shareholders. Cheng and Firth (2006, p.549) put it this way: “(g)ood 

corporate governance can help prevent excessive top management pay and will 

encourage the use of performance related pay schemes,” while Core, Holthausen and 

Larcker (1999) observe that US firms with weaker governance structures have greater 

agency problems, which are reflected in higher payments to their CEOs. In line with 

these arguments I hypothesised that: ‘The level of the CEO’s remuneration decreases 

with overall corporate governance quality’ and ‘The sensitivity of the CEO’s pay-for-

performance relationship increases with overall corporate governance quality.’  

The results of my tests are shown in Table 6.2. Model 1 reports results when the overall 

governance quality (CGQ), and outside ownership variables relating to institutional 

ownership (OwnInst) and foreign ownership (Mnco and OwnForgnPort), are included 

in the regression model. As explained in Chapter 5, in Model 2 I also include the 

Post2005 dummy and its interactions with other variables in order to assess any impact 

of the introduction of the 2006 ‘Corporate Governance Guidelines’ on remuneration 

levels, as well as on each of the slope coefficients. Panel A provides the OLS results, 

with results using the Heckman correction shown in Panel B. 
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Table 6.2 CEO Remuneration and CGQ 

Panel A: OLS Regression Panel B: Heckman Selection Model 

  
Exp.  

Sign 
Model 1 Model 2   

Exp.  

Sign 
Model 1 Model 2 

Overall Governance Measure Overall Governance Measure 

CGQ(t-1) (-) 0.190*** 0.521** CGQ(t-1) (-) 0.188*** 0.511** 

  
(0.052) (0.207) 

  
(0.051) (0.200) 

Outside Ownership Outside Ownership 

OwnInst(t-1) (-) 0.115** 0.159*** OwnInst(t-1) (-) 0.118** 0.158*** 

  
(0.046) (0.058) 

  
(0.048) (0.057) 

Mnco(t-1) (+) 2.825*** 2.640*** Mnco(t-1) (+) 2.809*** 2.648*** 

  
(0.128) (0.113) 

  
(0.124) (0.113) 

OwnForgnPort(t-1) (+) 0.093** 0.093* OwnForgnPort(t-1) (+) 0.085** 0.086* 

  
(0.036) (0.048) 

  
(0.033) (0.044) 

        Governance*ROE Governance*ROE 

CGQ_I (t-1)*ROE (+) -0.008 0.003 CGQ_I (t-1)*ROE (+) 0.004 0.01 

  
(0.063) (0.063) 

  
(0.067) (0.067) 

OwnInst_I (t-1)*ROE (+) -0.011 0.003 OwnInst_I (t-1)*ROE (+) -0.006 0.011 

  
(0.063) (0.061) 

  
(0.066) (0.063) 

Mnco(t-1)*ROE (+) -0.100 -0.198*** Mnco(t-1)*ROE (+) -0.105 -0.210*** 

  
(0.078) (0.073) 

  
(0.082) (0.077) 

OwnForgnPort_I(t-1)*ROE (+) 0.012 0.005 OwnForgnPort_I (t-1)*ROE (+) 0.017 0.009 

  
(0.075) (0.075) 

  
(0.078) (0.077) 

        

Post2005 and  Interactions Post2005 and  Interactions 

Post2005 ? 
 

0.401* Post2005 ? 
 

0.394** 

   
(0.203) 

   
(0.196) 

Post2005* CGQ(t-1) ? 
 

-0.021* Post2005* CGQ(t-1) ? 
 

-0.021** 

   
(0.011) 

   
(0.011) 

Post2005* OwnInst(t-1) ? 
 

-0.005 Post2005* OwnInst(t-1) ? 
 

-0.005 

   
(0.003) 

   
(0.003) 

Post2005* Mnco(t-1) ? 
 

0.441*** Post2005* Mnco(t-1) ? 
 

0.438*** 

   
(0.118) 

   
(0.118) 

Post2005* OwnForgnPort(t-1) ? 
 

-7.28E-05 Post2005* OwnForgnPort(t-1) ? 
 

0.000 

   
(0.005) 

   
(0.005) 
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Table 6.2 (Continued) 

Panel A: OLS Regression Panel B: Heckman Selection Model 

  
Exp.  

Sign 
Model 1 Model 2   

Exp.  

Sign 
Model 1 Model 2 

Other Explanatory Variables Other Explanatory Variables 

LnAssets + 0.422*** 0.409*** LnAssets + 0.359*** 0.348*** 

  (0.117) (0.117)   (0.100) (0.099) 

Liab2Assets ? -0.087 -0.089 Liab2Assets ? -0.084 0.087 

  (0.083) (0.082)   (0.079) (0.078) 

ROE + 0.077 0.067 ROE + 0.073 0.064 

  
(0.080) (0.077) 

  
(0.082) (0.080) 

Book2Mkt - -0.062 -0.065 Book2Mkt - -0.065 0.068 

  
(0.077) (0.076) 

  
(0.076) (0.075) 

Loss - -0.067 -0.046 Loss - -0.082 0.053 

  
(0.113) (0.115) 

  
(0.108) (0.109) 

Sector Dummy 
   

Sector Dummy 
   

    Insurance ? -0.620*** -0.578***     Insurance ? -0.720*** -0.631*** 

  
(0.200) (0.204) 

  
(0.224) (0.208) 

    Manufacturing ? -0.966*** -0.959***     Manufacturing ? -0.998*** -0.976*** 

  
(0.219) (0.219) 

  
(0.219) (0.216) 

    Others ? -0.874*** -0.883***     Others ? -0.906*** -0.900*** 

  
(0.287) (0.288) 

  
(0.287) (0.286) 

Constant 
 

13.60*** 13.60*** Constant 
 

13.390*** 13.420*** 

  
(0.051) (0.050) 

  
(0.095) (0.079) 

        Observations 
 

1,058 1,058 Number of Observations 
 

1,638 1,638 

R2
 

 
0.707 0.712 Censored Observation 

 
580 580 

    Uncensored Observation  
 

1,058 1,058 

This table shows the regression results of the relationship between CEO remuneration (CEOPay) and overall governance quality (Panel A: OLS Regression, and Panel B: Heckman 

Selection Model), along with exogenous control variables See Appendix H for the definitions of the variables. All continuous explanatory variables are standardised to a mean of 

‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean centred’ for ease of interpretation. ***, **, and * indicate significance 

at the 1%, 5%, and 10% levels. Standard errors, clustered by firm, are in parentheses.  
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The results in Table 6.2 show that the inclusion of the overall governance measure and 

the two ownership variables – institutional ownership and foreign ownership – as well 

as their interactions with firm performance (measured by ROE) to the remuneration 

model increases the explanatory power of the model (adjusted R2) from .62 to .71. 

Model 2, with the addition of the post-2005 dummy and its interactions – increases the 

overall explanatory power to just over 0.71.  

However, my results, including those applying the Heckman correction, indicate that 

after controlling for the normal determinants of remuneration, a firm’s CGQ is 

positively related to its CEO’s remuneration level, which contradicts my hypothesis.  

I will focus my ensuing discussion on the results for Model 2 because this discussion 

includes the possible impact of the introduction of the CG Guidelines. In relation to 

CGQ, the results shows that a one standard deviation increase in a firm’s overall 

governance quality is associated with an increase in the log of CEO remuneration level 

by 52% prior to 2006. For example, for a firm paying remuneration of say BDT 

700,000, CEO pay would increase from BDT 700,000 to just over BDT 1,050,000. The 

Post2005*CGQ dummy is negative (-.02) and significant at the .10 level or better, 

suggesting that the marginal effect of CGQ is slightly lower, but still positive, after the 

introduction of the Guidelines. On the basis of this finding, my hypothesis, that firms 

with good governance are able to restrict excessive remuneration levels, is not 

supported. The positive relationship between remuneration and CGQ is certainly 

unexpected, and contrary to the findings of some papers on this subject. In my 

robustness tests, I will explore whether the results are robust to measures other than 

those I have used here. 

Why might the results be the opposite to what is predicted? There are various potential 

explanations. First, it may be the case that CGQ is a ‘good’ proxy for one or more 

control variables that are strongly and positively correlated with CEO remuneration, and 

are omitted from my regression model. For instance, the CEO’s ability or efficiency is 

one of the driving forces underlying their remuneration contract; yet it is difficult to 

observe expertise, effort, and efficiency directly (Baik, Farber and Lee 2011; Milbourn 

2003). A firm’s governance quality can be a proxy of this factor, as a better governed 

firm may well require much greater expertise from the CEO, and ask the CEO to 

assume greater personal risk, both of which could contribute to higher pay for the CEO. 

Second, it might be the case that CGQ is strongly correlated with substantial 
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measurement error in one or more of the other variables in model and that the 

measurement error is correlated with the level of remuneration. A third potential 

explanation turns on the integrity of my data: even though better CGQ would restrain 

‘excessive’ CEO pay, it could be the case that senior executives in poorly governed 

firms reward themselves in ways that do not involve reporting the benefits as executive 

remuneration in the financial statements. Related to this possibility, Cheng and Firth 

(2006, p.550) observe that “(g)ood corporate governance practices should prevent 

[executives] from [extracting private benefits] but this is more difficult when stock 

ownership [and firm control are] concentrated in the hand of [these individuals].”  

The interaction term CGQ(t-1)*ROE is added to investigate whether a firm’s CGQ is 

positively associated with the CEO’s pay-for-performance relationship. Although the 

coefficient of CGQ(t-1)*ROE is positive, it is not significant at conventional levels. 

Hence, Hypothesis 1b also is not supported.  

Outside Ownership 

Institutional investors (Hypotheses 9a and 9b) 

Based on prior literature (for instance, Firth, Tam and Tang 1999; Ramaswamy, 

Veliyath and Gomes 2000; Cheung, Stouraitis and Wong 2005; Ozkan 2007), 

institutional investors are predicted to play a monitoring role because of their typically 

large financial interests in the company, thereby restricting excessive pay to the CEO. 

Cheng and Firth (2005, p.293) express it as follows: “institutional investors not only 

have the motivation and duty to monitor top management compensation, they also have 

the expertise and resources to do so.” However, these arguments, appealing though they 

may be, are not supported by the findings in Table 6.2 in that ownership by institutional 

investors is significantly and positively related to CEO remuneration. A possible reason 

for not observing a negative coefficient could be that the smaller stake held by 

institutional shareholders in Bangladesh means they have little incentive to monitor 

managers’ behaviour and instead take positions in better governed firms. According to 

my sample about 15% of the issued shares are held, on average, by institutional 

investors. Other plausible reasons for the non-negative coefficient are that institutional 

investors have little voice on the board or, as is discussed earlier in relation to a positive 

coefficient on the composite measure of CGQ, perhaps institutional shareholdings proxy 

for an omitted, influential variable with which it is positively correlated. Institutional 
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ownership is also found to have no bearing on the pay-for-performance sensitivity of 

CEO remuneration.  

Foreign investors (Hypotheses 10a and 10b) 

According to Firth, Fung and Rui (2007) foreign investors are likely to prefer firms with 

better qualified and more experienced CEOs and prefer a performance related pay for 

the CEO. The results in Table 6.2 show firstly, that a firm associated with an overseas-

domiciled investor company (Mnco) pay their CEO more relative to other firms 

(estimated coefficient of 2.640), and since 2005 the average remuneration level for 

CEOs of these companies is even higher (estimated coefficient of 0.441). These 

findings support the first part of the statement above and reflect the international 

competitiveness of the CEO market for foreign owned companies. The second measure 

for foreign portfolio ownership also shows a positive and significant relationship 

between foreign portfolio ownership and CEO remuneration,  

However, the pay-performance sensitivity of CEO remuneration for a company 

associated with an overseas-domiciled investor company is found to be significantly 

negative (-.198), which is also contrary to my expectation that such companies prefer 

performance related pay for CEOs. Perhaps foreign-domiciled companies take a longer 

term view on performance with respect to the CEO of an associated company operating 

in Bangladesh. Foreign portfolio ownership also does not appear to have any influence 

on the pay-performance sensitivity 

CGQ sub-indexes 

Table 6.3 reports regression results when CGQ sub-indexes, defined in Appendix H, are 

used in place of the overall CGQ. The results, comparable to Model 1 in Table 6.2, 

show that for all the sub-indexes, CEO compensation is positively related to corporate 

governance quality. This is not entirely unexpected given the overall governance index 

is formed by aggregating the sub-indexes. 
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Table 6.3 CEO Remuneration and CGQ Sub- indexes  

Panel A: OLS Regression Panel B: Heckman Selection Model 

  CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5   CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5 

CGQ Sub-index CGQ Sub-index 

CGQS(t-1) 0.110* 0.224*** 0.159*** 0.241*** 0.116*** CGQS(t-1) 0.111* 0.221*** 0.155*** 0.243*** 0.116*** 

 
(0.056) (.058) (.052) (.053) (.032) 

 
(.058) (.058) (.051) (.053) (.033) 

            
Outside Ownership Outside Ownership 

OwnInst(t-1) 0.136*** 0.111** 0.122*** 0.118*** 0.128*** OwnInst(t-1) 0.138*** 0.112** 0.121** 0.115*** 0.125*** 

 
(0.046) (0.046) (0.047) (0.044) (0.048) 

 
(0.048) (0.046) (0.048) (0.045) (0.048) 

Mnco(t-1) 0.276*** 0.283*** 0.282*** 0.280*** 0.284*** Mnco(t-1) 0.510*** 0.524*** 0.523*** 0.520*** 0.529*** 

 
(0.013) (0.012) (0.014) (0.019) (0.014) 

 
(0.022) (0.021) (0.026) (0.036) (0.028) 

OwnForgnPort(t-

1) 
0.085** 0.097*** 0.095*** 0.090*** 0.083** 

OwnForgnPort(t-

1) 
0.078** 0.090*** 0.087** 0.083*** 0.077** 

 
(0.036) (0.036) (0.036) (0.033) (0.035) 

 
(0.033) (0.034) (0.034) (0.031) (0.033) 

            

Governance*ROE 
 

Governance*ROE 

CGQS_I(t-1)*ROE -0.062 0.044 -0.024 -0.025 -0.027 CGQS_I(t-1)*ROE -0.070 0.057 -0.028 -0.033 -0.020 

 
(0.062) (0.061) (0.049) (0.064) (0.071) 

 
(0.066) (0.064) (0.052) (0.068) (0.075) 

OwnInst_I (t-

1)*ROE 
-0.001 -0.003 -0.012 -0.012 -0.004 

OwnInst_I (t-

1)*ROE 
0.006 0.004 -0.005 -0.004 0.002 

 
(0.062) (0.060) (0.064) (0.062) (0.064) 

 
(0.064) (0.063) (0.067) (0.064) (0.066) 

Mnco(t-1)*ROE -0.040 -0.106 -0.078 -0.003 -0.078 Mnco(t-1)*ROE -0.039 -0.110 -0.082 -0.004 -0.080 

 
(0.071) (0.076) (0.084) (0.076) (0.087) 

 
(0.072) (0.079) (0.089) (0.081) (0.093) 

OwnForgnPort_I(t-

1)*ROE 
0.011 0.008 0.016 -0.010 0.013 

OwnForgnPort_I(t

-1)*ROE 
0.015 0.011 0.021 -0.008 0.017 

 
(0.073) (0.075) (0.075) (0.070) (0.075) 

 
(0.076) (0.078) (0.078) (0.073) (0.079) 

            
Other Explanatory Variables Other Explanatory Variables 

LnAssets 0.472*** 0.425*** 0.437*** 0.334*** 0.453*** LnAssets 0.402*** 0.362*** 0.374*** 0.287*** 0.388*** 

 
(0.113) (0.117) (0.118) (0.120) (0.119) 

 
(0.097) (0.099) (0.100) (0.101) (0.100) 

LnLiab2Assets -0.126 -0.087 -0.098 -0.117 -0.115 LnLiab2Assets -0.122 -0.085 -0.096 -0.113 -0.112 

 (0.080) (0.082) (0.084) (0.077) (0.079)  (0.077) (0.079) (0.081) (0.074) (0.077) 
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Table 6.3 (Continued)  

Panel A: OLS Regression Panel B: Heckman Selection Model 

  CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5   CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5 

ROE 0.093 0.056 0.087 0.076 0.088 ROE 0.095 0.052 0.089 0.078 0.087 

 (0.090) (0.075) (0.078) (0.076) (0.093)  (0.095) (0.078) (0.082) (0.081) (0.099) 

Book2Mkt -0.105 -0.067 -0.073 -0.093 -0.087 Book2Mkt -0.107 -0.069 -0.074 -0.092 -0.087 

 
(0.074) (0.076) (0.079) (0.071) (0.073) 

 
(0.073) (0.075) (0.079) (0.071) (.074) 

Loss -0.069 -0.026 -0.094 -0.062 -0.084 Loss -0.078 -0.031 -0.090 -0.053 -0.075 

 
(0.118) (0.113) (0.115) (0.113) (0.113) 

 
(0.113) (0.112) (0.116) (0.115) (0.120) 

Sector Dummy Sector Dummy 

    Insurance -0.824*** -0.595*** -0.620*** -0.626*** -0.685***     Insurance -0.896*** -0.632*** -0.609*** -0.583*** -0.629** 

 
(0.188) (0.199) (0.203) (0.172) (0.202) 

 
(0.245) (0.204) (0.226) (0.218) (0.273) 

    Manufacturing -1.093*** -0.946*** -0.929*** -1.060*** -1.062***     Manufacturing -1.120*** -0.957*** -0.926*** -1.044*** -1.042*** 

 
(0.217) (0.221) (0.223) (0.203) (0.223) 

 
(0.226) (0.219) (0.224) (0.209) (0.231) 

    Others -0.983*** -0.872*** -0.838*** -0.931*** -0.978***     Others -1.011*** -0.884*** -0.835*** -0.915*** -0.958*** 

 
(0.285) (0.286) (0.291) (0.265) (0.289) 

 
(0.286) (0.279) (0.285) (0.261) (0.285) 

Constant 13.59*** 13.59*** 13.59*** 13.59*** 13.59*** Constant 13.38*** 13.43*** 13.43*** 13.47*** 13.44*** 

 
(0.052) (0.050) (0.052) (0.050) (0.052) 

 
(0.097) (0.066) (0.067) (0.067) (0.080) 

            

Observations 1,058 1,058 1,058 1,058 1,058 
Number of 

Observation 
1,638 1,638 1,638 1,638 1,638 

R2
 0.696 0.715 0.700 0.713 0.697 

Censored 

Observation 
580 580 580 580 580 

      
Uncensored 

Observation  
1,058 1,058 1,058 1,058 1,058 

This table shows the regression results of the relationship between CEO remuneration (CEOPay) and sub-indexes of governance index (Panel A: OLS Regression, and Panel B: 

Heckman Method), along with exogenous control variables. See Appendix H for the definitions of the variables. All continuous explanatory variables are standardised to a mean of 

‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean centred’ for ease of interpretation. ***, **, and * indicate significance at 

the 1%, 5%, and 10% levels. Standard errors, clustered by firm, are in parentheses.  
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6.2.2 Individual Governance Components  

The above results are based on the use of a composite index to measure corporate 

governance quality. As discussed in Chapters 4 and 5, I also developed several 

hypotheses on the relationship between the level of CEO remuneration and individual 

governance components, and Table 6.4 summarises the results. Model 3 of Table 6.4 

shows the results when individual governance measures are included in the model, and 

Model 4 includes the Post2005 dummy and its interactions with individual governance 

measures. The presence of independent directors on the board becomes more common 

after the introduction of the CG Guidelines in 2006. Therefore, BdIndir is excluded 

from Model 4 because of possible collinearity with Post2005. I will discuss the results 

for each of the hypotheses below.  

Internal Governance Components 

Board size (Hypotheses 2) 

Jensen (1993) argues a larger board suffers from less effective coordination, 

communication and decision making and is more likely to be dominated by the CEO. 

Consistent with this view, that larger boards are likely to be less effective in restricting 

the CEO’s pay, I expect the CEO’s remuneration level to be positively related with 

board size. Similarly, Guest (2010) and Ozkan (2007 and 2011) find a positive 

relationship between CEO remuneration and board size in the UK. I add a quadratic 

term (the square of the number of directors) to allow for the possibility that the 

relationship is concave; that is, that smaller boards may become more effective with an 

additional board member, before diseconomies of scale set in. 
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Table 6.4 CEO Remuneration and Individual Governance Measures 

Panel A: OLS Regression Panel B: Heckman Selection Model 

 

Exp. 

Sign 
Model 3 Model 4 

 

Exp.  

Sign 
Model 3 Model 4 

Internal Governance Components Internal Governance Components 

BdSize(t-1) (-) 0.121 0.128 BdSize(t-1) (-) 0.121 0.140 

  
(0.118) (0.119) 

  
(0.124) (0.130) 

BdSizex
2
(t-1) (+) -0.023 -0.020 BdSizex

2
(t-1) (+) -0.023 -0.023 

  
(0.022) (0.023) 

  
(0.027) (0.028) 

BdIndir(t-1) (-) 0.238*** 
 

BdIndir(t-1) (-) 0.235*** 
 

  
(0.080) 

   
(0.083) 

 
Duality(t-1) (+) 0.268* 0.231 Duality(t-1) (+) 0.249* 0.224 

  
(0.153) (0.162) 

  
(0.151) (0.169) 

BdCross(t-1) (-) 0.037 0.014 BdCross(t-1) (-) 0.051 0.020 

  
(0.090) (0.108) 

  
(0.098) (0.124) 

BdFamly(t-1) (+) -0.014 -0.061 BdFamly(t-1) (+) -0.005 -0.053 

  
(0.101) (0.127) 

  
(0.106) (0.130) 

BdFeml(t-1) (+) -0.071 -0.164 BdFeml(t-1) (+) -0.065 -0.156 

  
(0.115) (0.158) 

  
(0.121) (0.162) 

OwnInsid(t-1) (+) 0.135** 0.159** OwnInsid(t-1) (+) 0.127** 0.146** 

  
(0.068) (0.072) 

  
(0.062) (0.066) 

        

Outside Ownership Outside Ownership 

OwnInst(t-1) (-) 0.177*** 0.220*** OwnInst(t-1) (-) 0.176*** 0.218*** 

  
(0.050) (0.060) 

  
(0.050) (0.059) 

Mnco(t-1) (+) 2.576*** 2.475*** Mnco(t-1) (+) 2.558*** 2.483*** 

  
(0.169) (0.183) 

  
(0.173) (0.189) 

OwnForgnPort(t-1) (+) 0.120*** 0.108** OwnForgnPort(t-1) (+) 0.115*** 0.102** 

  
(0.040) (0.047) 

  
(0.038) (0.043) 

        

Governance*ROE Governance*ROE 

BdSize(t-1)*ROE ? 0.046 0.036 BdSize(t-1)*ROE ? 0.051 0.040 

  
(0.062) (0.066) 

  
(0.064) (0.068) 

BdIndir(t-1)*ROE (+) 0.128** 
 

BdIndir(t-1)*ROE (+) 0.145** 
 

  
(0.062) 

   
(0.067) 

 
Duality(t-1)*ROE (-) 0.006 0.009 Duality(t-1)*ROE (-) 0.001 0.008 

  (0.110) (0.115)   (0.117) (0.122) 
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Table 6.4 (Continued) 

Panel A: OLS Regression Panel B: Heckman Selection Model 

 
Exp. 

Sign 
Model 3 Model 4  

Exp.  

Sign 
Model 3 Model 4 

BdCross(t-1)*ROE (+) -0.067 -0.054 BdCross(t-1)*ROE (+) -0.081 -0.062 

  
(0.069) (0.069) 

  
(0.074) (0.074) 

BdFamly(t-1)*ROE (-) -0.068 -0.098 BdFamly(t-1)*ROE (-) -0.066 -0.099 

  
(0.112) (0.112) 

  
(0.120) (0.120) 

BdFeml(t-1)*ROE (-) -0.086 -0.106 BdFeml(t-1)*ROE (-) -0.091 -0.113 

  
(0.121) (0.117) 

  
(0.128) (0.125) 

OwnInsid(t-1)*ROE (-) 0.009 0.060 OwnInsid(t-1)*ROE (-) 0.025 0.077 

  
(0.079) (0.074) 

  
(0.082) (0.080) 

OwnInst(t-1)*ROE (+) 0.045 0.059 OwnInst(t-1)*ROE (+) 0.066 0.081 

  
(0.057) (0.056) 

  
(0.060) (0.058) 

Mnco(t-1)*ROE 
 

-0.149 -0.249* Mnco(t-1)*ROE 
 

-0.172 -0.273** 

  
(0.155) (0.133) 

  
(0.161) (0.138) 

OwnForgnPort(t-1)*ROE (+) -0.019 -0.011 OwnForgnPort(t-1)*ROE (+) -0.024 -0.013 

  
(0.077) (0.080) 

  
(0.080) (0.083) 

        

Post2005 and  Interactions Post2005 and  Interactions 

Post2005 ? 
 

0.079 Post2005 ? 
 

0.073 

   
(0.113) 

   
(0.110) 

Post2005* BdSizex(t-1) ? 
 

-0.016 Post2005* BdSizex(t-1) ? 
 

-0.026 

   
(0.042) 

   
(0.047) 

Post2005* Duality(t-1) ? 
 

0.112 Post2005* Duality(t-1) ? 
 

0.108 

   
(0.179) 

   
(0.187) 

Post2005* BdCross(t-1) ? 
 

0.040 Post2005* BdCross(t-1) ? 
 

0.036 

   
(0.097) 

   
(0.104) 

Post2005* BdFamly(t-1) ? 
 

.095 Post2005* BdFamly(t-1) ? 
 

0.099 

   
(0.116) 

   
(0.114) 

Post2005* BdFeml(t-1) ? 
 

0.159 Post2005* BdFeml(t-1) ? 
 

0.164 

   
(0.145) 

   
(0.142) 

Post2005* OwnInsid(t-1) ? 
 

-0.041 Post2005* OwnInsid(t-1) ? 
 

-0.034 

   
(0.051) 

   
(0.046) 

Post2005* OwnInst(t-1) ? 
 

-0.073 Post2005* OwnInst(t-1) ? 
 

-0.075 

   
(0.050) 

   
(0.051) 
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Table 6.4 (Continued) 

Panel A: OLS Regression Panel B: Heckman Selection Model 

 
Exp. 

Sign 
Model 3 Model 4  

Exp.  

Sign 
Model 3 Model 4 

Post2005* Mnco(t-1) ?  0.470** Post2005* Mnco(t-1) ?  0.473** 

   (0.227)    (0.227) 

Post2005* OwnForgnPort(t-1) ? 
 

0.032 Post2005* OwnForgnPort(t-1) ? 
 

0.031 

   
(0.052) 

   
(0.047) 

        

Other Explanatory Variables Other Explanatory Variables 

LnAssets + 0.547*** 0.520*** LnAssets + 0.473*** 0.450*** 

  
(0.108) (0.110) 

  
(0.092) (0.093) 

LnLiab2Assets ? -0.144* -0.141* LnLiab2Assets ? -0.141* -0.139* 

  
(0.083) (0.085) 

  
(0.079) (0.082) 

ROE + 0.105 0.127 ROE + 0.105 0.126 

  
(0.139) (0.139) 

  
(0.148) (0.147) 

Book2Mkt - -0.153** -0.145** Book2Mkt - -0.159** -0.152** 

  
(0.073) (0.071) 

  
(0.073) (0.072) 

Loss - -0.005 -0.034 Loss - -0.011 -0.031 

  
(0.125) (0.122) 

  
(0.124) (0.124) 

Sector Dummy 
   

Sector Dummy 
   

    Insurance ? -0.723** -0.710**     Insurance ? -0.780** -0.689* 

  
(0.277) (0.291) 

  
(0.386) (0.418) 

    Manufacturing ? -0.852*** -0.891***     Manufacturing ? -0.850*** -0.868*** 

  
(0.280) (0.290) 

  
(0.284) (0.315) 

    Others ? -0.703** -0.763**     Others ? -0.709** -0.747** 

  
(0.316) (0.321) 

  
(0.318) (0.340) 

Constant 
 

13.63*** 13.62*** Constant 
 

13.45*** 13.48*** 

  
(0.050) (0.051) 

  
(0.128) (0.140) 

        Observations 
 

1,058 1,058 Number of Observations 
 

1,615 1,615 

R2
 

 
0.722 0.720 Censored Observation 

 
566 566 

    Uncensored Observation  
 

1049 1049 
This table shows the regression results of the relationship between CEO remuneration (CEOPay) and individual governance components (Panel A: OLS Regression, and Panel 

B: Heckman Selection Model), along with exogenous control variables. See Appendix H for the definitions of the variables. All continuous explanatory variables are 

standardised to a mean of ‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean centred’ for ease of interpretation. 

***, **, and * indicate significance at the 1%, 5%, and 10% levels. Standard errors, clustered by firm, are in parentheses. 
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Results in Table 6.4 show board size is not a significant predictor of CEO remuneration 

level in Bangladesh, with BdSize and its square both being insignificant. The interaction 

term, BdSize(t-1)*ROE, indicates that board size also does not significantly influence 

the CEO’s pay-for-performance sensitivity, consistent with the findings of Guest (2010) 

and Firth, Fung and Rui (2007). Shareholders of listed Bangladeshi firms, in general, 

have had little say in the appointment of board members. In most cases, they are 

appointed by controlling shareholders and, by extension, board members may have been 

loyal to those who in effect appointed them, or they may have had little voice in 

decisions about the CEO’s remuneration. 

Director independence (Hypotheses 3a and 3b)  

As discussed in Chapter 4, a board with independent directors may act to restrain 

‘excessive’ CEO remuneration and to encourage linking pay with firm performance. 

However, Table 6.4 shows that, other things equal (as provided in the regression 

specification), the presence of an independent director is associated with higher CEO 

remuneration in Bangladesh, suggesting that the presence of an independent director on 

the board does not fulfil their monitoring role. This is consistent with the positive result 

reported above for the overall CG index. Some prior studies, for example Core, 

Holthausen and Larcker (1999) and Firth, Tam and Tang (1999), also document a 

positive relationship between board independence and CEO remuneration. In contrast, 

Core, Holthausen and Larcker (1999) find evidence that CEO remuneration is higher for 

US firms with fewer independent directors on the board. The presence of relatively few 

independent directors on a board suggests poorer monitoring capability since “insider-

dominated boards imply problematic self-monitoring, and particularly weak monitoring 

of the CEO, since the CEO is likely to be in a position to influence the insider directors’ 

career advancement within the firm” (Zajac and Westphal 1994, p.125, cited in Conyon 

and Peck 1998, p.147). Ozkan (2011) states board members provide stronger 

monitoring when they have financial incentives to do so. Swan and Forsberg (2014, p.7) 

argue independent directors “almost by definition...have small or negligible 

shareholding or “skin in the game”...(which) diminishes any intrinsic incentive to 

monitor that the independent directors may possess.”  

Furthermore, Firth, Fung and Rui (2007, p.779) argue independent directors may prefer 

greater pay for the CEO: “This might arise because the independent non-executive 

directors use the high pay for the CEO as a comparison benchmark when they negotiate 
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or renegotiate their remuneration at the firms or organizations where they work full-

time. Thus they have an incentive for average executive pay to rise.” 

The coefficient of BdIndir(t-1)*ROE is positive and significant, which indicates that in 

my study even though independent members on the board do not restrict ‘excessive’ 

CEO pay, they are more likely to relate the CEO’s pay to firm performance.  

Unitary versus dual leadership structure (Hypotheses 4a and 4b) 

“CEO duality [is an] indicator of CEO power over a board” (Finkelstein and Hambrick 

1996, p.251). Power, represented by duality, has the potential to lead to ‘excessive’ 

remuneration that bears little resemblance to performance. Consistent with these 

arguments, my results in Table 6.4 report that Duality(t-1) is positively related to CEO 

remuneration in Bangladesh, though it is statistically significant only for Model 3. The 

coefficient on Duality(t-1)*ROE is also not significant (Table 6.4), consistent with the 

conclusion of Firth, Fung and Rui (2007, p.783) that “(f)irms where the CEO and the 

chairman is the same person, place less weight on performance as a criterion in setting 

CEO’s [remuneration].” 

Interlocking directors (Hypotheses 5a and 5b) 

I expect an interlocking director, with their wider experience from sitting on other 

boards and whose independence is not diminished by being a fellow-director of the 

CEO on another board, would be better able to resist pressure from the CEO to be paid 

‘excessive’ remuneration. I also expect their presence to result in the CEO’s 

remuneration being tied more closely with firm performance. But the results in Table 

6.4 are again inconsistent with my prediction, because neither the coefficient of 

BdCross nor that of BdCross*ROE is significant in the expected direction. Perhaps the 

interlocking directors are connected with the controlling bodies of the firms in other 

ways; and they either serve the best interest of the controlling body or in reality have 

little voice in setting the CEO’s remuneration.  
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Family members on the board (Hypotheses 6a and 6b) 

Family members are usually actively involved in the management of a family controlled 

firm and ensure their preferences are reflected in the decision making process (Cheng 

2014). They are able to expropriate wealth from the firm through ‘excessive’ 

management remuneration (Burkart, Panunzi and Shleifer 2003). Furthermore, Gomez-

Mejia, Larraza-Kintana and Makri (2003) report family-controlled firms have greater 

influence over the CEO’s remuneration level. Accordingly, I predict family controlled 

firms in Bangladesh pay their CEOs more relative to other firms. However, the results 

in Table 6.4 do not support this prediction either, because the presence of a family 

member on the board is not significant in determining the CEO’s remuneration. 

Interestingly though, the coefficient of BdFamly(t-1)*ROE is negative although it is not 

significant, implying firms with family members on the board do not link the CEO’s 

pay to the firm's profitability; that is, CEO remuneration is not sensitive to the firm’s 

performance in these cases.  

Gender diversity (Hypotheses 7a and 7b) 

As referenced earlier, a number of prior studies and government reports address the 

benefits of appointing female members on the board, arguing it can enhance board 

effectiveness. For example, Adams and Ferreira (2009) find evidence that gender 

diverse boards prefer performance-related pay to remunerate their CEOs in the US. But 

the results presented in Table 6.4 indicate that, in Bangladesh, the presence of a female 

director who is independent from the controlling family does not play a significant role 

in determining either the CEO’s remuneration level or the sensitivity of the CEO’s pay 

to the firm’s performance. 

Ownership by insiders (Hypotheses 8a and 8b) 

As predicted, the CEO’s remuneration level is positively associated with insider 

ownership (significant at the 5% level), with a one standard deviation increase in insider 

ownership being associated in Model 3 with a 14% increase in the pay of the CEO of a 

firm with average profitability (16% in Model 4 before the governance guidelines were 

issued in 2006, and about 12% thereafter). Basu et al. (2007) also find executive 

remuneration increases with insider ownership in Japan. However, Conyon and Leech 

(1994) do not find a similar result when they examine the relationship between 

ownership concentration and growth in executive pay in the UK. The coefficient of 
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OwnInsid(t-1)*ROE is positive, but it is not statistically significant (Table 6.4), 

implying that the CEO’s pay-for-performance sensitivity is not affected by insider 

ownership. My findings are consistent with the arguments of Cheung, Stouraitis and 

Wong (2005), Cheng and Firth (2005), and Moores and Craig (2008), who observe that 

owners can expropriate minority shareholders’ interests in a number of ways, one being 

the manner in which insiders appoint themselves or their associates to senior executive 

positions and then award themselves higher remuneration packages that do not mirror 

their firm’s performance. 

Outside Ownership 

Institutional and foreign investors (Hypotheses 9a and 9b, and 10a and 10b) 

The results for both institutional and foreign ownership are similar to those reported 

earlier, when the overall corporate governance measure is used in the model (Table 6.2). 

My hypothesis that institutional ownership helps to control ‘excessive’ CEO pay is not 

supported, and indeed the reverse is true: the higher the institutional ownership, the 

greater the CEO’s pay. However, as reported earlier, the results show that the 

institutional ownership does not influence the CEO’s pay-for-performance relationship. 

Consistent with results reported earlier when only the overall CGQ index is included in 

the model, a firm associated with an overseas-domiciled investor company (Mnco) pays 

the CEO more relative to other firms (estimated coefficient of about 2.5), and post 2005, 

the average remuneration level for the CEO of these companies is again higher (0.470). 

Remuneration levels are also positively related with foreign portfolio ownership, as 

predicted. Indeed, foreign portfolio ownership seems to have a big impact on the level 

of CEO remuneration in Bangladesh. The results for pay-performance sensitivity are 

again similar to those reported in the last section. 

Summary 

The above discussion suggests that firm-level governance mechanisms have a limited 

role in restricting Bangladeshi CEOs’ remuneration level. The use of an overall 

governance index, as well as individual components, shows that CEO remuneration in 

Bangladesh increases with governance quality. This is an area that clearly requires 

further exploration. 
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Another important observation is the significant influence of foreign ownership on 

remuneration levels in Bangladesh – CEOs of Bangladeshi companies that are 

associates or subsidiaries of foreign owned firms receive substantially higher 

remuneration relative to others. 

The above analysis is based on data I was able to collect from firms’ disclosure of CEO 

remuneration. Because of data unavailability, I am unable to study whether firm-level 

governance mechanisms have any influence on the structure of remuneration, for 

example, on the inclusion of performance-based remuneration (e.g. bonuses). 

Interesting questions remain. How do firms comply with the regulatory requirements on 

the disclosure of remuneration paid to the executive directors (typically occupied by 

controlling shareholders or their associates)? What determines their disclosure practices 

(likelihood and extent)? Is there any relationship between firm-level governance 

mechanisms and disclosure practices? These questions are addressed in the next section. 

6.3 Disclosure of Executive Directors’ Remuneration 

The main research questions explored here are whether a firm’s governance quality 

influences (i) the likelihood and (ii) the extent of its disclosure of information on 

executive directors’ remuneration. Hence, this section presents the empirical results of 

tests of the hypotheses on the relationship firstly between firm-level governance quality 

and the decision to disclose remuneration information, and secondly, between firm-level 

governance quality and the quality (or level of detail) of that disclosure. 

6.3.1 Overall Corporate Governance Quality  

Corporate governance overall (Hypothesis 11) 

First, I present the results of tests that examine whether the decision to disclose (and the 

quality of that disclosure) is related to overall CGQ (composite index) as well as several 

control variables (Table 6.5). Model 1 of Table 6.5 shows the relationship between 

disclosure practices and CGQ, with two outside ownership variables, institutional 

ownership and foreign ownership; and Model 2 includes the Post2005 dummy and its 

interactions with governance measures.  

My hypothesis is that a firm with better CG practices is more likely to disclose 

information and maintain a higher disclosure quality. Even though a firm’s CGQ 
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apparently did not restrict ‘excessive’ CEO remuneration, the results in Panel A (Model 

1) indicate that a firm’s CGQ is positively related to the likelihood of disclosure 

(coefficient is 0.016, Model 1) and statistically significant at the 5% level, when 

Post2005 and its interactions are not included. Uniformly, Panel B shows again (Model 

1) that CGQ is significantly associated with disclosure quality (coefficient is 1.418). 

The positive relation implies that a firm with better CG practices is more likely to 

disclose executive directors’ remuneration and maintain higher disclosure quality, 

consistent with Beekes and Brown (2006) who found that a firm’s governance quality is 

significantly related with disclosure. Gao and Kling (2012) similarly report that 

improved governance enhances compliance with disclosure requirements. 

The results that include the post 2005 dummy for the introduction of CG guidelines 

(Model 2) show that while CG still has a positive influence on the likelihood and extent 

of disclosure, it is not statistically significant. It is possible that the introduction of the 

Guidelines has improved the overall CG practices of all firms to the point where they no 

longer differentiate themselves this way. 

Outside Ownership 

Institutional and foreign investors (Hypotheses 19 and 20) 

Institutional and foreign ownerships are expected to influence a firm’s disclosure 

practices. However, the results in Table 6.5 show that institutional ownership is not a 

significant predictor of remuneration disclosure practices in Bangladesh. 

Institutional investors may have other ways to monitor a firm’s management. As with 

institutional ownership, foreign portfolio investment is not significantly related to a 

firm’s disclosure practices. While the decision to disclose is not affected by an 

association with an overseas-domiciled investor company, disclosure quality is found to 

be significantly higher for these firms, perhaps because the disclosure policies of the 

foreign company are more stringent and they prevail over domestic policies.  

As shown in Table 6.5, the overall explanatory power (𝑃𝑠𝑒𝑢𝑑𝑜 𝑅2and 𝑅2) of the 

regression models are 15.4% and 16.1% in Panel A, and 14.5% and 15.2% in Panel B. 

This low explanatory power is not dissimilar to the results from other studies, for 

instance Cheng and Lo (2006), Cheng and Courtenay (2006) and Xiao and Yuan (2007), 

who also report relatively low explanatory power in their respective disclosure models. 
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Table 6.5 Disclosure and CGQ 

Panel A: Disclosure Decision  Panel B: Disclosure Quality 

  
Exp.  

Sign 
Model 1 Model 2     

Exp.  

Sign 
Model 1 Model 2 

Overall Governance Measure  Overall Governance Measure 

CGQ(t-1) (+) 0.016** 0.031 
 

CGQ(t-1) (+) 1.418** 1.293 

  
 

(0.007) (0.037) 
   

(0.578) (2.625) 

         

Outside Ownership  Outside Ownership 

OwnInst(t-1) (+) 0.004 -0.007 
 

OwnInst(t-1) (+) 1.478 0.659 

  
 

(0.009) (0.011) 
   

(0.947) (1.095) 

Mnco(t-1) (+) 0.211 0.288 
 

Mnco(t-1) (+) 15.71*** 17.68*** 

  
 

(0.993) (1.127) 
   

(3.516) (4.076) 

OwnForgnPort(t-1) (+) 0.003 -0.007 
 

OwnForgnPort(t-1) (+) 0.491 -0.451 

  
 

(0.018) (0.019) 
   

(0.757) (0.916) 

         

Post2005 and Interactions  Post2005 and Interactions 

Post2005 ? 
 

-0.802 
 

Post2005 ? 
 

-4.665 

  
  

(0.599) 
 

  
  

(3.606) 

Post2005* CGQ(t-1) ? 
 

-0.0004 
 

Post2005* CGQ(t-1) ? 
 

0.059 

  
  

(0.033) 
 

  
  

(0.169) 

Post2005* OwnInst(t-1) ? 
 

0.019* 
 

Post2005* OwnInst(t-1) ? 
 

0.091 

  
  

(0.011) 
 

  
  

(0.059) 

Post2005* Mnco(t-1) ? 
 

-0.268 
 

Post2005* Mnco(t-1) ? 
 

-3.526 

  
  

(0.460) 
 

  
  

(3.148) 

Post2005* OwnForgnPort(t-1) ? 
 

0.021 
 

Post2005* OwnForgnPort(t-1) ? 
 

0.159 

  
  

(0.024) 
    

(0.104) 

         

Other Explanatory Variables  Other Explanatory Variables 

LnAssets (+) 0.117 0.104 
 

LnAssets (+) 2.175 2.099 

  
 

(0.112) (0.113) 
   

(1.532) (1.584) 

Liab2Assets ? 0.099 0.105 
 

Liab2Assets ? 0.743 0.724 

  
 

(0.468) (0.463) 
   

(1.249) (1.251) 
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Table 6.5 (Continued) 

Panel A: Disclosure Decision  Panel B: Disclosure Quality 

  
Exp.  

Sign 
Model 1 Model 2     

Exp.  

Sign 
Model 1 Model 2 

ROE (+) -0.637 -0.642  ROE (+) 1.435** 1.455** 

   (0.686) (0.695)    (0.617) (0.612) 

Book2Mkt (-) -0.022 -0.021  Book2Mkt (-) 1.039 1.082 

  
 

(0.070) (0.068) 
   

(0.996) (1.004) 

Loss (-) -0.793** -0.757** 
 

Loss (-) -3.170* -3.157* 

  
 

(0.325) (0.322) 
   

(1.682) (1.690) 

         

Sector Dummy 
    

Sector Dummy 
   

    Insurance ? -3.625*** -3.551*** 
 

    Insurance ? 2.597 2.824 

  
 

(0.867) (0.867) 
   

(4.373) (4.342) 

    Manufacturing ? -1.697** -1.710** 
 

    Manufacturing ? 3.410 3.407 

  
 

(0.826) (0.827) 
   

(3.656) (3.695) 

    Others ? -1.948** -1.925** 
 

    Others ? 5.158 5.349 

  
(0.949) (0.945) 

   
(4.394) (4.390) 

Constant 
 

0.288 0.544 
 

Constant 
 

21.750*** 21.750*** 

  
(2.782) (2.793) 

   
(0.937) -0.932 

         
Observations 

 
2,278 2,293 

 
Observations 

 
1,698 1,698 

Pseudo  R2
 

 
0.154 0.161 

 
R2

 
 

0.145 0.152 

Wald 2 
 

57.48 71.42 
 

F 
 

8.16 6.00 

Prob. 
 

0.000 0.000   Prob. 
 

0.000 0.000 

This table shows estimates from the pooled logit (Panel A) and OLS (Panel B) regressions of the disclosure practices (disclosure decision and disclosure practices) against overall 
governance quality, along with exogenous control variables. See Appendix H for the definitions of the variables. For the OLS regressions in Panel B, all continuous explanatory variables 
of OLS regressions are standardised to a mean of ‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean-centred’ for ease of 
interpretation.  The Logit regressions in Panel A use actual values. ***, **, and * indicate significance at the 1%, 5%, and 10% levels. Standard errors, clustered by firm, are in 
parentheses. 
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CGQ Sub-indexes 

Brown and Caylor (2006, 2009) and Bhagat and Bolton (2008) contend that the factors 

that contribute to overall governance quality may not influence a firm’s decisions 

equally. The CGQ composite measure used in my study is broadly categorised into five 

sub-indexes. Given the Brown and Caylor, and Bhagat and Bolton argument I also 

investigate the association of each of the five sub-indexes with disclosure practices (the 

influence of selected components of governance is discussed in the next section). 

The influence of CGQ sub-indexes on disclosure practices is presented in Table 6.6. 

The results show that board management structure and process (CGQS_3), and 

corporate responsibility and compliance (CGQS_4) are the two significant predictors of 

disclosure decision. Four of the five CGQ sub-indexes, Ownership structure and 

investors’ rights (CGQS_1), board management structure and process (CGQS_3), 

corporate responsibility and compliance (CGQS_4), and auditing (CGQS_5) influence 

disclosure quality. Their respective influence, measured by the size of the estimated 

coeffients, varies suggesting that the different components of a firm’s governance 

quality are not equally linked to its disclosure decisions and practices, consistent with 

Brown and Caylor’s contention.  

6.3.2 Individual Governance Components  

Table 6.7 summarises results for the relationship between previously identified 

individual governance measures and disclosure practices. Following the issuance of the 

CG Guidelines, few companies do not have at least one independent director and an 

audit committee of the board. As a result, when a post2005 dummy is introduced in the 

regression, I exclude AudCom and BdIndir because they are almost collinear. In the 

following paragraphs I discuss the results for the remaining governance components. 

Internal Governance Components 

Board size (Hypothesis 12)  

Table 6.7 also reports that with Models 3 and 4 the coefficient of the square of BdSize is 

statistically significant (Panel A), which indicates a non-linear relationship between 

board size and remuneration disclosure decision. The relationship between board size 

(up to 17.30) and disclosure decision is initially negative, and the relationship is positive  
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Table 6.6 Disclosure and CGQ Sub-indexes 

Panel A: Disclosure Decision Panel B: Disclosure Quality 

  CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5   CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5 

CGQ Sub-index CGQ Sub-index 

CGQS(t-1) 0.016 0.009 0.0148** 0.0198* 0.004 CGQS(t-1) 1.302* 0.448 1.557*** 2.181** 0.877** 

 
(0.010) (0.006) (0.007) (0.012) (0.003) 

 
(0.695) (0.703) (0.552) (0.976) (0.438) 

            
Outside Ownership Outside Ownership 

OwnInst(t-1) 0.058 0.071 0.061 0.057 0.066 OwnInst(t-1) 1.505 1.595* 1.462 1.526 1.530 

 
(0.121) (0.121) (0.121) (0.121) (0.121) 

 
(.938) (.956) (0.947) (0.929) (0.960) 

Mnco(t-1) 0.046 0.054 0.037 0.007 0.055 Mnco(t-1) 3.161*** 3.203*** 3.074*** 2.848*** 3.211*** 

 
(0.187) (0.184) (0.185) (0.191) (0.185) 

 
(.702) (.697) (0.699) (0.748) (0.697) 

OwnForgnPort(t-1) 0.025 0.039 0.027 0.007 0.041 OwnForgnPort(t-1) 0.456 0.553 0.467 0.370 0.539 

 
(0.165) (0.167) (0.164) (0.169) (0.163) 

 
(.778) (.779) (0.754) (0.742) (0.778) 

            
Other External Variables Other External Variables 

LnAssets 0.123 0.120 0.130 0.081 0.145 LnAssets 2.390 2.563 2.247 1.317 2.599* 

 
(0.109) (0.112) (0.111) (0.121) (0.109) 

 
(1.503) (1.553) (1.509) (1.645) (1.482) 

Liab2Assets 0.059 0.076 0.068 0.034 0.039 Liab2Assets 0.589 0.434 0.757 0.644 0.540 

 
(0.462) (0.465) (0.469) (0.462) (0.466) 

 
(1.220) (1.271) (1.251) (1.219) (1.243) 

ROE -0.653 -0.603 -0.648 -0.677 -0.642 ROE 1.435** 1.471** 1.400** 1.427** 1.469** 

 
(0.691) (0.683) (0.687) (0.696) (.689) 

 
(.624) (.618) (0.614) (0.603) (0.619) 

Book2Mkt -0.034 -0.029 -0.026 -0.035 -0.033 Book2Mkt 0.861 0.735 1.098 0.984 0.871 

 
(0.069) (0.069) (0.071) (0.069) (0.070) 

 
(.996) (1.020) (1.016) (0.981) (1.007) 

Loss -0.812** -0.778** -0.814** -0.784** -0.830** Loss -3.183* -3.206* -3.307* -2.973* -3.273* 

 
(0.331) (0.324) (0.327) (0.327) (0.330) 

 
(1.717) (1.696) (1.678) (1.691) (1.680) 
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Table 6.6 (Continued) 

Panel A: Disclosure Decision Panel B: Disclosure Quality 

  CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5   CGQS_1 CGQS_2 CGQS_3 CGQS_4 CGQS_5 

            

Sector Dummy Sector Dummy 

    Insurance -3.863*** -3.686*** -3.566*** -3.643*** -3.625***     Insurance 1.417 2.254 2.885 2.710 2.692 

 
(0.894) (0.867) (0.860) (0.872) (0.859) 

 
(4.348) (4.414) (4.355) (4.417) (4.400) 

    Manufacturing -1.916** -1.734** -1.610* -1.807** -1.727**     Manufacturing 2.198 3.279 4.048 2.290 3.249 

 
(0.844) (0.824) (0.821) (0.829) (0.818) 

 
(3.778) (3.680) (3.609) (3.705) (3.677) 

    Others -2.138** -1.996** -1.863** -2.006** -1.978**     Others 4.282 4.982 5.726 4.758 4.846 

 
(0.956) (0.948) (0.941) (0.951) (0.944) 

 
(4.444) (4.428) (4.349) (4.370) (4.450) 

Constant 0.133 0.382 0.257 1.429 0.132 Constant 21.70*** 21.71*** 21.71*** 21.71*** 21.71*** 

 
(2.773) (2.786) (2.781) (2.939) (2.770) 

 
(0.934) (0.941) (0.936) (0.932) (0.939) 

            
Observations 2,278 2,278 2,278 2,278 2,278 Observations 1,698 1,698 1,698 1,698 1,698 

Pseudo  R2
 0.154 0.153 0.153 0.154 0.151 R2

 0.144 0.138 0.146 0.151 0.141 

Wald 2 55.12 56.48 58.89 55.85 57.32 F 7.5 7.17 8.57 8.15 7.82 

Prob. 0.000 0.000 0.000 0.000 0.000 Prob. 0.000 0.000 0.000 0.000 0.000 

This table shows estimates from the pooled logit (Panel A) and OLS (Panel B) regressions of the disclosure practices (disclosure decision and disclosure practices) against sub-indexes of 

governance index, along with exogenous control variables See Appendix H for the definitions of the variables. For the OLS regressions in Panel B, all continuous explanatory variables of 

OLS regressions are standardised to a mean of ‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean-centred’ for ease of 

interpretation. The Logit regressions in Panel A use the original (untransformed) values. ***, **, and * indicate significance at the 1%, 5%, and 10% levels. Standard errors, clustered by 

firm, are in parentheses.  
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after that. The turning point is near the maximum board size under the BSEC’s CG 

Guidelines. The average (median) board size of listed Bangladeshi firms is 9.23 (7.00). 

Thus, the results are consistent with these board members typically being appointed by 

the controlling shareholders, as already mentioned, and either not having a voice in 

disclosure decisions concerning executive directors’ remuneration or not resisting the 

non-disclosure of that information in order to avoid jeopardising their appointment. 

Director independence and interlocking directors (Hypotheses 13 and 14)  

The results in Table 6.7 indicate that the presence of an independent director on the 

board and the presence of an interlocking director (who does not also sit with the CEO 

on another board) are more likely to have a positive influence (significant at the 5% 

level or better) on the quality of any remuneration disclosure and the decision to 

disclose respectively. This provides partial support for Hypotheses 15 and 17, that the 

extent and likelihood of disclosure is higher for a board that includes at least one 

independent director and/or at least one interlocking director (who does not sit with the 

CEO on another board). Chau and Gray (2010) and Haniffa and Cooke (2002) similarly 

report a positive relationship between board independence and firm disclosure, the 

former for Hong-Kong and the latter for Malaysia. In relation to the influence of 

interlocking directors, Haniffa and Cooke (2002) find that the presence of an 

interlocking director is unrelated to firm disclosure in Malaysia, which runs contrary to 

their prediction that interlocking directors help increase the firm’s transparency. 

Abdelsalam and Street (2007), however, do find a negative relationship in the UK.  

Unitary versus dual leadership structure (Hypothesis 15) 

The results for Model 5 in Table 6.7 show that, as expected, a firm with a unitary 

leadership structure is less likely to disclose remuneration paid to their executive 

directors. This result, which is not strong in the statistical sense, is consistent with 

Forker (1992), Coulton, James and Taylor (2001), Gul and Leung (2004), and Xiao and 

Yuan (2007), who report a similar result in their respective studies. 
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Table 6.7 Disclosure and Internal Governance Measures  

Panel A: Disclosure Decision Panel B Disclosure Quality 

  
Exp.  

Sign 
Model 3 Model 4 Model 5 

 

Exp.  

Sign 
Model 3 Model 4 Model 5 

Internal Governance Components Internal Governance Components 

BdSize(t-1) (+) -0.128 -0.119 -0.132 BdSize(t-1) (+) 2.712 2.684 1.573 

  
(0.080) (0.080) (0.082) 

  
(1.858) (1.839) (1.915) 

BdSizex2
(t-1) (-) 0.004* 0.003* 0.003 BdSizex2

 (t-1) (-) -0.036 0.022 0.043 

  
(0.002) (0.002) (0.002) 

  
(0.595) (0.575) (0.563) 

BdIndir(t-1) (+) 0.287 
  

BdIndir(t-1) (+) 2.527** 
  

  
(0.198) 

    
(1.088) 

  
Duality(t-1) (-) -0.372 -0.401 -0.545* Duality(t-1) (-) 0.693 0.748 0.304 

  
(0.294) (0.296) (0.322) 

  
(1.813) (1.809) (2.073) 

BdCross(t-1) (+) 0.740** 0.721** 1.161*** BdCross(t-1) (+) 0.508 0.416 -0.443 

  
(0.289) (0.288) (0.379) 

  
(1.628) (1.623) (2.004) 

BdFamly(t-1) (-) 0.614* 0.666* 0.704* BdFamly(t-1) (-) -3.721 -3.773 -3.844 

  
(0.358) (0.359) (0.399) 

  
(2.480) (2.481) (2.828) 

BdFeml(t-1) (-) -0.132 -0.115 -0.306 BdFeml(t-1) (-) -2.301 -2.368 -2.657 

  
(0.364) (0.362) (0.439) 

  
(2.214) (2.213) (3.303) 

OwnInsid(t-1) (-) 0.002 0.002 0.001 OwnInsid(t-1) (-) -0.440 -0.533 0.014 

  
(0.007) (0.007) (0.009) 

  
(1.025) (1.019) (1.231) 

          

Outside Ownership Outside Ownership 

OwnInst(t-1) (+) 0.003 0.003 -0.010 OwnInst(t-1) (+) 1.316 1.233 0.52 

  
(0.009) (0.009) (0.011) 

  
(0.981) (0.979) (1.102) 

Mnco(t-1) 
 

0.492 0.550 0.168 Mnco(t-1) 
 

11.24** 11.34** 11.93** 

  
(1.190) (1.182) (1.382) 

  
(4.515) (4.574) (5.327) 

OwnForgnPort(t-1) (+) 0.002 0.002 -0.009 OwnForgnPort(t-1) (+) 0.184 0.204 -0.787 

  
(0.017) (0.018) (0.018) 

  
(0.850) (0.843) (0.932) 

Audit Arrangements Audit Arrangements 

AudCom (+)  0.269  AudCom (+)  3.233***  

   (0.186)     (1.092)  
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Table 6.7 (Continued) 

Panel A: Disclosure Decision Panel B Disclosure Quality 

  
Exp.  

Sign 
Model 3 Model 4 Model 5  

Exp.  

Sign 
Model 3 Model 4 Model 5 

Big5 (+) 0.217 0.205 0.306 Big5 (+) 3.264* 3.234* 3.093 

  (0.265) (0.264) (0.308)   (1.849) (1.853) (2.097) 

          

Post2005 and Interactions Post2005 and Interactions 

Post2005 ? 
  

-0.433 Post2005 ? 
  

0.614 

    
(0.603) 

    
(1.860) 

Post2005*BdSizex1(t-1) ? 
  

0.005 Post2005*BdSizex1(t-1) ? 
  

2.110** 

    
(0.018) 

    
(0.930) 

Post2005* Duality(t-1) ? 
  

0.279 Post2005* Duality(t-1) ? 
  

-0.146 

    
(0.303) 

    
(2.137) 

Post2005*BdCross(t-1) ? 
  

-0.730** Post2005*BdCross(t-1) ? 
  

1.496 

    
(0.285) 

    
(1.662) 

Post2005*BdFamly(t-1) ? 
  

-0.088 Post2005*BdFamly(t-1) ? 
  

0.662 

    
(0.332) 

    
(1.856) 

Post2005*BdFeml(t-1) ? 
  

0.320 Post2005*BdFeml(t-1) ? 
  

0.361 

    
(0.395) 

    
(2.912) 

Post2005*Big5(t-1) ? 
  

-0.237 Post2005*Big5(t-1) ? 
  

0.232 

    
(0.330) 

    
(1.914) 

Post2005*OwnInsid(t-1) ? 
  

0.002 Post2005*OwnInsid(t-1) ? 
  

-0.569 

    
(0.009) 

    
(0.973) 

Post2005*OwnInst(t-1) ? 
  

0.023** Post2005*OwnInst(t-1) ? 
  

1.319 

    
(0.011) 

    
(0.808) 

Post2005*Mnco(t-1) 
   

0.709 Post2005*Mnco(t-1) 
  

 2.010** 

    
(0.673) 

   
 (0.951) 

Post2005*OwnForgnPort(t-1) ? 
  

0.025 Post2005*OwnForgnPort(t-1) ? 
  

-0.178 

    
(0.018) 

    
(4.533) 
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Table 6.7 (Continued) 

Panel A: Disclosure Decision Panel B Disclosure Quality 

  
Exp.  

Sign 
Model 3 Model 4 Model 5  

Exp.  

Sign 
Model 3 Model 4 Model 5 

Other Explanatory Variables Other Explanatory Variables 

LnAssets (+) 0.096 0.078 0.108 LnAssets (+) 2.663* 2.415 2.592* 

  (0.108) (0.108) (0.107)   (1.534) (1.517) (1.543) 

LnLiab2Assets ? 0.127 0.222 0.036 LnLiab2Assets ? 0.212 0.315 0.233 

  
(0.493) (0.493) (0.494) 

  
(1.166) (1.178) (1.177) 

ROE (+) -0.348 -0.314 -0.341 ROE (+) 1.328** 1.243** 1.359** 

  
(0.697) (0.706) (0.722) 

  
(0.553) (0.551) (0.553) 

Book2Mkt (+) -0.014 -0.017 -0.028 Book2Mkt (+) 0.438 0.931 0.884 

  
(0.073) (0.073) (0.074) 

  
(0.479) (0.920) (0.904) 

Loss (-) -0.733** -0.713** -0.737** Loss (-) -3.333** -3.418** -3.650** 

  
(0.342) (0.348) (0.351) 

  
(1.612) (1.609) (1.631) 

Sector Dummy 
    

Sector Dummy 
    

    Insurance ? -3.949*** -3.931*** -3.908***     Insurance ? 1.329 1.786 0.833 

  
(0.928) (0.921) (0.932) 

  
(4.131) (4.099) (4.149) 

    Manufacturing ? -2.097** -2.060** -2.223**     Manufacturing ? 9.124* 9.616** 9.353** 

  
(0.926) (0.922) (0.927) 

  
(4.691) (4.663) (4.694) 

    Others ? -2.209** -2.153** -2.325**     Others ? 10.12** 10.65** 10.37** 

  
(1.010) (1.002) (1.015) 

  
(4.956) (4.941) (5.032) 

Constant 
 

1.531 1.708 1.823 Constant 
 

21.58*** 21.83*** 21.82*** 

  
(2.878) (2.873) (2.859) 

  
(1.220) (1.152) (1.140) 

Observations 
 

2,208 2,203 2,208 Observations 
 

1,647 1,674 1,647 

Pseudo R2
 

 
0.188 0.188 0.196 R2

 
 

0.174 0.178 0.184 

Wald 2 
 

64.85 64.49 84.01 F 
 

5.72 5.73 4.46 

Prob.   0.000 0.000 0.000 Prob.   0.000 0.000 0.000 

This table shows estimates from the pooled logit (Panel A) and OLS (Panel B) regressions of the disclosure practices (disclosure decision and disclosure practices) against individual 
governance components, along with exogenous control variables. See Appendix H for the definitions of the variables. For the OLS regressions in Panel B, all continuous explanatory 
variables of OLS regressions are standardised to a mean of ‘zero’ and standard deviation of ‘one’, and categorical explanatory variables and interacted variables are ‘mean-centred’ for 
ease of interpretation. The Logit regressions in Panel A use actual values. ***, **, and * indicate significance at the 1%, 5%, and 10% levels. Robust standard errors are in parentheses. 
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Family members on the board (Hypothesis 16)  

About 52% of the sample firms in Bangladesh are family controlled (see Table 5.7). 

The presence of a family member on the board, denoted by BdFamly, is positively 

related to the disclosure decision, but is not significantly related to disclosure quality. It 

is possible that family controlled firms disclose no more remuneration information than 

they judge necessary either to maintain their reputation or to be seen to comply with 

regulatory requirements.  

Gender diversity (Hypothesis 17) 

Table 6.7 also shows that the presence of a female director (from outside the controlling 

family) does not contribute to firm disclosure. My hypothesis, that the likelihood and 

extent of disclosure would be higher in the presence of such a board member, is not 

supported. A female director’s presence was also not found to be significant in the CEO 

remuneration decision. A reason might be that, as stated earlier, female board members 

are typically selected by the controlling shareholders and as a consequence they are 

loyal to them. 

Ownership by insiders (Hypothesis 18) 

Prior studies report a significant negative association between firm disclosure and 

insider ownership (Chau and Gray 2002; Eng and Mak 2003; Haniffa and Cooke 2002). 

Firms with higher insider ownership are likely to disclose less perhaps to avoid losing 

control. However, Table 6.7 shows that insider ownership is not a significant predictor 

for firm disclosure in Bangladesh. The results are consistent with Xiao and Yuan 

(2007), who find no statistically reliable association between insider ownership and firm 

disclosure.  

Outside Ownership 

Institutional and foreign investors (Hypotheses 19 and 20) 

Conclusions reached earlier (see the discussion of Table 6.5) on the influence of 

institutional ownership, foreign direct investment (indicated by whether the firm is 

formally associated with a foreign-domiciled investor company) and foreign portfolio 

ownership, are similar to those indicated in Table 6.7. Specifically, institutional 

ownership does not feature as an important determinant of either the disclosure decision 
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or disclosure quality, but the association with a foreign-domiciled investor company 

does influence disclosure quality. 

Auditing Arrangements  

Audit committee and auditor quality (Hypotheses 21 and 22) 

Forker (1992) proposes that the existence of an audit committee improves a firm’s 

internal control system and thereby adds to disclosure quality. The existence of an audit 

committee became more common after the issuance of the BSEC Guidelines (see Table 

5.7). The results in Table 6.7 partially support Hypothesis 21, that disclosure quality is 

higher for firms with an of audit committee. 

Auditor quality, proxied by Big5, also has a significant influence on disclosure quality – 

firms audited by one of the Big5 disclose more, although auditor choice does not 

influence the ‘in principle’ decision to disclose.  

Other Explanatory Variables 

Among the other variables, firm size, measured by the natural log of total assets, is 

found to be significant in the expected direction for disclosure quality. This result 

confirms prior findings (Singhvi and Desai 1971; Cooke 1989; Chen and Jaggi 2000; 

Ferguson, Lam and Lee 2002; Haniffa and Cooke 2002; Eng and Mak 2003; Gul and 

Leung 2004; Hermalin and Weisbach 2012), namely that larger firms are more likely to 

disclose information. Larger firms generally face a greater demand for information from 

both internal and external sources, and they tend to adopt more stringent disclosure 

regimes than smaller firms (Cooke 1989; Haniffa and Cooke 2002; Hermalin and 

Weisbach 2012). In addition, smaller firms are more likely to feel that fuller disclosure 

could reduce their competitive advantage (Singhvi and Desai 1971).  

Firm performance, measured by the ratio of net profit to total shareholders’ equity, is 

also found to significantly improve disclosure quality (coefficient is 1.328, Model 3). 

Firms that perform better disclose more in supporting their superior performance and 

continuation of their position (Inchausti 1997; Dumontier and  Raffournier 1998; 

Haniffa and Cooke 2002). The results also show that firm disclosure is lower for firms 

that incur an accounting loss, consistent with the common finding that firms that 

experience poor accounting performance tend to disclose less information. 
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In addition to the above mentioned explanatory variables, firm growth, measured by the 

book-to-market ratio and leverage, measured by the ratio of total liabilities to total 

assets, are statistically insignificant in explaining disclosure practices in Bangladesh. 

The results also demonstrate that disclosure practices differ by sector. Compared to 

firms in the ‘Bank & Finance’ sector, those in the ‘Insurance’, ‘Manufacturing’, and 

‘Others’ sectors are less likely to disclose. But when they do disclose, the quality of 

disclosure is higher for the ‘Manufacturing’ and ‘Others’ sectors (relative to ‘Bank & 

Finance’). In many countries, firms in the ‘Bank & Finance’ sector are supervised by 

distinct regulatory authorities (such as a Central Bank), which leads to greater 

comparability and often reduces information asymmetry.  

Summary 

On balance, overall corporate governance quality has a positive effect on the decision to 

disclose remuneration information as well as on disclosure quality. Larger firms tend to 

disclose more; foreign domiciled firms also disclose more; and loss making companies 

disclose less. Companies audited by one of the Big5 (or one of their affiliates) and those 

with an audit committee are also found to disclose more. 

6.4 Conclusion  

This chapter presents the results of tests of hypotheses developed in Chapter 4 on the 

relationship between firm-level governance measures and (i) CEO remuneration, (ii) 

CEO’s pay-for-performance sensitivity, (iii) the decision by firms to disclose 

information on executive directors’ remuneration, and (iv) the extent of that disclosure. 

A total of 2,712 firm-year observations for the 12 years from 2000 to 2011 are used for 

this study.  

It is argued by prior researchers, for instance Core, Holthausen and Larcker (1999), 

Jensen, Murphy and Wruck (2004), Murphy (2013), Kaplan (2013) and Shan and 

Walter (2015), that executives are generally the recipients of overly generous 

remuneration packages. A series of corporate collapses have highlighted the importance 

of disclosure of the level and nature of payments made to the firms’ senior executives, 

including the CEO. Shareholders of listed Bangladeshi firms have had little influence in 

selecting board members, and almost no influence on the level of executives’ 

remuneration. Nonetheless firms have been required to disclose, in their published 
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annual reports, information on remuneration paid to their executive directors, including 

the CEO. 

A firm with better governance quality is expected to resist ‘excessive’ CEO’s pay and to 

tie the CEO’s pay more closely to the firm’s financial performance. However, the 

results from the regression analyses do not support this view. Instead, they show that a 

firm’s CGQ is positively related to CEO remuneration level and is not associated with 

the sensitivity (i.e. the slope) of the CEO’s pay-for-performance relationship. There are 

various potential explanations for the contradictory results: first, it may be the case that 

a firm’s CGQ proxies for one or more control variables that are strongly and positively 

correlated with CEO remuneration and are omitted from my regression model; second, a 

firm’s CGQ may be strongly correlated with substantial measurement errors in one or 

more variables in my models and that the measurement error is correlated with the level 

of remuneration; and, a third explanation might be that a firm’s CGQ does not restrain 

‘excessive’ CEO pay in ‘traditional’ firms in Bangladesh.  

Prior studies (for example, Brown and Caylor 2006, 2009) contend that not every 

governance measure is equally important in firms’ decision making. Therefore, in 

addition to the composite governance index, the influence of individual governance 

components was tested; however, few individual governance components produced 

results in the expected direction. The results show that board size, and interlocking 

directors, are economically insignificant in the CEO remuneration decision. The 

presence of a controlling family member on the board, and board gender diversity, also 

do not influence either the level of CEO remuneration or the sensitivity of the CEO’s 

pay-for-performance relationship. Board members in listed Bangladeshi firms are 

generally appointed by the controlling shareholders who hire their own people to 

occupy the positions. Therefore, those appointed might not have any real voice or strong 

desire to be involved in decisions, made largely by dominant parties, concerning the 

CEO’s remuneration. Independent directors are found to be associated with higher CEO 

remuneration, but they are more likely to tie the CEO’s pay to financial performance. I 

also find that the CEO’s remuneration increases with the extent of insider ownership.  

My third and fourth research questions relate to whether firm-level governance quality 

is related to the decision to disclose any remuneration information, and the quality of 

that disclosure if indeed it is made.  
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The results from the disclosure regression analysis appear to confirm the prediction that 

a firm’s CGQ is positively related to disclosure practices, but not significant in all of my 

models. Consistent with Brown and Caylor (2006, 2009), I also find that not every 

governance measure is equally important to a firm’s decisions. Among the individual 

governance measures, a family controlled firm is more likely to disclose remuneration 

information. Director independence and interlocking directors significantly improve 

disclosure quality and the probability of disclosure. The appointment of an audit 

committee, which became more common after the issuance of the BSEC’s CG 

Guidelines, significantly improves disclosure quality. Auditor quality is also found to be 

significant to a firm’s disclosure quality. 

In this chapter, I identify the factors that influence a firm’s decision relating to CEO 

remuneration and the disclosure of executive directors’ remuneration. Overall, it can be 

said that CG practices in Bangladesh need more attention if minority shareholders’ 

interests are to be better protected. 

  



 

173 
 

Chapter Seven : Robustness Tests 

7.1 Introduction 

Empirical studies almost always involve a number of seemingly arbitrary judgements, 

such as the precise functional form of the relationship between dependent and 

explanatory variables, or the estimator to be used, or how the variables are to be defined 

in operational terms and measured. This chapter ‘re-visits’ a number of these 

judgements in order to assess the robustness of the results presented in Chapter 6; i.e., 

whether the conclusions in Chapter 6 turn on some judgements I made in reaching them. 

Recall that the results in Chapter 6 include OLS and Heckman-adjusted estimates of (1) 

the level of the CEO’s remuneration and (2) its sensitivity to the firm’s financial 

performance; (3) logit models that predict the probability the firm would disclose at 

least some information on the remuneration of its executive directors; and (4) OLS 

estimates of the extent of any such disclosure. The aim of the tests in Chapter 6 was to 

assess whether the quality of the firm’s governance arrangements are a contributing 

factor to each of those four matters. Governance was measured primarily in three ways: 

by a single composite index; by five sub-indices (corresponding to those adopted in 

previous studies); and by six individual component measures. Other governance 

measures were also included in the models, for example the ‘quality’ of the external 

auditor and ownership of the firm’s share capital by insiders, local financial institutions, 

and overseas-based financial institutions and affiliated companies. 

We have already seen from the Heckman adjustments in Chapter 6 that self-selection 

bias is not an issue of concern in my study. Given the results from the robustness tests 

where governance is measured by a composite index, and in the interests of brevity, I do 

not investigate any further the results in Chapter 6 for the sub-indexes or the individual 

components. Thus my robustness tests focus on re-estimating models where governance 

is measured by CGQ and (i) without winsorising any explanatory variables, (ii) using 

alternative measures of the dependent and independent variables, (iii) explaining the 

CEO’s pay via a ‘change-on-change’ specification, and (iv) using instrumental variables 

to adjust for a possible endogenous relationship between executive directors’ pay 

(including the CEO’s) and corporate governance. Because too many equations are 

estimated for the results to be included in my thesis in full detail, I provide brief 

summaries of each set of results. 
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The rest of this chapter proceeds as follows. Section 7.2 summarises the various 

robustness tests conducted in relation to models of CEO remuneration, while Section 

7.3 does the same in relation to the disclosure of the remuneration of executive 

directors. In Section 7.4, I summarise the results from a ‘changes-on-changes’ 

specification and from my somewhat unfruitful efforts to employ instrumental variables 

to allow for possible endogeneity between governance and the CEO’s remuneration. 

Conclusions I have reached from the robustness tests are summarised in Section 7.5. 

7.2 CEO Remuneration 

7.2.1 Re-estimating Models without Winsorising any Variable  

The results in Chapter 6 are after winsorising four variables at the top and bottom 2.5% 

of their distribution. The four variables are firm size, measured by the log of inflation-

adjusted total assets; financial leverage, measured by the ratio of total liabilities to total 

assets; profitability, measured by the rate of return on equity; and growth opportunities, 

measured by the ratio of the book value of equity to its market value. Winsorisation is 

the process of limiting extreme values in the statistical data in order to reduce the 

possibility that spurious outliers, if untreated, would affect the conclusions reached. My 

first robustness check is whether winsorisation changed the principal inferences from 

those that would otherwise have been reported. When I substitute the winsorised with 

the unwinsorised values, the primary results presented in Table 6.2 are upheld, namely 

that a firm’s CGQ is positively related with the CEO’s level of remuneration and that 

CGQ does not have a significant influence on the sensitivity of the CEO’s pay-for-

performance relationship in Bangladesh. The coefficient on CGQ (lagged) is virtually 

unchanged (0.531 v. 0.521 in Table 6.2, Model 2; both are significant at 5% on a two-

tailed test) and the interaction of CGQ with ROE is positive but not reliably so. 

7.2.2 Alternative Indicator of Better Governance (CGQ in 4th quartile)  

The models reported in Chapter 6 that assess the influence of corporate governance on 

the CEO’s pay-for-performance sensitivity include the interaction between corporate 

governance and the firm’s financial performance, which is measured by its rate of return 

on equity. For each year, firms were coded as ‘better governed’ if their governance 

score exceeded the median in the particular year. This section investigates whether a 

more stringent categorisation, based on CGQ in the 4th quartile for the year rather than 

exceeding the median, would yield the same inference with respect to the CEO’s pay-
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for-performance sensitivity. The answer is that it does: the coefficient on (lagged) 

‘better’ CGQ interacted with ROE is -0.008, which compares with 0.003 in Table 6.2, 

Model 2, although in neither case can we reliably reject the hypothesis that the 

coefficient’s true value is zero. 

7.2.3 Rank Transformation of CGQ 

The results in Chapter 6 are based on CGQ being calculated as the percentage of the 

firm’s corporate governance score relative to the maximum possible score. A robust, 

alternative measure of a firm’s governance quality is its governance rank among listed 

companies that year (after adjusting for ties). Results for the initial and alternative 

governance measures are comparable: ranked CGQ and its interaction with ROE have 

coefficients (respectively) of 0.224 (significant at 1%) and 0.081 (not statistically 

different from zero), compared with 0.521 (significant at 5%) and 0.003 (not 

statistically different from zero) in Table 6.2. Note that we cannot directly compare the 

size of the coefficients because one coefficient relates to ranks and the other to a 

continuous variable. 

7.2.4 Foreign Ownership  

The primary models presented in Chapter 6 measure foreign ownership according to 

whether or not the Bangladeshi firm is associated with an overseas-domiciled company 

(Mnco, which is an indicator variable) and the percentage of ordinary shares held by 

other overseas investors (OwnForgnPort, which is a continuous variable). Results in 

Chapter 6 indicate that the fixed effect of a Bangladeshi firm being either an associate 

or a subsidiary of an overseas company is to increase the log of its CEO’s remuneration 

by 2.640 before 2006 and by 3.081 after the issuance of the CG guidelines (Table 6.2, 

Model 2) and to decrease, significantly, the CEO’s pay-for-performance sensitivity, 

with foreign portfolio investment having a very much weaker effect. Because FDI and 

FPI are not measured consistently, in the sense that the former is an indicator variable 

while the latter is continuous, in this section I assess whether the results in Chapter 6 are 

robust to combining all foreign ownership into a single continuous variable, OwnForgn, 

which is measured by the percentage of shares held as FDI and FPI. Perhaps 

unsurprisingly given the strong positive effect of Mnco and the weak effect of 

OwnForgnPort, the combined variable OwnForgn has a positive and significant 

influence on the level of CEO pay (coefficient on OwnForgn is 0.219 before 2006, 

significant at 5%) but it has no obvious effect on the CEO’s pay-for-performance 
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sensitivity (coefficient on interaction of OwnForgn with ROE is 0.028, but it is not 

statistically different from zero). 

7.2.5 Contemporaneous versus Lagged Explanatory Variables 

The primary results presented in Chapter 6 are based on a mixed ‘time series’ approach 

to attenuating endogeneity. That is, governance variables are lagged by a year, whereas 

five other variables known to affect the CEO’s remuneration – notably the firm’s size, 

(LnAssets), financial leverage (Liab2Assets), profitability (ROE), incurrence of a loss 

(Loss), and growth opportunities (Book2Mkt) – relate to the same financial year as the 

remuneration data. Because the CEO’s remuneration feasibly could be associated more 

closely with the firm’s characteristics and profitability in the previous year, in this 

section I test the robustness of the results in Chapter 6 to simultaneously lagging the 

above five variables by one year. Using one, two and three stars (*) to denote two-tailed 

statistical significance at the 10%, 5% and 1% level respectively, in the pre-2006 period 

the coefficients on the five variables when lagged versus their values when they are not 

lagged (as in Table 6.2) are remarkably similar: 0.409*** v. 0.409*** 

(LnAssets), -0.104 v. -0.089 (Liab2Assets), 0.088 v. 0.067 (ROE), -0.007 v. -0.046 

(Loss) and -0.086 v. -0.065 (Book2Mkt). Likewise, no inference concerning the 

interaction between a governance variable and profitability (ROE) is changed when the 

contemporaneous ROE is replaced by its lagged value (details not tabulated). 

7.2.6 Alternative Measure of Firm Size 

The results in Chapter 6 are based on the log of the firm’s total assets being a reliable 

measure of its size. Many studies use an alternative measure of a firm’s size, namely the 

log of its market capitalisation (LnMktCap). Replacing LnAssets with LnMktCap does 

not materially change any inference I drew from Chapter 6, Table 6.2, Model 2: the 

coefficient on LnMktCap is 0.315, which compares with that on LnAssets of 0.409, both 

coefficients being significant at 1%. 
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7.3 Disclosure of Executive Directors’ Remuneration 

The robustness tests described briefly in this section relate to estimates reported in 

Table 6.5. That table has two panels. Panel A relates to the ‘in principle’ disclosure 

decision, which is modelled as a binary choice and fitted to the data by logistic 

regression; Panel B relates to the level of detail, or ‘quality’, of the disclosure of 

executive directors’ remuneration. I report in this section on the robustness of the 

estimates for Model 2 in Panels A and B of Table 6.5, because Model 2 is specified 

more fully than Model 1. The explanatory variables in Model 2 include governance and 

three ownership variables (viz, CGQ, OwnInst, and Mnco and OwnForgn), the indicator 

variable that denotes a financial year ending after the issuance of the corporate 

governance guidelines in February 2006 (Post2005) plus its interactions with the 

governance and ownership variables, five ‘firm characteristic’ variables (the firm’s 

profitability, whether it reported a loss for the year, and its size, financial leverage and 

growth opportunities), along with three binary variables that indicate the firm’s 

industry. Recall the explanatory power (pseudo-R2) of the Logit model in Table 6.5 is 

0.161 and the statistically significant variables are ownership by domestic institutions in 

the post-guidelines period (coefficient is 0.019*), the fact that the firm reported a loss 

(-0.757**), and the sector in which the firm operated (insurance -3.551***, 

manufacturing -1.710**, ‘others’ -1.925**). The explanatory power of the OLS 

regression model of disclosure quality (R2) is 0.152 and the statistically significant 

variables are the firm being an associate or a subsidiary of a multinational company 

(coefficient is 17.68***), the firm’s return on equity (1.455**), and the fact that the 

firm reported a loss for the year (-3.157*). Relevant firm characteristic variables are 

winsorised and the governance and ownership variables are lagged by one year. 

7.3.1 Re-estimating Models without Winsorising any Variable  

Winsorisation had little effect on the estimates and no effect on the inferences I drew in 

Chapter 6 with respect to a firm’s disclosure policies. Consistent with Table 6.5, Panel 

A and Model 2 the explanatory power of the Logit model is 0.161 and the statistically 

significant variables are ownership by domestic institutions in the post-guidelines 

period (coefficient is 0.019*), the fact that the firm reported a loss (-0.586*), and the 

sector in which the firm operated (insurance -3.541***, manufacturing -1.681**, 

‘others’ -1.943**). Similarly, consistent with Table 6.5, Panel B and Model 2 the 

explanatory power of the OLS regression model of disclosure quality (R2) is 0.145 and 
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the statistically significant variables are the firm being an associate or a subsidiary of a 

multinational company (coefficient is 18.01***), the firm’s return on equity (0.670**), 

and the fact that the firm reported a loss (-4.128*). 

7.3.2 Rank Transformation of CGQ 

Replacing the continuous variable with its ranked value for the year also had little effect 

on the disclosure estimates in Chapter 6. The explanatory power of the Logit model 

(pseudo- R2) is 0.161 and the statistically significant variables are the fixed effect of the 

post-guidelines period (-0.588*), ownership by domestic institutions in the post-

guidelines period (coefficient is 0.018*), the fact that the firm reported a loss 

(-0.738**), and the sector in which the firm operated (insurance -3.469***, 

manufacturing -1.610**, ‘others’ -1.826**). Similarly, consistent with Table 6.5, Panel 

B and Model 2, the explanatory power of the OLS regression model of disclosure 

quality (R2) is 0.142 and the statistically significant variables are the firm being an 

associate or a subsidiary of a multinational company (coefficient is 124.06***), the 

fixed effect of the post-guidelines period (-8.451**), and the firm’s return on equity 

(2.558***). 

7.3.3 Foreign Ownership 

As I did in Section 7.2.4 above, in this section I assess whether the results in Chapter 6 

with respect to disclosure decisions are robust to combining all foreign ownership into a 

single continuous variable, OwnForgn, which is the percentage of shares held as FDI 

and FPI. I find the coefficient of OwnForgn is not statistically significant in the logit 

model either on its own or when interacted with Post2005. However, OwnForgn is 

significant at the 5% level in the disclosure quality regression (coefficient is 2.457**), 

which corresponds to the strong significance of Mnco in Table 6.5 (Panel B, Model 2). 

Thus, my results in Table 6.5 are robust to this alternative specification of foreign 

ownership.  

7.3.4 Contemporaneous versus Lagged Explanatory Variables 

The use of lagged values of the five control variables (size, profitability, incurrence of a 

loss, financial leverage and growth opportunities) makes little difference either to the 

size or the statistical significance of variables reported in Chapter 6 to have a 

statistically significant influence on a firm’s disclosure policies. The explanatory power 

of the Logit model (pseudo- R2) is 0.162 when the variables are lagged (0.161 in Table 
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6.5). The explanatory variables that are statistically significant are: OwnInst*Post2005 

0.018* (Table 6.5 0.019*); Loss -0.645** (-0.757**); Insurance sector -3.406*** 

(-3.551***); Manufacturing -1.562* (-1.710**); and ‘Others’ -1.783* (-1.925**). The 

corresponding comparisons for disclosure quality (Panel B Model 2) are: R2 0.149 

(0.152); Mnco 17.63*** (17.68***); ROE 1.213** (1.455**); Loss -3.739** (-3.157*). 

7.3.5 Alternative Measure of Firm Size and of Financial Performance 

A firm’s size is often measured by researchers in accounting and finance by the log of 

the aggregate market value of its ordinary shares (LnMktCap), and the firm’s financial 

performance by its accounting rate of return on assets (ROA). Two separate robustness 

tests are reported in this section. In the first test, I replace the firm’s size measure, 

LnAssets, with LnMktCap; in the second, I re-instate LnAssets as the size measure but 

use ROA to measure financial performance. In brief, neither substitution makes a 

material difference to the conclusions reached in Chapter 6. In broad terms, there are 17 

explanatory variables in Model 2 for both the ‘in principle’ disclosure decision and the 

quality of a disclosure. Consequently, across the two panels there are 34 comparisons of 

triplets of coefficients to be made. Of the 34, only three differed with respect to the 

statistical significance level. Two inconsistencies involved the coefficients of the 

industry dummy variables in Table 6.5 Panel A (Manufacturing 

sector -1.710** - -1.786** – -1.622** and ‘Others’ -1.925 – -2.007** – -1.857* for 

Table 6.5 and the two robustness tests in this section, respectively); and one was the 

coefficient of the interaction of the percentage of the firm’s shares that was owned by 

domestic financial institutions and Post2005 in Panel B (0.091 – 0.106* – 0.091). 

Moreover, the explanatory power of Model 2 differed only by one digit in the third d.p. 

across the three specifications (it was 0.161 – 0.162 – 0.161) and in no case was there a 

material change in the significance of the coefficient on the firm’s size or its financial 

performance. 

7.4 Why Might Better Governance be Associated with Higher CEO Pay? 

In Chapter 6, I speculated on three reasons why the coefficient on corporate governance 

in Table 6.2 was positive, which contradicted my first hypothesis. Two reasons were 

econometric in nature: the governance variable was positively correlated with an 

omitted variable, such as the complexity of the CEO’s task, that itself was strongly and 

positively correlated with the CEO’s remuneration level, to the point where the omitted 

variable’s positive effect overwhelmed the negative effect of governance; and the 
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related possibility, that measurement error in a particularly influential variable, such as 

the firm’s size, was positively correlated with the governance variable and with the 

CEO’s remuneration. In this section, I attempt to answer the question that heads the 

section, using three approaches. I first estimate models that replicate, as well as I can 

under my data limitations, four earlier studies that have found governance to have a 

negative influence on executive remuneration, only to find my results in Chapter 6 hold 

up. Second, I fit a ‘change-on-change’, or first difference, model and find some 

extremely weak evidence of a negative effect. Third, I report on my somewhat fruitless 

attempts to find instrumental variables that would purge the influence of measurement 

error and endogeneity from the governance variable, as another means of resolving the 

conundrum. 

7.4.1 Replication of Four Earlier Studies 

I was able to identify four prior studies reporting better governance constrained CEO 

pay: Firth, Tam and Tang (1999); Ozkan (2007); Ozkan (2011); and Abdullah (2006). 

While I could adapt the models employed in each of the four studies to a reasonable 

degree, I could not reproduce their result, that higher quality governance constrains 

CEO pay, with my Bangladeshi sample. 

Firth, Tam and Tang (1999) studied the determinants of top management pay in Hong 

Kong. The explanatory variables were the annual shareholder return (TSR), the firm’s 

ROE, the ratio of the market value of shareholders’ equity to total assets, the annual 

growth rate in sales over three years, the proportion of shares owned by directors, a 

dummy variable indicating the presence of family members on the board, the proportion 

of non-executive directors on the board, the proportion of shares owned by institutions, 

and the interaction between TSR and directors’ ownership. They reported director share 

ownership, institutional share ownership, and family control are negatively related to 

remuneration level. 

Following Firth, Tam and Tang I was able to create a first approximation of TSR from 

stock prices and annual dividend payments (I had no data on dates and theoretical 

values of changes in the basis of share quotations such as bonus and rights issues), 

while a lack of reliable data meant I had to exclude the rate of growth in sales and the 

proportion of non-executive directors. I used insider ownership as a proxy for director 

ownership. When I fitted the Firth, Tam and Tang model to my data, I found a positive 

relationship between institutional ownership and CEO pay, which is inconsistent with 
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Firth, Tam and Tang (1996) but consistent with my own results (see Chapter 6). I also 

found family control had a negative and significant influence on CEO pay in the Firth et 

al. model (I reported a negative relationship in Chapter 6 but the coefficient was not 

statistically significant). 

Ozkan (2007) reported institutional ownership and director ownership were negatively 

related to CEO cash remuneration, using a sample of 414 large UK companies in 

2003/2004, although firms with a larger board and a higher proportion of non-executive 

directors paid their CEOs more. Explanatory variables were TSR, the firm’s size 

(measured by its sales), a proxy for Tobin’s Q, the number of directors and the 

proportion of non-executive directors, and, in separate models, variations on the 

proportion of shares held by institutions, institutional block-holders, the CEO, and 

directors. To replicate Ozkan (2007) I used ROE as the measure of the firm’s 

performance, the fraction of insider ownership, the ratio of the book of equity to its 

market value (which is related to Tobin’s Q), and the natural log of total assets to 

measure the firm’s size; but I was unable to include the proportion of non-executive 

directors as an additional explanatory variable because the data were unavailable. 

Consistent with my primary results in Chapter 6 but inconsistent with Ozkan (2007), I 

found that her model yielded positive coefficients on institutional ownership and insider 

ownership when fitted to my data for Bangladesh. 

In her second study, Ozkan (2011) further examined the link between CEO pay and 

performance, with particular reference to CEO pay-for-performance sensitivity. To do 

this, she used a panel data set of 390 UK non-financial firms from 1999 to 2005. The 

dependent variable was the log of the CEO’s remuneration and the explanatory 

variables included lagged values of TSR, firm size (again measured by sales), Tobin's 

Q, the number of directors, several ownership variables reflecting institutional holdings 

and directors’ interests, the CEO’s age and tenure of office, and year and industry fixed 

effects. I replicated this study as closely as possible with my data. This meant I 

included, as explanatory variables, ROE as the measure of the firm’s financial 

performance, insider ownership, the ratio of book value of equity to its market value, 

and the log of total assets; but the lack of necessary data meant I had to exclude the 

proportion of non-executive directors, and measures of the proportion of the firm’s 

ordinary share capital held by executive and non-executive directors separately. The 

results from fitting a model ‘close to’ that in Ozkan (2011) were also consistent with my 
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primary results, in that I found a positive relationship between institutional ownership 

and the CEO’s pay. 

My fourth replication was based on a Malaysian study reported by Abdullah (2006), 

who found a negative relationship between board independence and (the log of) 

directors’ remuneration in Malaysia. The explanatory variables were a dummy variable 

indicating whether the firm was financially distressed; its ROA and the log of its assets; 

the proportion of independent directors; whether the CEO chaired the board; and 

ownership variables covering the holdings of directors, non-executive directors and 

blockholders. I replicated this model to the extent possible given my dataset but found 

board independence is positively related to the CEO’s pay in Bangladesh, as reported in 

Chapter 6. 

7.4.2 A First Difference Model 

Brown, Beekes and Verhoeven (2011) discuss the merits of fitting governance 

relationships in first differences, or year-to-year changes in the variables. One of the 

drawbacks to this approach is the ‘stickiness’ (lack of change) in firms’ governance 

metrics, while another is the fact that a difference model “relies solely on within-firm 

variation to drive the results” (p.106). For these reasons the explanatory power of 

difference models is usually considerably less than that of corresponding models fitted 

in levels. Another drawback is uncertainty about how the regression model should be 

specified and in particular, which variables should be differenced and which should 

remain in levels. 

In an early study, Jensen and Murphy (1990) adopted a ‘change-on-change’ method; 

that is, they modelled the relationship between the change in CEO pay and the change 

in firm performance. Given the high degree of year-to-year stickiness in governance 

measures, my models, which are based on Jensen and Murphy’s, are specified in terms 

of the level of the governance variables. In addition to the dependent variable (which is 

the change in the log of CEO pay), the variables that are measured by their change 

(year-to-year difference) are the firm’s size (LnAssets), financial leverage 

(Liab2Assets), and financial performance (ROE and Loss). My ‘first difference’ 

models include sector fixed effects. 
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Table 7.1 Explaining CEO Pay using First Differences   

 
Exp. 
Sign CEOPay CEOPay 

Overall Governance Measure 
CGQ(t-1) (-) -0.023** -0.0227 

  (0.011) (0.054) 
    
Outside Ownership 
OwnInst(t-1) (-) 0.000 -0.011 

  (0.009) (0.014) 
Mnco(t-1) (+) 0.003 0.013*** 

  (0.006) (0.002) 
OwnForgnPort(t-1) (+) -0.010 -0.015 

  (0.009) (0.016) 
    
Governance*ROE 
CGQ_I(t-1)* ROE (+) -0.013 -0.015 

  (0.016) (0.016) 
OwnInst_I(t-1) *ROE (+) 0.024 0.023 

  (0.016) (0.016) 
Mnco(t-1)* ROE (+) -0.052*** -0.043*** 

  (0.013) (0.013) 
OwnForgnPort_I(t-1)* ROE (+) -0.013 -0.014 

  (0.019) (0.019) 
    
Post2005 and Interactions 
Post2005 ?  0.019 

   (0.053) 
Post2005* CGQ(t-1) ?  -0.012 

   (0.052) 
Post2005*OwnInst(t-1) ?  0.017 

   (0.017) 
Post2005*Mnco(t-1) ?  -0.019** 

   (0.009) 
Post2005*OwnForgnPort(t-1) ?  0.008 

   (0.027) 
    
Other Explanatory Variables 
LnAssets (+) 0.038** 0.038*** 

  (0.015) (0.015) 
Liab2Assets ? -0.0235* -0.022 

  (0.014) (0.014) 
ROE (+) -0.018 -0.017 

  (0.014) (0.014) 
Book2Mkt (-) -0.007 -0.007 

  (0.016) (0.016) 
Loss (-) -0.004 -0.003 

  (0.039) (0.039) 
Sector Dummy      Insurance ? -0.0958*** -0.102** 

  (0.037) (0.040) 
  Manufacturing ? -0.096*** -0.099*** 

  (0.028) (0.030) 
  Others ? -0.068*** -0.072*** 

  (0.026) (0.026) 
Constant  0.052*** 0.052*** 

  (0.008) (0.008) 

    Observations  1,013 1,013 
R-squared  0.037 0.039 
See Appendix H for the definitions of the variables. All continuous explanatory variables are standardised to a 
mean of zero and standard deviation of one, and categorical explanatory variables and interacted variables are 
mean centred for ease of interpretation. ***, **, and * indicate significance at the 1%, 5%, and 10% levels. 
Robust standard errors are in parentheses.  
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The results for the changes model are presented in Table 7.1. There are fewer 

observations than in Table 6.2 (1,013 v. 1,058), and the R
2
 values are very much lower 

(<4% in Table 7.1 v. around 70-72% in Table 6.2). Correspondingly the significance of 

the governance variables is lower and the change in ROE is not statistically related to 

change in CEOPay. One finding, interesting because it is consistent with the prediction 

that better governance constrains CEO pay, is the negative coefficients on the 

governance variables and their interactions with ROE. However most of the 

explanatory power of the changes models resides with the indicator variable for a firm 

that is an associate or subsidiary of a foreign company and with the sector variables, so 

the evidence in favour of governance having a constraining effect remains, at best, 

weak. 

7.4.3 Instrumental Variables 

A classic approach to dealing with endogeneity, which might explain my puzzling result 

of a positive influence of governance on CEO pay, is to identify one or more 

instrumental variables that influence the explanatory variable (in my case, CGQ) but not 

the dependent variable (in my case, it could be CEO pay or say the quality of disclosure 

of executive directors’ remuneration). As mentioned in Chapter 5, I identified three 

potentially useful instruments: (i) the firm’s listing age (ListAge), which is the log of the 

number of years the firm had been traded on a stock exchange in Bangladesh; (ii) the 

median value of CGQ of all other firms in this firm’s sector this year; and (iii) a 0/1 

binary variable that indicates whether the relevant financial year began before or after 

the issuance of the CG code in February 2006. 

The results from fitting six models, two for each of the three dependent variables, are 

contained in Table 7.2 Panels A, B and C respectively. In every model, the first-stage 

regression predicts lagged CGQ while the second-stage predicts CEO pay in Panel A, 

the ‘in principle’ decision to disclose information on executive directors’ remuneration 

(DRDIS) in Panel B, and the quality of that disclosure (DRDSQ) in Panel C. The lagged 

values of the three instrumental variables are included in all first-stage regressions. The 

second-stage regression models are based on primary models in Chapter 6 Table 6.2 

(Panel A, Models 1 and 2) and Table 6.5 (Panels A and B, Models 1 and 2) although 

they exclude the redundant variables Post2005 and its interaction with CGQ. The size
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Table 7.2 Summary of Results from Fitting the Principal Models when CGQ is Specified to be Endogenous 

  Panel A: CEO Pay Panel B: Disclosure Decision Panel C: Disclosure Quality 
Model Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 

Estimator Clustered 
errors 

Robust 
errors 

Clustered 
errors 

Robust 
errors 

Clustered 
errors 

Robust 
errors 

Clustered 
errors 

Robust 
errors 

Clustered 
errors 

Robust 
errors 

Clustered 
errors 

Robust 
errors 

First-stage regressions 
Dependent variable  CGQ CGQ CGQ CGQ CGQ CGQ CGQ CGQ CGQ CGQ CGQ CGQ 
IV1 LnListAge (t-stat) 0.01 0.01 -0.59 -1.18 1.65 3.35 0.62 1.21 1.14 2.30 0.13 0.25 
IV2 SectorMedianCGQ (t-stat) 9.73 11.06 8.99 10.51 8.72 11.07 8.43 10.46 7.29 9.41 7.77 9.47 
IV3 PostCGcode (t-stat) 3.41 3.74 2.90 3.16 6.44 7.89 6.12 6.99 6.56 8.14 6.12 6.93 
Partial-R2 0.72 0.72 0.59 0.59 0.65 0.65 0.50 0.50 0.67 0.67 0.52 0.52 
R2 0.79 0.79 0.80 0.80 0.74 0.74 0.76 0.76 0.75 0.75 0.77 0.77 
Over-identification p(Χ²) - >0.05 - >0.01 - 0.30 - 0.55 - <0.01 - <0.01 
N 1,053 1,053 1,053 1,053 2,261 2,261 2,261 2,261 1,692 1,692 1,692 1,692 

Second-stage regressions 
Dependent variable CEOPay CEOPay CEOPay CEOPay DRDIS DRDIS DRDIS DRDIS DRDSQ DRDSQ DRDSQ DRDSQ 
CGQ-hat (t-stat; z-stat) 3.27 4.39 3.75 4.31 0.09 0.10 -1.29 -1.67 1.92 2.32 0.28 0.35 
R2/Pseudo-R2 0.64 0.64 0.71 0.71 0.15 0.15 0.15 0.15 0.10 0.10 0.15 0.15 
Endogeneity p(F/Χ²) 0.09 <0.01  0.26 >0.01 0.93 0.92 0.20 0.10  0.15 <0.01 0.23 >0.01 
N 1,053 1,053 1,053 1,053 2,261 2,261 2,261 2,261 1,692 1,692 1,692 1,692 
This table condenses the results for two-stage models fitted where the first-stage regression predicts lagged governance quality (CGQ) and the second-stage predicts 
the CEO’s disclosed remuneration (CEOPay) in Panel A, the ‘in principle’ decision to disclose information on executive directors’ remuneration (DRDIS) in Panel B, 
and the quality of that disclosure (DRDSQ) in Panel C. The regression models correspond to models in Chapter 6 Tables 6.2 and 6.5 (see text). The table reports only 
the t-statistic for the instrumental variables in the first-stage regressions and either the t-statistic or z-statistic, depending on the estimator, for the predicted value of 
CGQ in the second-stage regressions. Two assumptions were made regarding the errors: they are clustered by firm (as in Chapter 6); or may be heteroskedastic and 
autocorrelated in an unspecified manner, in which case a robust estimator was employed and an over-identification test is conducted and reported based on Hansen’s J-
statistic (the null hypothesis is that the three instruments are valid). The Partial-R2 statistic measures the correlation between the set of instruments and the endogenous 
variable, controlling for all other explanatory variables included in the first-stage regression; R2 (Pseudo-R2 in the case of the disclosure decision) can be interpreted in 
the usual manner. The row headed “Endogeneity” reports the p-value for rejection of the null hypothesis that CGQ may be treated as exogenous, based on an F- or Χ²-
test as appropriate. 



 

 
 

of the coefficients themselves cannot be compared because they depend on each 

variable’s scaling. Consequently, Table 7.2 reports only the t-statistic for the 

instrumental variables in the first-stage regressions. Two assumptions were made 

regarding the errors: they are specified to be clustered by firm (as in Chapter 6); or they 

are possibly heteroskedastic and autocorrelated in an unspecified manner, in which case 

a robust estimator was employed and an over-identification test was conducted on the 

first-stage regression based on Hansen’s J-statistic (the null hypothesis is that the three 

instruments are valid, i.e. they are uncorrelated with the error term and thus they can be 

excluded from the second-stage regression). The Partial-R2 statistic measures the 

correlation between the set of instruments and the endogenous variable, controlling for 

all other explanatory variables included in the first-stage regression; R2 (Pseudo-R2 in 

the case of the disclosure decision, the second-stage of which is modelled as a binary 

choice) can be interpreted in the usual manner.  

With respect to the second-stage regressions either the t-statistic or z-statistic, 

depending on the estimator, is reported for the predicted value of CGQ. The row headed 

“Endogeneity” reports the p-value for rejection of the null hypothesis that CGQ may be 

treated as exogenous, based on an F or Χ² statistic as appropriate. The size of the 

estimation sample differs by panel: Panel A is confined to cases where information was 

disclosed on CEO pay; Panel B includes all cases, whether or not any information was 

disclosed on directors’ pay (which includes that of the CEO); and Panel C is confined to 

cases where there was any disclosure of the remuneration or any executive director, 

whether or not the CEO’s pay was an identifiable line item in the firm’s annual report to 

shareholders. 

Table 7.2 supports the following conclusions. The Hansen J-test indicates at least one of 

the instruments in the instrumental (first-stage) regressions may be invalid in Panels A 

and C, a possibility being listing age given its t-statistic is mostly not significant. 

However, the Hansen test is not available (via Stata 13) when errors are specified as 

“clustered”, which I believe them to be, so the test may be unreliable when the “robust” 

option is invoked. With respect to the endogeneity of CGQ, the null hypothesis (that 

CGQ may be treated as exogenous) is rejected only once (out of six models) at the 5% 

level when the errors are specified as clustered by firm; in contrast, it is rejected five out 

of six times when the “robust” option is selected. In this case, failure to reject the null 

under the “cluster” option may be a sign of experimental weakness. 
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Model 1 in each panel is a reduced form of Model 2 or, put another way, Model 2 is 

more complete and may yield more reliable estimates. With respect to answering my 

research questions, the row of greatest interest is labelled CGQ-hat; it contains the t-

statistics in the second-stage regressions for the governance variable predicted by the 

first-stage regressions. From this row and the results for Model 2, we can infer higher-

quality CG is associated with higher CEO pay, but it is not reliably associated with the 

decision to disclose the remuneration of executive directors. Similar results are reported 

in Table 6.2 (Panel A Model 2) for the level of CEO pay and in Table 6.5 (Panels A and 

B Model 2). 

Despite my best efforts, I conclude either endogeneity is not a serious concern, or that 

my inability to find valid instruments remains a limitation of my study. 

7.5 Conclusions 

My principal results in Chapter 6 have been shown to be robust to a range of alternative 

measures, models and estimators. Contrary to my primary hypothesis it seems that, in 

Bangladesh, in similar circumstances, better governed firms pay their CEO more, not 

less, than poorer governed firms. However, this finding may be questioned on a number 

of grounds mentioned in Chapters 6 and 7, one being that CGQ proxies for one or more 

omitted variables that are positively correlated with CEO pay and with decisions on the 

disclosure of executive directors’ remuneration. 
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Chapter Eight : Conclusions 

8.1 Overview 

I investigated the effectiveness of corporate governance (CG) practices in controlling 

the agency costs of appointing a CEO to run the business on behalf of the shareholders, 

in the context of an emerging country, Bangladesh. Specifically, I examined the 

influence of CG: (i) in restraining the payment of ‘excessive’ remuneration to the CEO; 

(ii) on the sensitivity of the CEO’s pay to their firm’s financial performance; (iii) on the 

board’s decision whether or not to disclose information with respect to executive 

directors’ remuneration; and (iv) on the extent of any such disclosure.  Twenty-two 

hypotheses, related to these four questions, were developed and tested on a sample of 

2,714 cases (firm-years) relating to the 12 years 2000 to 2011. 

There was no disclosure of executives’ remuneration in about one in four cases and, 

where some information was provided, the CEO’s pay was not separately disclosed 

38% of the time, although companies were expected to do so throughout my sample 

period. Fortuitously, tests I conducted using the Heckman adjustment method indicated 

self-selection was not an issue of great concern. 

I found a number of patterns in my sample, some being itemised below. 

 CEO remuneration grew strongly over the sample period 
 Share-based remuneration was not used at all 
 Executives in banking and finance were paid more 
 Better governed firms characteristically paid their CEO more 
 Governance had no significant bearing on the sensitivity of the CEO’s 

pay to their firm’s performance 
 Companies that were associates or subsidiaries of an overseas company 

paid their CEO more and disclosed more information about executives’ 
pay 

 Three potentially important components of a firm’s governance 
structure – namely the size of the company’s board, whether there was 
at least one director who sat on another board (but did not share a seat 
with the CEO on any other board), and the appointment of a female 
director who was not a member of the controlling family – had no 
significant influence on the CEO’s pay 

 The appointment of an independent director was associated both with 
higher pay for the CEO and with greater pay-for-performance sensitivity 

 CEO pay was greater when there was a higher level of insider 
ownership 
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 Not all models confirm better governance was significantly associated 
with a higher likelihood that information about executive directors’ 
remuneration would be disclosed, and with a greater amount of detail 
about that remuneration when it was disclosed 

 There was a non-linear relationship between the size of the board and 
remuneration disclosure 

 Firms that had appointed an audit committee of the board, or were 
audited by a Big5 accounting firm, disclosed more information about 
executives’ pay 

These findings were, on the whole, robust to a battery of tests, as set out in 

Chapter 7. 

8.2 Limitations 

My study suffers from a number of limitations. One is the unavailability and potential 

unreliability of some of my data, which is exacerbated by the possibility that executives 

may have an incentive to hide the extent to which they have extracted private benefits. I 

referred to this matter when I discussed, in Chapter 6, possible reasons why I found a 

positive relationship between the quality of governance and the CEO’s pay. Detailed 

case studies may reveal the extent to which this limitation affected my results, but it was 

not practicable to conduct them within my time constraints. 

It would be possible to spend more time exploring alternative models and estimators, 

for example the use of Tobit models. Again, time was not on my side, although I was 

able to conduct a substantial number of other robustness tests. 

The most likely explanation for the positive coefficient on governance in the CEO’s 

remuneration regression is, I believe, the omission from my models of one or more 

variables that are positively correlated with corporate governance and with CEO pay. 

Two obvious candidates are the complexity of the CEO’s task, and the added risk 

assumed by the CEO of a large and well governed company. My inability to find 

effective proxies for these two omitted variables is undoubtedly a limitation of my 

study. Risk can be a particularly important consideration when designing the CEO’s 

remuneration contract, but it is difficult to measure (Murphy 2013). TSR (Total 

Shareholder Return) is another variable that is time consuming to measure; the lack of 

information available to me on changes in the basis of quotation of my sample 

companies’ shares is a limitation of my study, because I relied primarily on an 

accounting measure of the firm’s performance (ROE). However, I did investigate an 
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alternative accounting measure (ROA) and, in any event, I found no evidence of share-

based payments by any of my sample firms. 

My final comment on the limitations of my study concerns my unsuccessful attempt to 

deal adequately with endogeneity, which I alluded to, indirectly, in the previous 

paragraph. Unfortunately, like many others before me, I was unable to find entirely 

satisfactory instrumental variables, as I explained in Chapter 7. 

8.3 Avenues for Future Research 

Future research could address the limitations of this study, as already discussed. 

More could also be done to understand better the role of foreign investors in the spread 

of stronger governance and reporting standards, since I found foreign owned companies 

operating in Bangladesh have paid their CEOs more, and they have disclosed 

significantly more information than the locally controlled firms. 

Thirdly, the role of dominant shareholders in public companies, including controlling 

families, could be explored even more deeply because they are ubiquitous and highly 

influential in emerging nations. 
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Appendix A54 

Summary of Accounting Standards Adopted in Bangladesh 

Panel A: International Accounting Standards (IASs) adopted by ICAB as Bangladesh 
Accounting Standards (BASs)  

 

BAS No.  BAS title BAS effective date  
(on or after) 

BAS 1 Presentation of Financial Statements 1 January 2010 
BAS 2 Inventories 1 January 2007 
BAS 7 Statement of Cash Flows 1 January 1999 
BAS 8 Accounting Policies, Changes in Accounting 

Estimates and Errors 
1 January 2007 

BAS 10 Events after the Reporting 
Period 

1 January 1999 

BAS 11 Construction Contracts 1 January 1999 
BAS 12 Income Taxes 1 January 1999 
BAS 16 Property, Plant & Equipment 1 January 2007 
BAS 17 Leases 1 January 2007 
BAS 18 Revenue 1 January 2007 
BAS 19 Employee Benefits 1 January 2013 
BAS 20 Accounting of Government Grants and Disclosure 

of Government Assistance 
1 January 1999 

BAS 21 The Effects of Changes in Foreign Exchange 
Rates 

1 January 2007 

BAS 23 Borrowing Costs 1 January 2010 
BAS 24 Related Party Disclosures 1 January 2007 
BAS 26 Accounting and Reporting by Retirement Benefit 

Plans 
1 January 2007 

BAS 27 Separate Financial Statements 1 January 2013 
BAS 28 Investments in Associates and Joint Ventures 1 January 2013 
BAS 29 Financial Reporting in Hyperinflationary 

Economics 
1 January 2015 

BAS 31 Interest in Joint Ventures 1 January 2007 
BAS 32 Financial Instruments: Presentation 1 January 2010 
BAS 33 Earnings per Share 1 January 2007 
BAS 34 Interim Financial Reporting 1 January 1999 
BAS 36 Impairment of Assets 1January 2005 
BAS 37 Provisions, Contingent Liabilities and Contingent 

Assets 
1 January 2007 

BAS 38 Intangible Assets 1 January 2005 
BAS 39 Financial Instruments: Recognition and 

Measurement 
1 January 2010 

BAS 40 Investment Property 1 January 2007 
BAS 41 Agriculture 1 January 2007 

                                                           
54 Source: The Institute of Chartered Accountants of Bangladesh  

(URL: http://www.icab.org.bd/index.php?option=com_content&view=article&id=82&Itemid=116) 

http://www.icab.org.bd/index.php?option=com_content&view=article&id=82&Itemid=116
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Panel B: International Financial Reporting Standards (IFRS) adopted by ICAB as 
Bangladesh Financial Reporting Standards (BFRS) 

BFRS No BFRS title Effective date  
(on or after)  

BFRS 1 First-time adoption of International financial 
Reporting Standards 

1 January 2009 

BFRS 2 Share-based Payment 1 January 2007 
BFRS 3 Business Combinations 1 January 2010 
BFRS 4 Insurance Contracts 1 January 2010 
BFRS 5 Non-current Assets Held for Sale and 

Discontinued Operations 
1 January 2007 

BFRS 6 Exploration for and Evaluation of Mineral 
Resources 

1 January 2007 

BFRS 7 Financial Instruments: Disclosures 1 January 2010 
BFRS 8 Operating Segments 1 January 2010 
BFRS 9 Financial Instruments NA (Not yet adopted 

but under review 
process) 

BFRS 10 Consolidated Financial Statements 1 January 2013 
BFRS 11 Joint Arrangements 1 January 2013 
BFRS 12 Disclosure of Interests in other Entities 1 January 2013 
BFRS 13 Fair Value Measurement 1 January 2013 

 
N.B: All of these BFRSs have been updated based on IFRSs 2012. 
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Appendix B55 

The BSEC’s Corporate Governance Guidelines of 2006 

NOTIFICATION  

Dated the 20th February, 2006 

No. SEC/CMRRCD/2006-158/Admin/02-08: Whereas, the Securities and Exchange Commission 

(herein after referred to as the “Commission”) deems it fit that the consent already accorded by the 

Commission, or deemed to have been accorded by it, or to be accorded by it in future, to the issue of 

capital by the companies listed with any stock exchange in Bangladesh, should be subject to certain 

further conditions, on 'comply or explain' basis, in order to enhance corporate governance in the interest 

of investors and the capital market; 

Now, therefore, in exercise of the power conferred by section 2CC of the Securities and Exchange 

Ordinance, 1969 (XVII of 1969), the Commission hereby supersedes its earlier Order No. 

SEC/CMRRCD/2006-158/Admin/02-06 dated the 9th January, 2006 and imposes the following further 

conditions to the consent already accorded by it, or deemed to have been accorded by it, or to be accorded 

by it in future, to the issue of capital by the companies listed with any stock exchange in Bangladesh: 

Provided, however, that these conditions are imposed on 'comply or explain’ basis. The companies listed 

with any stock exchange in Bangladesh should comply with these conditions or shall explain the reasons 

for non-compliance in accordance with the condition No.5. 

The Conditions: 

1.0 BOARD OF DIRECTORS: 

  1.1 Board's Size 

The number of the board members of the company should not be less than 5 (five) and more than 20 

(twenty):  

Provided, however, that in the case of banks and non-bank financial institutions, insurance companies and 

statutory bodies for which separate primary regulators like Bangladesh Bank, Department of Insurance 

etc. exist, the Board of those companies should be constituted as may be prescribed by such primary 

regulators in so far as those prescriptions are not inconsistent with the aforesaid condition. 

 

 

 

                                                           
55 Appendix B is verbatim. 
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1.2 Independent Directors 

All companies should encourage effective representation of independent directors on their Board of 

Directors so that the Board, as a group, includes core competencies considered relevant in the context of 

each company. For this purpose, the companies should comply with the following:- 

(i) At least one tenth (1/10) of the total number of the company's board of directors, subject to a 

minimum of one, should be independent directors. 

Explanation: For the purpose of this clause "independent director" means a director who does not 

hold any share in the company or who holds less than one percent (1%) shares of the total paid-up 

shares of the company, who is not connected with the company's promoters or directors or 

shareholder who holds one percent (1%) or more than one percent (1%) shares of the total paid-up 

shares of the company on the basis of family relationship; who does not have any other 

relationship, whether pecuniary or otherwise, with the company or its subsidiary/associated 

companies, who is not a member, director or officer of any stock exchange, and who is not a 

shareholder, director or officer of any member of stock exchange or an intermediary of the capital 

market. 

(ii) The independent director(s) should be appointed by the elected directors.  

  1.3    Chairman of the Board and Chief Executive Officer 

The positions of the Chairman of the Board and the Chief Executive Officer of the companies should 

preferably be filled by different individuals. The Chairman of the company should be elected from among 

the directors of the company. The Board of Directors should clearly define respective roles and 

responsibilities of the Chairman and the Chief Executive Officer. 

  1.4    The Directors’ Report to Shareholders 

The directors of the companies should include following additional statements in the Directors' Report 

prepared under section 184 of the Companies Act, 1994:-  

(a) The financial statements prepared by the management of the issuer company present fairly its state of 

affairs, the result of its operations, cash flows and changes in equity. 

(b) Proper books of account of the issuer company have been maintained. 

(c) Appropriate accounting policies have been consistently applied in preparation of the financial 

statements and that the accounting estimates are based on reasonable and prudent judgment. 

(d) International Accounting Standards, as applicable in Bangladesh, have been followed in preparation of 

the financial statements and any departure therefrom has been adequately disclosed. 
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(e) The system of internal control is sound in design and has been effectively implemented and 

monitored. 

(f) There are no significant doubts upon the issuer company's ability to continue as a going concern. If the 

issuer company is not considered to be a going concern, the fact along with reasons thereof should be 

disclosed. 

(g) Significant deviations from last year in operating results of the issuer company should be highlighted 

and reasons thereof should be explained. 

(h) Key operating and financial data of at least preceding three years should be summarised. 

(i) If the issuer company has not declared dividend (cash or stock) for the year, the reasons thereof should 

be given. 

(j) The number of Board meetings held during the year and attendance by each director should be 

disclosed. 

(k) The pattern of shareholding should be reported to disclose the aggregate number of shares (along with 

name wise details where stated below) held by:- 

(i) Parent/Subsidiary/Associated companies and other related parties (name wise details); 

(ii) Directors, Chief Executive Officer, Company Secretary, Chief Financial Officer, Head of 

Internal Audit and their spouses and minor children (name wise details); 

(iii) Executives; and 

(iv) Shareholders holding ten percent (10%) or more voting interest in the company (name wise 

details). 

Explanation: For the purpose of this clause, the expression "executive" means top five salaried 

employees of the company, other than the Directors, Chief Executive Officer, Company 

Secretary, Chief Financial Officer and Head of Internal Audit. 

2.0 CHIEF FINANCIAL OFFICER (CFO), HEAD OF INTERNAL AUDIT AND COMPANY 

SECRETARY: 

2.1   Appointment 

The company should appoint a Chief Financial Officer (CFO), a Head of Internal Audit and a Company 

Secretary. The Board of Directors should clearly define respective roles, responsibilities and duties of the 

CFO, the Head of Internal Audit and the Company Secretary.   
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2.2 Requirement to attend the Board Meetings 

The CFO and the Company Secretary of the companies should attend meetings of the Board of Directors, 

provided that the CFO and/or the Company Secretary should not attend such part of a meeting of the 

Board of Directors which involves consideration of an agenda item relating to the CFO and/or the 

Company Secretary. 

3. AUDIT COMMITTEE: 

The company should have an Audit Committee as a sub-committee of the Board of Directors. 

The Audit Committee should assist the Board of Directors in ensuring that the financial statements reflect 

true and fair view of the state of affairs of the company and in ensuring a good monitoring system within 

the business.  

The Audit Committee shall be responsible to the Board of Directors. The duties of the Audit Committee 

should be clearly set forth in writing.  

 3.1    Constitution of the Audit Committee 

(i) The Audit Committee should be composed of at least 3 (three) members.  

(ii) The Board of Directors should appoint members of the Audit Committee who should be directors 

of  the company and should include at least one independent director 

(iii) When the term of service of the Committee members expires or there is any circumstance causing 

any Committee member to be unable to hold office until expiration of the term of service, thus 

making the number of the Committee members to be lower than the prescribed number of 3 (three) 

persons, the Board of Directors should appoint the new Committee member(s) to fill up the 

vacancy(ies) immediately or not later than 1 (one) month from the date of vacancy(ies) in the 

Committee to ensure continuity of the performance of work of the Audit Committee. 

3.2   Chairman of the Audit Committee 

(i) The Board of Directors should select 1 (one) member of the Audit Committee to be Chairman of 

the Audit Committee.  

(ii)      The Chairman of the audit committee should have a professional qualification or knowledge, 

understanding and experience in accounting or finance.  

3.3   Reporting of the Audit Committee 

3.3.1 Reporting to the Board of Directors 

(i) The Audit Committee should report on its activities to the Board of Directors.  

(ii) The Audit Committee should immediately report to the Board of Directors on the following 

findings, if any:-  
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(a) Report on conflicts of interests; 

(b)  Suspected or presumed fraud or irregularity or material defect in the internal 

control      system; 

(c)  Suspected infringement of laws, including securities related laws, rules 

and      regulations; and 

(d) Any other matter which should be disclosed to the Board of Directors 

immediately.  

3.3.2   Reporting to the Authorities 

If the Audit Committee has reported to the Board of Directors about anything which has material impact 

on the financial condition and results of operation and has discussed with the Board of Directors and the 

management that any rectification is necessary and if the Audit Committee finds that such rectification 

has been unreasonably ignored, the Audit Committee should report such finding to the Commission, upon 

reporting of such matters to the Board of Directors for three times or completion of a period of 9 (nine) 

months from the date of first reporting to the Board of Directors, whichever is earlier.  

 3.4    Reporting to the Shareholders and General Investors 

Report on activities carried out by the Audit Committee, including any report made to the Board of 

Directors under condition 3.3.1 (ii) above during the year, should be signed by the Chairman of the Audit 

Committee and disclosed in the annual report of the issuer company. 

4.0  EXTERNAL/STATUTORY AUDITORS: 

The issuer company should not engage its external/statutory auditors to perform the following services of 

the company; namely:-  

(i) Appraisal or valuation services or fairness opinions;0 

(ii) Financial information systems design and implementation; 

(iii) Book-keeping or other services related to the accounting records or financial statements; 

 Broker-dealer services; 

(iv) Actuarial services; 

(v) Internal audit services; and 

(vi) Any other service that the Audit Committee determines. 

5. REPORTING AND COMPLIANCE OF CORPORATE GOVERNANCE: 

The directors of the company shall state, in accordance with the annexure attached, in the directors' report 

whether the company has complied with these conditions. 

Status of compliance with the conditions imposed by the Commission's Notification No. 

SEC/CMRRCD/2006-158/Admin/02-08 dated 20th February,2006issued under section 2CC of the 

Securities and Exchange Ordinance, 1969: 

 



 

224 
 

 (Report Under Condition No 5.00) 

Condition No  Title  
Compliance Status  

(Put √ in the appropriate column) 
Complied Not Complied 

 

Explanation for non-compliance 
with the condition 

1.1       
1.2 (i)       
1.2(ii)       
1.3       
1.4 (a)       
1.4(b)       
1.4(c)       
1.4(d)       
1.4(e)       
1.4(f)       
1.4(g)       
1.4(h)       
1.4(i)       
1.4(j)       
1.4(k)       
2.1       
2.2       
3.0       
3.1 (i)       
3.1 (ii)       
3.1 (iii)       
3.2 (i)       
3.2 (ii)       
3.3.1(i)       
3.3.1(ii)(a)       
3.3.1(ii)(b)       
3.3.1(ii)(c)       
3.3.1(ii)(d)       
3.3.2       
3.4       
4.00 (i)       
4.00 (ii)       
4.00 (iii)       
4.00 (iv)       
4.00 (v)       
4.00 (vi)       
4.00 (vii)       

                                            By order of the Securities and Exchange Commission 
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Appendix C 

Experts’ Opinions on the CG Practices in Bangladesh 

Experts: 
Dr Akbar Ali Khan  - Researcher; is former advisor, the Interim Caretaker Govt. of Bangladesh; former finance secretary, Govt. of Bangladesh ; 
former NBR Chairman;  former associate Professor of Jahangirnagar University, Bangladesh 
Professor Mamum Rashid  - Former banker; former director of Dhaka Bank Limited, Bangladesh 
Md Belal Hossain – Company Secretary 
Dr Mojib U Ahmed - Professor, Department of Accounting & Information Systems, University of Dhaka, Bangladesh 
Pronor K Biswas – Chartered Accountant 
Sumon Dey – Chartered Accountant 
Sandip Sarker – Chartered Accountant 
 
Experts/Questions Dr Akbar Ali Khan  

Prof. Mamun Rashid  
Md Belal Hossain 
Dr Mojib U Ahmed 
 

Pronoy K Biswas 
 
 

Sumon Dey 
 
 

Sandip Sarker 
 

What is your view on 
good corporate 
governance (CG)? Or, 
What is your view on 
existing CG practice in 
Bangladesh? 

The practice of CG is 
limited in Bangladesh. 
Firms are not fully 
concerned to comply 
with CG guidelines. 
 
The BSEC needs to 
improve their monitoring 
over listed firms. 

Transparency and 
adherence to standard 
accounting practices are 
the primary determinants 
of a good governance 
structure. 

The practice of good 
governance depends on: 
(i) the adoption of 
appropriate regulations, 
(ii) the level of 
compliance by firms, and 
(iii) the level of 
overseeing activities of 
the regulatory authorities. 
In Bangladesh, none of 
these criteria are to the 
expected level to protect 
the interests of minority 
shareholders. 

Existing CG practice is 
not up to the mark. I 
think the following steps 
can ensure good 
governance practices: 
- effective management 
- including non-executive 
directors with sufficient 
experience, knowledge 
and power 
- fair appraisal of 
performance 
- fair remuneration and 
benefits policy 
- fair financial reporting 
- sound internal control 
system 
- constructive 
relationship with between 

The CG is a way which 
ensures firms’ activities 
are in the best interests of 
all stakeholders. To 
achieve that level, 
appropriate 
policies/guidelines need 
to be adopted with proper 
supervision and follow-
up. 
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Experts/Questions Dr Akbar Ali Khan  
Prof. Mamun Rashid  

Md Belal Hossain 
Dr Mojib U Ahmed 
 

Pronoy K Biswas 
 
 

Sumon Dey 
 
 

Sandip Sarker 
 

management and 
shareholders. 
 

How important is the 
composition of the board 
(the number of 
independent directors 
relative to executive 
directors) to ‘good’ 
corporate governance?   

The effectiveness of a 
board depends on how 
independently a board’s 
members can express 
their opinions. In 
Bangladesh, board 
members typically are 
not independent in 
making decisions. 
 

It is important to have 
independent directors on 
the board who can 
protect the interests of 
minority shareholders.  

Independent directors are 
badly required for the 
practice of good 
governance. However, 
board independence can 
be impeded in a family 
owned company. 

Inclusion of non-
executive independent 
members on the board 
helps to maintain suitable 
balance between 
executive and non-
executive directors. 

If the number of 
independent directors on 
a board increases, the 
possibility of managerial 
opportunisms reduces. 

Does ownership structure 
(extent of family 
ownership) influence the 
composition of the 
board?  If so, in what 
manner does it influence 
board composition? 

Though the ownership of 
a firm belongs to various 
members (sponsors or 
promoters, institutional 
investors and general 
public), a few 
shareholders generally 
hold a substantial portion 
of outstanding shares and 
control the firm. 
 
These controlling bodies 
directly operate a firm’s 
management or place 
their own associates on 
the board and top 
positions of a firm 
 In many cases non-
executive directors are 
not actually independent 
from a firm’s operation. 
For example, directors 
sometimes need to give a 
personal guarantee when 
a firm wants to obtain a 

Yes, the extent of family 
ownership influences the 
composition of a board. 
If majority shareholding 
of a firm is held by a 
family or their associates 
then most board 
decisions generally come 
from that family and/or 
their associates. Other 
board members do not 
have much voice in board 
decisions. 

Ownership influences 
heavily the structure of a 
board. The controlling 
shareholders appoint 
more directors from their 
family/relatives or select 
those who will be in their 
favour. 

Owners of substantial 
shares try to control the 
board by placing their 
associates on the board. 

When the majority of 
shares of a firm are 
owned by a family or by 
a few concentrated 
members, the board of 
directors may be 
composed of their family 
members and/or 
relatives. In such a 
situation, decisions at a 
board meeting may be 
taken in an autocratic 
way. 
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Experts/Questions Dr Akbar Ali Khan  
Prof. Mamun Rashid  

Md Belal Hossain 
Dr Mojib U Ahmed 
 

Pronoy K Biswas 
 
 

Sumon Dey 
 
 

Sandip Sarker 
 

loan from a bank or a 
financial institution, 
which influences them to 
concentrate on the firm’s 
operations. 
 

What principal-agent 
issues arise from family 
ownership or the 
existence of controlling 
shareholders, and how do 
they affect managers' 
behaviour? 

 Issues like dividend 
deceleration, fixed asset 
purchase, recruiting 
process, product 
diversification etc. are 
deeply influenced by 
family ownership or 
control. 
 

In most cases (in family 
owned businesses), 
managers cannot work 
independently and have 
to compromise with 
controlling bodies. 

 The top management of a 
family controlled firm is 
not able to work 
independently. 

Independent directors: 
(objective is to reduce 
conflicts of interest) at 
least 10% of the BOD, 
minimum one person, 
should be an independent 
board member. 
Is this proportion 
sufficient to protect the 
interests of minority 
shareholders?  Do you 
think Bangladesh should 
change this requirement? 
If so, in what manner? 
[In Malaysia and 
Singapore at least 1/3 of 
the board (at least two) 
and in Australia a 
majority of board 
members are expected to 
be independent] 

Independent directors are 
not actually independent 
in Bangladesh. The 
proportion of 
independent directors is 
not significant on the 
board. Generally, they do 
not have much voice, and 
cannot express or 
implement their opinion 
properly on the board 
Most of the time, 
controlling parties on a 
board appoints 
independent members 
who would act in their 
favour.  
 Many companies do not 
have any independent 
directors. The reason is 
that they could not find 
any favourable person for 
that position. 

Generally, board size of a 
listed firm ranges from 5 
to 20. Therefore, only 
1/10 (minimum of one) 
independent director is 
not sufficient to protect 
the interests of minority 
shareholders. In my 
view, it should be a 
minimum of a quarter of 
the BOD. 

In many cases, 
appointment of an 
independent director is 
an eye-wash in 
Bangladesh. Dominant 
members of the board 
appoint their associates 
as independent members.  
If the independent 
members perform their 
responsibilities 
accordingly, one-fifth 
would be enough. But 
they cannot do their job 
properly because of their 
affiliation. Hence, I think 
independent directors 
should be appointed by 
the regulators to avoid 
their (independent 
members) association 
with board members.  
The percentage has 

The current requirement 
is not sufficient to protect 
the interests of minority 
shareholders. In my 
view, a majority of the 
board members should be 
independent.  

In my opinion the current 
proportion is not 
sufficient to influence 
board decisions. It should 
be at least one-third of 
the board members, to 
protect the interests of 
minority shareholders. 
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Experts/Questions Dr Akbar Ali Khan  
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Sumon Dey 
 
 

Sandip Sarker 
 

already been changed 
and the new requirement 
(from July 2012) was that 
1/5th (20%) of the board 
members should be 
independent; nonetheless 
my view is the same. 
 

Audit committee: The 
members of the audit 
committee are appointed 
from the board. They are 
responsible to report to 
the board. How effective 
are audit committees in 
Bangladesh, at present? 
Do you believe they 
would function more 
effectively if they were 
constituted in a different 
manner? If so, in what 
manner? 

•Audit committee is not 
independent from the 
board, as members are 
selected from the board. 
They act as per board 
demands. 
Chairman of the audit 
committee is influential. 
Sometimes members 
need to compromise with 
the chairman of the 
committee. 
It is rare to see an 
independent director as 
Chair of the committee. 

The members of an audit 
committee are generally 
selected by the 
dominated board 
members. In most cases, 
these dominated bodies 
have a longer investment 
horizon and try to make 
internal operational 
procedures consistent 
with their own interests. 

The effectiveness of an 
audit committee depends 
on the willingness of a 
board to rely on the 
committee. 
According to the CG 
guidelines (as amended 
in 2012) an independent 
director would be the 
Chairman of the Audit 
Committee. If the 
independent directors are 
really independent, then 
the committee can work 
effectively.  
  

Current guidelines to 
establish an audit 
committee are not 
effective enough. In my 
view an audit committee 
can function more 
effectively if they are 
constituted in the 
following manner: 
- the audit committee 
should be composed of at 
least 5 members; 
- committee members 
should be independent 
from operational 
management and at least 
60% members of the 
committee should be  
non-shareholder directors 
- all members should 
have professional 
qualifications and 
knowledge in accounting 
and finance. 

In Bangladesh, an audit 
committee is not 
effective as it is expected 
to be. But, an audit 
committee could perform 
its tasks more 
independently and 
effectively if it was 
constituted with outside 
board members. 
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Separation of Chairman 
and CEO (objective is to 
ensure appropriate 
balance of power): Is the 
separation of Chairman 
and CEO any more or 
less effective when the 
Chairman and CEO come 
from the same family, 
compared to when there 
is no family connection? 
 

 The separation of 
Chairman and CEO is no 
more effective when the 
Chairman and CEO come 
from the same family, 
compared to when there 
is no family connection.  

If they do not have any 
family connection or any 
such association, 
definitely there will be 
more ‘balance of power’. 

The positions of the 
board Chair and CEO of 
a firm should be filled by 
different individuals, and 
the positions will be 
more effective if they do 
not have any family 
association. 

When the Chairman of a 
board and the CEO of a 
firm do not have any 
family association, board 
function and control over 
the CEO’s activities can 
be achieved more 
effectively. 

“External auditors’ 
function is to ensure 
financial reporting 
quality” 
- To what extent are 
external auditors able to 
influence the ‘quality’ of 
financial reporting? Are 
shareholders generally 
satisfied with (1) the 
degree of independence 
and (2) the overall 
performance of external 
auditors? How might 
these two factors be 
improved, if that were to 
be an objective in 
Bangladesh? 

• Many audit firms use 
their article students to 
assess firms’ financial 
reports. They may not 
have substantial 
knowledge to assess the 
reports. 
 
• Audit fees are also very 
low.  

•“External auditors’ 
function is to ensure 
financial reporting 
quality”- it’s true; but, 
sometimes the external 
auditors may need to 
compromise their 
responsibilities. For 
example, audit firms take 
fees from the companies 
for which they did 
assessments of financial 
reports.  At the same 
time, they have to 
compete with their peer 
groups for the next 
appointment. In such 
situations, the external 
auditors may need to 
compromise when 
dealing with the assessee 
firms. 

•External auditors are 
able to influence the 
‘quality’ of financial 
reporting. In Bangladesh, 
auditors are not 
independent in the true 
sense. Sometime audit 
firms have to 
compromise with 
companies for their next 
appointment. In addition, 
the very low audit fee is 
also responsible for not 
maintaining the quality 
of an audit and auditor 
independence. 

•External auditors can 
play a vital role in 
strengthening financial 
reporting quality, which 
helps in reducing 
information risk (risk 
arising from providing 
inaccurate information). 
Shareholders are 
generally satisfied with 
(1) the degree of 
independence and (2) the 
overall performance of 
external auditors. Due to 
socio-economic structure 
most external auditors 
cannot discharge their 
responsibilities in an 
independent and 
objective manner. 

•In Bangladesh, very few 
shareholders complain 
about the independence 
and performance of 
external auditors. 
However, there are some 
examples where 
regulators (the BSEC and 
the Central Bank) have 
made complaints against 
auditors for not 
exercising due care or for 
not working 
independently. 
•To increase the 
independence and 
performance of the 
external auditors, the 
assessment quality of the 
regulatory authorities 
should be strengthened.  
In addition, the 
regulatory authority 
should take initiatives to 
get a better balance 
between fees and volume 



 

230 
 

Experts/Questions Dr Akbar Ali Khan  
Prof. Mamun Rashid  

Md Belal Hossain 
Dr Mojib U Ahmed 
 

Pronoy K Biswas 
 
 

Sumon Dey 
 
 

Sandip Sarker 
 

of work for a quality 
audit. 
 

How might an outside 
investor decide whether 
one company is better 
governed than another? 
To what extent can an 
outside investor 
determine the level of 
companies’ compliance 
with best corporate 
governance practice? 

 Outside investors can 
appreciate better 
governance from the 
following activities of a 
company; - maintains 
high ethical standards 
and transparency 
- becomes a compliant 
institution through 
adhering to all regulatory 
requirements. 
- contributes significantly 
for the betterment of 
society. 
- ensures a higher degree 
of motivation and a 
dignified working 
environment for human 
resources. 
- commits to protect the 
environment through 
CSR. 
 
 
 
 
 
 
 

 An outside investor can 
assess the status of 
corporate governance 
practice of a company by 
reviewing: 
- firms’ annual reports.  
- published reports on 
economic performance 
by various regulatory 
bodies. 
 
 - reports of newspaper, 
journals & magazines. 

For an outside investor 
literally there is only one 
source to decide whether 
one company is better 
governed than others, 
that is, the published 
annual report (which 
includes the directors’ 
report, information about 
the board and board 
committees, compliance 
report, report on 
corporate governance, 
and appraisal report on 
performance). 
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To what extent are 
corporate governance 
practices monitored or 
enforced by regulators or 
other parties? 

The regulatory 
authorities do not 
properly monitor or 
enforce firms’ CG 
practices in Bangladesh. 
 

CG practices are not 
effectively monitored by 
the regulators. 

Nowadays, the BSEC is 
emphasising to firms’ 
compliance levels on 
governance issues.  

The regulatory 
authorities need to 
enhance their enforcing 
and monitoring activities 
to ensure the 
effectiveness of corporate 
governance practices in 
Bangladesh. 

To some extent 
regulatory authorities 
monitor firms’ 
governance practices 

What types of pay-for-
performance incentive 
contracts do companies 
use to mitigate agency 
problems between senior 
managers and 
shareholders? Are there 
any other mechanisms 
that might act as 
substitutes for pay-for-
performance 
arrangements? 
 

 Incentive bonuses, 
commissions for 
achieving targets, 
additional salary 
increments, and 
promotion are commonly 
used incentives for pay-
for-performance 
arrangements. 

  In Bangladesh the most 
common pay-for-
performance incentive is 
the incentive bonuses/ 
performance based 
bonuses on achieving (or 
exceeding) the desired 
level (a single period 
accounting performance 
or increase in the market 
value shares or a multi-
period average profit). 

Investment of 
institutional investors in 
the capital market of 
Bangladesh appears to 
have been increasing 
over time. Has their 
increasing presence led 
to any changes in (1) 
corporate governance 
practices or (2) the 
quality of financial 
reporting by listed 
companies? 

 The increased numbers 
of institutional investors 
have brought changes in 
CG practices and in 
financial reporting 
quality of listed 
Bangladeshi firms.  

 In my view, increased 
investment by 
institutional investors in 
the capital market has led 
to a change in CG 
practices and in the 
quality of financial 
reporting by listed firms. 

Institutional investors 
incessantly monitor firm 
activities; thus, it is 
expected that the 
presence of institutional 
investors should lead to 
improved CG practices 
and higher quality 
financial reporting by 
listed companies.  
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Based on the data I have 
collected so far, listed 
companies in Bangladesh 
are not complying fully 
with the disclosure 
requirements in relation 
to directors’ 
remuneration. What 
factors might explain the 
extent to which a 
company complies with 
the disclosure 
requirements? What 
changes do you think 
may be necessary to 
bring about a substantial 
increase in the level of 
compliance? Are they 
likely to happen? 

Lack of monitoring and 
lack of enforcement by 
regulatory authorities 
encourage firms’ non-
compliance. Regulatory 
authorities need to 
improve their monitoring 
and enforcing activities, 
as well as the 
coordination among 
them. 

 Lack of monitoring and 
lack of enforcement by 
regulatory authorities 
lead to the current non-
compliance levels of 
listed firms.  
 
In my view, the situation 
is changing as the 
regulatory authorities 
have started 
concentrating on 
compliance issues. 

The following changes 
may be necessary to 
bring about a substantial 
increase in the level of 
compliance: 
- sound corporate 
governance practices, 
and 
- inclusion of stringent 
provisions with regard to 
disclosure requirements 
in the relevant laws and 
regulations of 
Bangladesh. 
 

Lack of enforcement by 
regulatory authorities is 
the main reason for 
firms’ non-compliance 
with remuneration 
disclosure requirements. 
To improve this situation, 
a prerequisite is to 
strengthen the monitoring 
and supervision activities 
of the regulators.  
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Appendix D 

 Disclosure of Executive Directors’ Remuneration: Percentage of Disclosing Firms, by Industry Sector and Year 

  

 

 

Industry 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 All Yrs 
Bank 88.24 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 99.32 
Financial 100.00 100.00 100.00 80.00 80.00 66.67 58.33 81.25 89.47 100.00 100.00 100.00 88.55 
Insurance 33.33 42.11 42.11 42.11 45.00 42.31 43.33 41.18 34.21 31.71 30.77 37.50 37.92 
Cement 60.00 60.00 57.14 62.50 62.50 50.00 50.00 42.86 62.50 71.43 75.00 66.67 58.97 
Ceramic 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 60.00 75.00 80.00 80.00 90.20 
Engineering 89.47 80.00 89.47 89.47 89.47 83.33 73.68 76.19 77.27 76.19 85.71 78.26 82.16 
Food 72.73 67.65 61.54 60.53 60.53 58.33 57.14 61.76 54.84 60.87 64.29 73.33 62.16 
Fuel & Power 50.00 75.00 75.00 75.00 75.00 66.67 71.43 87.50 80.00 80.00 81.82 83.33 77.38 
IT 

 
0.00 75.00 75.00 80.00 80.00 83.33 83.33 83.33 100.00 100.00 100.00 84.62 

Jute 50.00 25.00 50.00 50.00 66.67 66.67 100.00 100.00 100.00 100.00 100.00 100.00 71.05 
Miscellaneous 69.23 64.29 64.29 69.23 69.23 75.00 75.00 75.00 72.73 80.00 87.50 87.50 72.86 
Paper & Printing 85.71 87.50 100.00 88.89 88.89 88.89 87.50 83.33 100.00 100.00 100.00 100.00 90.41 
Pharmaceutical 72.73 72.73 66.67 66.67 66.67 69.57 69.57 72.73 73.91 80.00 84.21 75.00 72.18 
Service & Real-estate  75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 100.00 100.00 100.00 75.00 80.85 
Tannery 77.78 77.78 77.78 75.00 87.50 87.50 87.50 85.71 87.50 100.00 100.00 100.00 84.88 
Telecommunication          0.00 0.00 0.00 0.00 
Textile 78.57 78.57 82.93 82.93 80.95 82.05 80.56 77.14 76.47 84.00 80.95 85.71 80.67 
Travel and leisure 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00 100.00 18.18 
All Industries 73.17 72.64 73.54 73.45 74.46 72.34 70.83 72.69 71.71 74.56 77.03 80.10 73.75 
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Appendix E 

Disclosure Checklist of Executive Directors’ Remuneration 

Sl Particular 
Score 

(Yes=1/ 
No=0) 

Firm-years 

Obs % 

General Disclosure Information 
1 Disclosure of CEO’s remuneration only   760 38.00 
2 Disclosure of executive directors' remuneration only   753 37.65 
3 Separate disclosure of both executive directors' remuneration and 

CEO’s remuneration (except directors' fees)    
487 24.35 

4 Separate disclosure of each executive directors’ remuneration    213 10.65 
5 Categorised disclosure of CEO’s remuneration   736 38.45 
6 Categorised disclosure of executive directors’ remuneration   810 40.50 
7 Disclosure of directors' board meeting fees   1,624 81.20 

Base Remuneration 
8 Disclosure of base remuneration   1,201 60.05 

Perquisites 
9 Disclosure of allowances   810 40.50 
 Disaggregated disclosure of allowances:     

10 Disclosure of accommodation allowance   551 27.55 
11 Disclosure of entertainment allowance   174 8.70 
12 Disclosure of utility allowance   144 7.20 
13 Disclosure of medical allowance   229 11.45 
14 Disclosure of dearness allowance56   17 0.85 
15 Disclosure of conveyance allowance   44 2.20 
16 Disclosure of other allowance   456 22.80 

Bonuses and Other Benefits 
17 Disclosure of other benefits   495 24.75 

 Disaggregated disclosure of other benefits:     
18 Disclosure of bonus   466 23.30 
19 Disclosure of other benefits   63 3.15 

Retirement Benefits 
20 Disclosure of retirement benefits   404 20.20 

 Disaggregated disclosure of retirement benefits:     
21 Disclosure of provident fund/ superannuation fund/ other funds   407 20.35 
22 Disclosure of pension   2 0.10 
23 Disclosure of gratuity   155 7.75 
24 Disclosure of compensation for loss of office    0 0.00 
25 Disclosure of consideration in connection with retirement of office              0 0.00 

Share Based Payments 
26 Disclosure of Share based payment  0 0.00 

 

                                                           
56 Dearness allowance is the cost of living adjustment allowance paid to employees.  
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Appendix F 
Disclosure Quality of Executive Directors’ Remuneration: by Industry Sector and Year 

 

 
FYR 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Overall 
Bank 8.72 14.10 21.05 23.08 23.72 25.32 25.96 24.14 27.56 27.59 28.46 28.08 24.21 
Financial 7.69 7.69 7.69 7.69 7.69 7.69 9.89 10.06 19.00 24.29 23.65 24.21 17.64 
Insurance 21.15 18.27 18.27 18.27 17.09 17.13 19.23 21.98 22.49 22.49 19.55 20.51 19.91 
Cement 35.90 34.62 31.73 33.85 33.08 30.77 30.77 29.49 31.54 30.00 30.77 21.15 31.52 
Ceramic 30.77 29.81 31.73 31.73 31.73 31.73 31.73 28.85 23.08 23.08 18.27 17.31 27.68 
Engineering 26.47 28.37 28.05 28.05 27.15 28.72 29.40 27.40 28.05 30.53 28.21 27.99 28.17 
Food 18.75 17.06 16.83 15.05 15.05 15.02 15.19 15.20 16.74 15.66 15.38 13.99 15.97 
Fuel & Power 19.23 23.08 23.08 23.08 23.08 25.00 28.46 23.63 27.88 28.85 29.49 30.00 26.80 
IT-Sector - - 10.26 10.26 13.46 14.42 14.62 13.08 13.08 13.08 13.08 13.08 13.02 
Jute 23.08 7.69 13.46 13.46 25.00 25.00 19.23 19.23 19.23 19.23 23.08 25.00 19.80 
Miscellaneous 20.94 21.37 20.94 20.94 21.37 26.07 26.92 27.35 29.33 27.88 28.02 26.92 24.66 
Paper & Printing 11.54 12.09 14.42 14.42 14.42 14.42 15.93 17.69 16.92 11.54 15.38 15.38 14.45 
Pharmaceutical 21.63 23.08 25.00 23.56 23.56 22.12 22.12 21.63 21.95 23.80 24.76 24.36 23.12 
Service & Real-estate 29.49 29.49 29.49 28.21 28.21 28.21 28.21 28.21 26.92 29.49 24.04 15.38 27.02 
Tannery 21.43 20.88 21.43 23.08 21.98 21.98 21.98 25.00 23.08 22.31 23.08 23.08 22.34 
Textile 15.27 15.50 15.50 15.38 15.27 17.55 17.24 17.52 17.16 17.40 15.38 15.60 16.19 
Travel and leisure - - - - - - - - - - 7.69 7.69 7.69 
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Appendix G 
Corporate Governance Checklist 

  
Panel A Banking & Finance Sector 

Sl 
Disclosure Item 

Legal 
Reference Over 

all 
Sub-

group 
    I. Ownership Structure and Investor Rights   

  
 

I.A Transparency of Ownership   

1 1 
Disclosure of ownership structure (% of equity held by Sponsors, 
Government, Institutions, Foreigners and General Public) 

LR NO. 
20(2) 

2 2 
Name-wise details of aggregate number of shares held by 
parent/subsidiary/associated companies and other related parties 

CG 
Condition 
1.4 (k) 

3 3 
Name-wise details of aggregate number of shares held by directors, 
CEO, Company Secretary, CFO, Head of Internal Audit and their 
spouses and minor children 

CG 
Condition 
1.4 (k) 

4 4 Name-wise details of aggregate number of shares held by executives 
CG 
Condition 
1.4 (k) 

5 5 
Distribution schedule of each class of equity security for categories 
like less than 500 shares, 501 to 5,000 shares,… … ,over 1,000,000 
shares 

LR NO. 
37(3) 

    I.B Ownership Concentration   

6 1 
The identity of shareholder(s) holding less than 10% of voting shares 
in total 

  

7 2 The number and identity of shareholders holding 10% or more 
CG 
Condition 
1.4 (k) 

    I.C Shareholder Rights   

8 1 
Availability and accessibility of AGM agenda/disclosure of AGM 
Notice 

  

9 2 Date and location of AGM disclosed 
  
 

10 3 AGM notice sent at least 14 days before the AGM 
  
 

11 4 
Availability and accessibility of proxy form/proxy form sent with 
annual report 
 

  

12 5 
There is no requirement for a proxy appointment to be notarize 
/signature by witness 

  

13 6 
Disclosure of the company’s policy/strategy to facilitate effective 
communication with shareholders and other stakeholders 

  

14 7 
Disclosure of company’s policy on ensuring participation of 
shareholders in the AGM and providing reasonable opportunity for 
shareholder participation in the AGM 

  

15 8 Company has a formalized dividend policy and has disclosed of it 
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Sl 
Disclosure Item 

Legal 
Reference Over 

all 
Sub-

group 

II. Financial Transparency and Information Disclosure 

16 1 
Statement of the Board’s responsibilities regarding financial 
communication 

  

17 2 Statement of fairness of financial statements in the annual report 
CG 
Condition 
1.4 (a) 

18 3 Statement of maintenance of proper books of accounts 
CG 
Condition 
1.4 (b) 

19 4 
Statement of consistent adaptation of appropriate accounting policies 
and estimates 

CG 
Condition 
1.4 (c) 

20 5 
Statement of compliance with International Accounting Standards, as 
applicable in Bangladesh and disclosure of any departure therefrom 

CG 
Condition 
1.4 (d) 

21 6 
Principal accounting policies followed in preparing financial 
statements are disclosed 

  

22 7 
Statement of significant changes in accounting and valuation 
principles and impact of alternative accounting decisions 

  

23 8 Disclosure of risk and uncertainty in use of estimates and judgments   

24 9 Disclosure of the company’s ability to continue as a going concern 
CG 
Condition 
1.4 (f) 

25 10 Disclosure of significant deviation from last year operating results  
CG 
Condition 
1.4 (g) 

26 11 
Financial and operating results for at least last three years have been 
disclosed 

CG 
Condition 
1.4 (h) 

27 12 Company has received an unqualified audit opinion 
  
 

28 13 
Company’s financial statements are audited within 120 days from the 
financial year end date 

SEC Noti. 
16 
Feb'2000 

29 14 
Company’s annual accounts are approved at an AGM within 9 
months from the financial year end date 

Listing 
Rule 19 

30 15 Disclosure of related party transactions BAS 24 

31 16 There has been no related party transaction during the year 
  
 

32 17 Dividend information and disclosure for non-payment 
CG 
Condition 
1.4 (i) 

33 18 
Disclosure of information on financing and management of the staff 
pension fund/employee provident fund 
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Sl 
Disclosure Item Legal 

Reference 
Over 

all 
Sub-

group 

34 19 Disclosure of Information on foreign currency transaction/exposure 
BRDP 
Circular # 
14 

35 20 
 
Disclosure of Credit rating information  
 

BRDP 
Circular # 
06 

36 21 Disclosure of information on Compliance with Form AA requirement 
BRDP 
Circular # 
10 

37 22 Disclosure of information about future plans 
  
 

38 23 Disclosure of events occurring after the Balance Sheet date 
LR NO. 
37(5) 

39 24 
The company has a Corporate Governance Charter or Code of Best 
Practice 

  

40 25 
The details of the Corporate Governance Charter or Code of Best 
Practice are disclosed 

  

41 26 
There is a separate Corporate Governance statement/separate section 
for CG 

  
 
 

42 27 The company has complied with the SECB notification 
CG 
Condition 
5.0 

    III. Board and Management Structure and Process 
  

43 1 
Disclosure of the number of directors on the board and the identities 
of board members 

  

44 2 Number of directors on the board is between 5 and 20 
CG 
Condition 
1.1 

45 3 
The board is reconstituted every year through the appointment and 
rotation of the board members 

CA 1994 
Sec. 91(2) 

46 4 
Disclosure of classification of directors as an executive or an outside 
director 

  

47 5 
Disclosure of the number of directorships held by individual board 
member 

  

48 6 
Disclosure of the qualifications and biographical information of the 
board members 

  

49 7 Former CEO does not serve on the board   

50 8 Disclosure of the role and functions of the board   

51 9 
The company has clearly distinguished the roles and responsibilities 
of the board and management 

  

52 10 
The company has appointed one or more independent directors to the 
board 

CG 
Condition 
1.2(i) 

53 11 
The company has disclosed the number of independent directors  
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Sl 
Disclosure Item Legal 

Reference 
Over 

all 
Sub-

group 

54 12 Independent directors constitute at least 1/10th of the board 
CG 
Condition 
1.2(i) 

55 13 
The chairman and CEO positions are held by different individuals 
who are not from the same family 

CG 
Condition 
1.3 
 

56 14 
The company has a non-executive director as the chairman of the 
board 

  

57 15 An independent director is the chairman of the board   

58 16 There is no family relationship between board members 
  

59 17 
Board includes female members who do not have family relationship 
with other directors 

  

60 18 The company has appointed (roated) adviser(s) 
BRDP 
Circular # 
15 

61 19 The company has disclosed the biography of the adviser 
BRDP 
Circular # 
14 

62 20 The company has disclosed the responsibilities of the adviser 
BRDP 
Circular # 
16 

63 21 An audit committee has been established  
CG 
Condition 
3.0 

64 22 Number of directors on the audit committee (AC) 
CG 
Condition 
3.1(i) 

65 23 AC has at least three members   

66 24 Existence of non-executive directors on the audit committee 
CG 
Condition 
3.1(ii) 

67 25 Existence of independent director(s) on the audit committee 
  
 

68 26 Chairman of the audit committee is a non-executive director 
  
 

69 27 Chairman of the audit committee is an independent director 
  
 

70 28 Chairman of the audit committee is not the chairman of the board 
  
 

71 29 
Disclosure of the professional qualification of the chairman of the 
audit committee 

CG 
Condition 
3.2(ii) 

72 30 Disclosure of the qualifications of audit committee members 
  
 

73 31 
The audit committee has a formal charter/disclosure of audit 
committee's roles and responsibilities 

CG 
Condition 
3.0 
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Sl 
Disclosure Item Legal 

Reference 
Over 
all  

Sub-
group 

74 32 Audit committee reports its activities to the board of directors (BOD) 
CG 
Condition 
3.3.1(i) 

75 33 Audit committee immediately reports conflicts of interest to the BOD 

CG 
Condition 
3.3.1(ii)(a) 
 

76 34 
Audit committee immediately reports suspect/presumed 
fraud/irregularity/material defect in internal control system to the 
BOD 

CG 
Condition 
3.3.1(ii)(b) 

77 35 
Audit committee immediately reports suspected infringement of laws 
to the BOD 

CG 
Condition 
3.3.1(ii)(c) 

78 36 
Audit committee immediately reports all other relevant matters to the 
BOD 

CG 
Condition 
3.3.1(ii)(d) 

79 37 
Audit committee reports irregularities to the SECB if not addressed 
properly by the BOD 

CG 
Condition 
3.3.2 

80 38 
Disclosure of audit committee report to the shareholders in the annual 
report 

CG 
Condition 
3.4 

81 39 Disclosure of the number of audit committee meetings during the year 
BRDP 
Circular # 
12 

82 40 Audit committee meets at least two times during the year 
  
 

83 41 Disclosure of the attendance in the audit committee meetings 
  
 

84 42 Average attendance in the audit committee meetings is at least 75%   

85 43 A remuneration committee has been established 
  
 

86 44 Number of directors on the remuneration committee 
  
 

87 45 CEO/managing director does not sit on the remuneration committee   

88 46 Existence of non-executive directors on the remuneration committee 
  

89 47 Existence of independent directors on the remuneration committee   

90 48 Chairman of the remuneration committee is a non-executive director 
  

91 49 Chairman of the remuneration committee is an independent director   

92 50 
The company has disclosed the roles and functions of the 
remuneration committee 

  

93 51 
The company has disclosed the number of remuneration committee 
meetings during the year 
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Sl 
Disclosure Item Legal 

Reference 
Over 

all 
Sub-

group 

94 52 A nomination committee has been established 
  
 

95 53 Number of directors on the nomination committee 
  
 

96 54 Existence of non-executive directors on the nomination committee 
  

97 55 Existence of independent directors on the nomination committee 
  
 

98 56 Chairman of the nomination committee is a non-executive director   

99 57 Chairman of the nomination committee is an independent director 
  
 

100 58 
The company has disclosed the roles and functions of the nomination 
committee are stated 

  

101 59 
The company has disclosed the number of nomination committee 
meetings during the year 

  

102 60 The company has established Claim/ Policy and a Claim Committee   

103 61 
The company has disclosed the role and functions of Claim/ Policy 
and Claim Committee 

  

104 62 The company has appointed a Chief Financial Officer (CFO)  
CG 
Condition 
2.1 

105 63 
The company has defined the roles, responsibilities and duties of the 
CFO  

CG 
Condition 
2.1 

106 64 The company has appointed the Head of Internal Audit (HIA) 
CG 
Condition 
2.1 

107 65 
The company has defined the roles, responsibilities and duties of the 
HIA have been defined 

CG 
Condition 
2.1 

108 66 The company has appointed a Company Secretary (CS) 
CG 
Condition 
2.1 

109 67 
The company has defined the roles, responsibilities and duties of the 
CS have been defined 

CG 
Condition 
2.1 

110 68 
The company has disclosed the number of board meetings held during 
the year 

CG 
Condition 
1.4(j) 

111 69 The board meets at least four times during the year 
CA 1994 
Sec. 96 

112 70 Disclosure of aggregate board attendance in the board meeting 
  
 

113 71 Average board meeting attendance is at least 75% during the year   

114 72 
The company has disclosed attendance of individual directors at 
board meetings 

CG 
Condition 
1.4(j) 
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Sl 
Disclosure Item Legal 

Reference 
Over 
all  

Sub-
group 

115 73 The CFO and CS have attended board meetings during the year  
CG 
Condition 
2.2 

116 74 
Disclosure of information on a regular review of the performance of 
the board 

  

117 75 Disclosure of information on a succession plan 
  
 

120 78 
Disclosure of managing agent/officers’ remuneration (cash) in the 
annual report 

  

118 76 Disclosure of director remuneration (cash) in the annual report 
SE Rules 
’87: 4 

119 77 Disclosure of director remuneration (non-cash) in the annual report 
 
SE Rules 
’87: 4 

121 79 
Disclosure of managing agent/officers’ remuneration (non-cash) in 
the annual report 

  

122 80 
Disclosure of information about induction/orientation program for all 
new directors  

  

123 81 
Disclosure of information on the professional development and 
training activities for directors  

  

124 82 
Disclosure of information on the availability and use of advisors by 
directors during reporting period at the company’s expense 

  

125 83 
Statement of director's responsibility to establish appropriate system 
of internal control  

CG 
Condition 
1.4 (e) 

126 84 
Disclosure of key features of the internal control system, and the 
manner in which the system is monitored by the Board, Audit 
Committee or Senior Management 

  

127 85 
Statement that the directors have reviewed the adequacy of the system 
of internal controls 

  

128 86 
Statement of business risks facing the organization/disclosure of the 
identification of risks the company is exposed to both internally and 
externally 

  

129 87 
Disclosure of information on risk management objectives, systems 
and activities in the organization 

BRPD 
Circular # 
16-18 

    IV. Corporate Responsibility and Compliance   

130 1 Statement of corporate social and environmental responsibility 
  
 

131 2 
Disclosure of information on social and environmental activities - 
qualitative 

  

132 3 

Disclosure of information on social and environmental activities - 
quantitative (for example, scholarship program, Zakat fund, 
Donations to charitable institutions, Direct philanthropic activities, 
Donations to Chief Advisor's/PM's Relief fund etc.) 
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Sl 
Disclosure Item  Legal 

Reference Overall  
Sub-

group 

133 4 
The company has complied with international and legal laws 
regarding environmental protection  

  

134 5 
The company has policies on recruitment and promotion of 
employees 

BRPD 
Circular # 
16 

135 6 
The company explicitly mentions the safety and welfare of its 
employees 

  

136 7 
The company provides a retirement plan/fund or its equivalent for its 
employees 

 

137 8 
The company provides a continuing training program for its 
employees 

 

138 9 
The company explicitly mentions its obligations (for example, 
creation and growth in value; stability and long-term competitiveness) 
to shareholders 

 

139 10 The company explicitly mentions its obligation to creditors 
  
 

140 11 
Disclosure of information on the company’s contribution to the 
national exchequer and to the economy  

  

141 12 The company has a code of business conduct and ethics/core values   

142 13 

Disclosure of the contents of a code of business conduct and 
ethics/statement of ethics and values, covering basic principles such 
as integrity, conflict of interest, compliance with laws and regulation 
etc. 

  

143 14 
Disclosure of information on dissemination/communication of the 
statement of ethics & business practices to all directors and 
employees and their acknowledgement of the same 

  

144 15 
The company has disclosed the board's statement on commitment to 
establishing high level of ethics and compliance within the 
organization 

  

145 16 
Disclosure of information on effective anti-fraud programs and 
controls, including effective protection of whistle blowers, 
establishing a hot line for reporting irregularities etc. 

  

    V. Auditing 
  

146 1 
The company has a brand name auditor (audit firms with international 
linkage) 

  

147 2 Audit firm is rotated at the AGM   

148 3 Auditor rotation takes place at least once every three years   

149 4 
The company has declared that external auditor has not been engaged 
in appraisal or valuation services or fairness opinions 

CG 
Condition 
1.4 (e)(i) 

150 5 
The company has disclosed that external auditor has not been engaged 
in financial information systems design and implementation 

CG 
Condition 
1.4 (e)(ii) 
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Sl 
Disclosure Item 

Legal 
Reference Overall  

Sub-
group 

151 6 
The company has disclosed that external auditor has not been engaged 
in bookkeeping/accounting records/preparing financial statements 

CG 
Condition 
1.4 (e)(iii) 

152 7 
The company has disclosed that external auditor has not been engaged 
in broker-dealer services 

CG 
Condition 
1.4 (e)(iv) 

153 8 
The company has disclosed that external auditor has not been engaged 
in actuarial services 

CG 
Condition 
1.4 (e)(v) 

154 9 
The company has disclosed that external auditor has not been engaged 
in internal audit services 

CG 
Condition 
1.4 (e)(vi) 

155 10 
The company has disclosed that external auditor has not been engaged 
in any other services as determined by the audit committee 

CG 
Condition 
1.4 (e)(vii) 

156 11 
The company has disclosed information on the amount of audit fees 
paid to auditors 

SE Rules 
’87: 1(D) 

157 12 
Disclosure of information on the amount of fees for non-audit service 
paid to auditors, if any 

SE Rules 
’87: 1(D) 

158 13 Amount of audit fees is more than non-audit fees 
  
 

 
 
Panel B Insurance Sector 
 
Along with the above items the CG checklists of Insurance sector include following item 
    
    

  

II. Financial Transparency and Information Disclosure  

 
Directors' Certificate Under the Insurance Act, 1938 

Insuran
ce Act' 
38 

        
Panel C Non-financial Sector 
The CG checklists of non-financial sector exclude following items 

    34, 35, 36, 60, 61, 62, 102, 103 
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Appendix H 

Data Dictionary 

Definitions of Dependent and Independent Variables: A Summary 

Acronym Measure Description 

AudCom audit committee 
dummy variable indicating the board has an audit 
committee 

BdCross directors interlocking 
dummy variable indicating the presence of interlocking 
directors on the board  

BdFamly family firms 
dummy variable indicating the presence of a family 
member on the board 

BdFeml gender diversity 
dummy variable indicating the presence of a female 
member on the board who is not a member of a 
controlling family 

BdIndir board independence 
dummy variable indicating the presence of an 
independent director on the board 

BdSize board size number of directors on the board 

BdSize_I 
firm with higher board 
size 

dummy variable indicating whether a firm’s board size 
is above the yearly median board size of the sample 
firms 

Big5 auditor’s quality 
dummy variable indicating the auditor is affiliated with 
a Big5 firm 

Book2Mkt 
growth opportunities 
(inverse of) 

ratio of book  value of equity to market value of equity 

CEOPay CEO remuneration  natural log of the total remuneration of the CEO 

CGQ 
corporate governance 
quality 

percentage of corporate governance (CG) score relative 
to maximum possible score 

CGQ_I higher governed firm 
dummy variable indicating whether (=1) or not (=0) a 
firm’s overall governance quality is above the yearly 
median governance quality of  the sample firms 

CGQ_3 higher governed firm 
CGQ_3 a dummy variable indicating a firm’s overall 

governance quality is not less than yearly third quartile 

governance quality of  the sampled firms 

CGQR 
corporate governance 
quality 

ranked based on firms’ CG score relative to maximum 
possible score 

CGQR_I higher governed firm 
dummy variable indicating whether (=1) or not (=0) a 
firm’s overall governance quality is above the yearly 
median rank score of  the sample firms 

CGQS_1 CGQ Sub-index CGQ based on a firm’s ownership structure and 
investor rights 

CGQS_2 CGQ Sub-index 
CGQ based on a firm’s financial transparency and 
investors’ rights 

CGQS_3 CGQ Sub-index 
CGQ based on a firm’s board and management 
structure and process 

CGQS_4 CGQ Sub-index 
CGQ based on a firm’s corporate responsibility and 
compliance 

CGQS_5 CGQ Sub-index CGQ based on a firm’s auditing practices 
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Acronym Measure Description 

DRDIS disclosure decision 
dummy variable indicating whether (=1) or not (=0) 
directors’ remuneration was disclosed 

DRDSQ disclosure quality 
percentage of disclosure score relative to maximum 
possible score 

Duality board leadership 
dummy variable indicating whether the positions of 
the board chair and CEO are held by the same person 

Mnco 
foreign direct investment 
(FDI) 

dummy variable indicating whether the firm is a 

subsidiary or associate of an foreign-domiciled 

company    

OwnInsid insider ownership 
percentage of outstanding shares held by insiders 
(sponsors and directors)  

OwnInsid_I 
firm with higher insider 
ownership  

dummy variable indicating whether a firm’s insider 
ownership is above the yearly median insider 
ownership of the sample firms 

OwnInst institutional ownership 
percentage of outstanding shares held by institutional 
investors   

OwnInst_I 
firm with higher  
institutional ownership  

dummy variable indicating whether a firm’s 
institutional ownership is above the yearly median 
institutional ownership of the sample firms 

OwnForgn foreign investment 
percentage of outstanding shares  held by foreign 
investors   

OwnForgnPort 
foreign portfolio 
investment (FPI) 

percentage of outstanding shares  held by foreign 
portfolio investors   

OwnForgnPort_I 
firm with higher portfolio 
Investment 

dummy variable indicating whether a firm’s foreign 
portfolio investment is above the yearly median 
foreign portfolio investment of the sample firms 

Liab2Assets leverage ratio of total liabilities to total assets 

Loss incurrence of loss 
dummy variable indicating an accounting loss for the 
year 

LnAssets firm size (inflation adj.) natural log of total assets adjusted for inflation 

LnMktCap firm size (inflation adj.) 
natural log of market capitalisation adjusted for 
inflation 

ROA firm performance 
ratio of earnings before interests and taxes to total 
assets 

ROE firm performance ratio of net profit to total shareholders’ equity 


