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Abstract 

 

This paper examines the effect of corporate governance (CG) reform on the window dressing 

of compliance in the context of an emerging economy, Bangladesh. In particular, this study 

investigates the true level of compliance concerning the three internal governance mechanisms, 

such as board independence, CEO duality and formation of audit committee before and after 

the reform enacts. By using content analysis of 194 non-financial listed companies between 

2007 and 2017, this study observes the extent of overstatements in compliance statements along 

with the nature of firms that are involved in it. After the regulatory shift in 2012, requiring 

more independent directors into the board and external certification of compliance statements, 

it was found that the extent of window dressing in compliance statements declined considerably 

over time. Moreover, government firms are found to make more proportionate overstatements 

compared to family and others (non-family and foreign companies). counterparts. The fall in 

window dressing indicates that the companies’ fabricating efforts in CG compliance are 

challenged by the regulatory change in a formal legal environment. 
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Corporate governance reform and overstatement of compliance: 

Illustrations from an emerging economy 

 
 

1 | INTRODUCTION 

Over the past two decades, issuing and reforming corporate governance (CG) codes have been 

central to the agenda for enhanced transparency, accountability and risk management. Most 

countries around the globe embrace the Anglo-American model of CG, justified by the logics 

of efficiency, in terms of attracting foreign investment, or legitimacy (Zattoni & Cuomo, 2008). 

Developing and emerging economies seeking to gain access to international markets and 

partner with foreign donors in development projects incorporate prescribed standards into their 

rules and regulations, whether or not the policy implications contradict their prevailing 

institutional settings (Reed, 2002; Siddiqui, 2010). Moreover, increasing global pressure for 

market integration has led the governments of developing countries to adopt Western-style 

models (Cuomo, Mallin, & Zattoni, 2016; Hansmann & Kraakman, 2001; Khanna, Palepu, & 

Srinivasan, 2004). However, institutional scholars (e.g., Bebchuk & Roe, 1999; North, 1990) 

warn against the universal ascendency of this model, as the competing institutional rationality 

may inhibit such wholesale espousal and challenge its effectiveness. As CG codes are founded 

on standard regulatory arrangements, incompatible institutional practices give rise to 

differences between reported and actual compliance (Jamali, 2010), referred to as decoupling, 

window dressing or overstatement of compliance. When identified by investors, shareholders 

may view such overstatements as signs that companies are incapable of meeting standard 

governance regulations. Since investors’ prime consideration is to protect their funds from 

embezzlement, they favour companies that adhere to stricter CG regulations over those with 

weak governance practices, as the former are seen as less risky to shareholders (Cornelius, 

2005). Hence, this study examines the organisational change partly as window dressing of 

compliance, when CG reforms were introduced to varying listed companies in developing 

countries such as Bangladesh. 

Prior literature suggests, in contrast to developed nations, developing countries largely 

rely on the foreign donors and multilateral organisations for their development financing 

(Barua, in press). Hence, to demonstrate its legitimacy to international financing organisations 

such as the World Bank, the Asian Development Bank (ADB) and the International Monetary 

Fund (Siddiqui, 2010), Bangladesh adopted the Anglo-American model in 2006, but paid no 

attention to prevailing economic and social conditions (Uddin & Choudhury, 2008). In view of 

its distinct cultural and institutional characteristics, Wanyama, Burton, and Helliar (2009) 

observe that implementing these Western CG codes may be challenging, and that true levels of 

compliance may differ from those reported in annual reports. Oliver (1991) argues that 

companies tend to overstate compliance with regulations to ensure their legitimacy, which 

Yoshikawa, Tsui-Auch, and McGuire (2007) view as an active response to align organisational 

practices with CG codes. However, if internal organisational practices and cultural settings 

remain unaltered, compliance is merely symbolic (Ahmed & Uddin, 2018), raising questions 

about the effectiveness of the Anglo-American model in emerging markets (Ees & 

Witteloostuijn, 2007). As a result, companies’ institutional logics may determine alternatives 

to adoption, such as rejecting or modifying compliance rather than abiding by the codes. With 

respect to global CG practices, a growing body of research (e.g., Krenn, 2015; Tagesson & 

Collin, 2016) raises concern that CG regulations are being implemented in letter but not in 

spirit. Weber, Davis, and Lounsbury (2009, p.1327) observe, “it is also clear that practices 

resulting from coercive pressures are more likely to reflect ceremonial compliance because 



motivations, skills and resources for making the practices thrive do not become distributed in 

a local setting”. 

Unlike the institutional environments of developed economies, that of Bangladesh 

resembles those of other emerging economies, with a weak rule of law (La Porta, Lopez-de-

Silanes, & Shleifer, 1999), poor financial transparency, government intervention in business 

activities (Fan, Wei, & Xu, 2011), weak investor protection (La Porta, Lopez-de-Silanes, 

Shleifer, & Vishny, 2000), inappropriate industrial policies (Rahman, Billah, & Hack‐Polay, 

2019), endemic corruption and political instability (Khan, 2003; Rahman, Akter, & Radicic, 

2020).1 Surprisingly, with feeble institutional arrangements and a high corruption index (TIB, 

2017)2, the Bangladeshi economy has grown strongly for more than a decade. GDP has grown 

by an average of more than six per cent per annum for the last 10 years, peaking at 7.86 per 

cent in 2018 (World Bank, 2018). Consequently, the country was upgraded to a low-middle-

income country in 2015 (World Bank, 2015), and the current government is aiming to achieve 

higher-middle-income status by 2021 to mark the country’s 50th anniversary. As in other 

developing nations, family businesses are common in Bangladesh (Farooque, Zijl, Dunstan, & 

Karim, 2007; Khan, Hossain, & Siddiqui, 2011; Sobhan & Werner, 2003; Siddiqui, 2010; 

Uddin & Choudhury, 2008). However, with their longstanding and close bonds with the 

companies they own (Stein, 1988), family firms are careful to control any information that may 

signal negative prospects or question their managerial capabilities. In contrast, directorial 

positions in government-owned enterprises of Bangladesh are occupied mainly by politically 

affiliated individuals (Khatun, 2013), with fewer outside directors than in private companies 

where ownership is less concentrated (BEI, 2004). Coupled with a lack of oversight by 

government bodies, these state-owned companies are also less competent in following standard 

disclosure practices (Haque, Kirkpatrick, & Arun, 2006). In the given backdrop, it is interesting 

to explore how the reporting quality in terms of actual CG compliance varies across the 

ownership patterns of the firms. Bangladesh is particularly relevant in this case because the 

corporate sector of the country experienced two contrasting CG codes – soft regulations in 

2006 and hard regulations in 2012. Therefore, by revealing the true level of espousal, especially 

concerning the vital CG attributes as reported in the compliance statements could suggest the 

policymakers about the effectiveness of CG reforms in minimising the overstating tendency of 

the companies.  

A small but growing body of qualitative and empirical literature (e.g., Krenn, 2015; Shi 

& Connelly, 2018; Wade, Joseph, & Timothy, 1997; Westphal & Zajac, 1994, 1995, 1998, 

2001) identifies the symbolic management mechanisms that companies use while ostensibly 

espousing standard rules. Sobhan (2016) examines factors influencing levels of overstatement 

by 91 non-financial companies in Bangladesh for the year 2010. He compares reported levels 

of compliance in annual reports with the results of a questionnaire survey, and finds “significant 

overstatement of compliance in annual reports” (p.599). Nurunnabi, Hossain, and Al-Mosa 

(2016), in another study on Bangladesh, compare companies’ falsifications in compliance 

statements (CS) under two political regimes – the 2007 non-political caretaker government and 

the 2011 elected democratic government – and find that annual reports were unchanged, with 

substantial overstatements irrespective of the government regime. Nevertheless, both the 

studies are cross-sectional in nature and ignore the long-run effect that possibly provide broader 

view of the firm-level overstating practices over the years. 

 

1 In the Rule of Law Index of the World Justice Project (2017-2018), Bangladesh was ranked 102 out of 113 

countries worldwide. 
2 In 2017, Bangladesh was ranked 143 out of 180 countries in the Corruption Perceptions Index constructed by 

Transparency International Bangladesh. 



The study is believed to be the first longitudinal study of overstatements to identify the 

effect of reforms to CG guidelines, not only in the context of a developing country but also 

from a global perspective. It advances research on window dressing of compliance in two key 

areas. First, it deals with overstatements in agential perspectives over a period of 10 years, 

investigating levels of window dressing across two regimes of CG guidelines – one issued in 

2006 and the other in 2012 – and rigorously examines the impact of CG reforms on the extent 

to which companies use impression management to overstate CS. Second, it seeks to determine 

family, state-owned and other firms’ tendency to overstate their compliance over the two 

reform horizons, in order to gain insights into the influence of firms’ ownership patterns on 

window dressing of CG compliance. 

The remainder of this paper is structured as follows. Section 2 reviews the literature on 

impression management relating to overstatement of compliance; Section 3 presents the key 

facets of CG reforms in Bangladesh; Section 4 outlines the sample characteristics and discusses 

the methodology used in this study; Section 5 discusses the results of trend analysis; and 

Section 6 draws some conclusions. 

2 | CG REFORMS IN BANGLADESH 

The reforms to CG regulations in Bangladesh were based chiefly on Anglo-American 

experiences (Belal, Spence, Carter, & Zhu, 2017; Siddiqui & Ferdous, 2014; Sobhan, 2016; 

Sobhan & Werner, 2003; Uddin & Chaudhury, 2008). In 2002, a private think-tank, the 

Bangladesh Enterprise Institute (BEI), conducted research on the state of CG in Bangladesh 

and outlined a prescription for standard CG practices (Sobhan & Werner, 2003). In April 2004, 

the BEI published a voluntary ‘Code of Corporate Governance for Bangladesh’. However, as 

a private organisation, it did not have the power to force companies to adopt these CG 

guidelines (World Bank, 2009). Therefore, it proposed that the Bangladesh Securities and 

Exchange Commission (BSEC) should adopt the code on a ‘comply or explain’ basis (BEI, 

2004). To institutionalise this authoritative code (Siddiqui & Ferdous, 2014), BSEC issued a 

Notification of Corporate Governance Guidelines (NCGG) on 20 February 2006, which 

followed a voluntary or soft approach with ‘comply or explain’ provisions. 

In its 2007 review of compliance in CG practices in Bangladesh, the World Bank (2009) 

found that only 33 per cent of companies declared full compliance, while 60 per cent declared 

partial compliance with the first guidelines. It also found that minimal presence of IDs on 

boards and a lack of well-defined directors’ responsibilities were key to the lack of adherence 

to standard CG practices. Although Biswas (2012) claims that levels of compliance are 

increasing in terms of what companies declare in their CS, Sobhan (2016) finds that actual 

compliance is much lower than that declared in companies’ annual reports. In a study of soft 

law, Krenn (2014) observes that companies tend to adopt the code’s provisions in form but not 

in spirit. The less strict nature of ‘comply or explain’ provisions may contribute to companies’ 

tendency to overstate, and Bangladesh is no exception. In relation to soft CG codes, Cuomo et 

al. (2016, p.224) argue that “codes cannot improve the governance practices of all companies 

as they leave them free to comply”. Considering the extent of firm-level CG espousal, the 

World Bank (2009) urged reform to existing CG regulations with respect to the minimal 

presence of outside IDs and lack of well-defined directors’ responsibilities. On legitimacy 

grounds, in 2012 BSEC reformed the NCGG by shifting the guidelines from a voluntary to a 

compulsory one, with no scope of explanations for any non-compliance with the BSEC 

Corporate Governance Guidelines (BCGG). 

Apart from making the code mandatory, the key amendment was to increase the 

proportion of IDs. The ratio was raised from a tenth to a fifth of the total number of directors, 

to allow general investors other than inside directors to be heard, with more outsiders on the 

board. The new guidelines specified and standardised outside directors’ qualifications, in terms 



of who can work as an ID. In the newer version of the guidelines, the independence of the 

internal audit committee (AC) was prioritised, with a recommendation that the committee 

should be chaired by an ID. CEO non-duality and formation of an AC were also made 

compulsory in this regulatory shift. Furthermore, the new guidelines required companies to 

certify the CS before attaching it to the annual report. With this inclusion, BSEC ensured more 

comprehensive CG monitoring, as companies’ compliance status must be certified by external 

auditors not designated to audit their financials. Although the cost of espousing the mandatory 

code may be higher for poorly performing firms (Leuz, Karl, & Francis, 2008) and small 

companies (Engel, Hayes, & Wang, 2007), companies have limited scope for non-compliance, 

at least by simply issuing explanations, which may also ameliorate the tendency for companies 

to overstate their CG compliance status. 

3 | LITERATURE REVIEW 

A key objective of overstating compliance is to provide positive signals to investors and 

regulators, as an effective impression management (IM) tool. The concept of IM stems from 

social psychology (Merkl-Davies & Brennan, 2011), and represents differences between actual 

and prescribed or standard processes in organisational practices (Bromley & Powell, 2012; 

Meyer & Rowan, 1977). IM leads to bias in company reports, presenting more favourable and 

masking unfavourable outcomes (Merkl-Davies & Brennan, 2007, 2011; Săndulescu & Albu, 

2018), and it may thus affect companies’ reputation (Hooghiemstra, 2000). Companies use 

affirmative tones in annual reports to signal superior performance or outcomes to third parties 

(Krische, 2005). Like earnings management in companies’ financial results, managers may 

attempt to manage other parts of their annual reports (Clatworthy & Jones, 2001), such as 

environmental reporting, statements on risk management, and CG compliance statements, to 

disguise unfavourable activities and demonstrate legitimacy to stakeholders. 

IM in company narratives is shaped by the institutional setting, stakeholder demand and 

organisational legitimacy (Merkl-Davies & Brennan, 2011). Coffee (2001) and Estrin and 

Prevezer (2011) argue that masking company results is a form of symbolic management or 

decoupling that has both social and economic rationales. A wide array of social constituents 

who have direct or indirect relationships with the organisation, including stakeholders, may 

prompt managers to engage in symbolic presentation of company documents. Agency theory 

posits that managers, as economic agents, are driven to maximise self-benefit (Yekini, 

Wisniewski, & Millo, 2016) when making decisions based on their full access to company 

information (Zarri, 2009). Therefore, for the sake of their career progression, management may 

strategically forestall the impact of unfavourable organisational outcomes while demonstrating 

conformity with formal governance practices (Renders & Gaeremynck, 2012). When key 

managerial positions are held by controlling shareholders (from a family or a large government 

stake), there are considerable opportunities to mask internal organisational practices. 

Companies resort to symbolism as it requires no change to or modification of 

fundamental practices (Westphal & Zajac, 2001), while showing compliance to outside 

pressure groups on paper but not in practice (Fiss & Zajac, 2006; Markoczy, Sun, Peng, Shi, & 

Ren, 2013; Shi & Connelly, 2018). For example, Westphal and Zajac’s (1994) empirical work 

on decoupling shows that companies adopt long-term incentive programmes for CEOs to 

ensure improved governance, even though the mechanism was originally intended to reduce 

the proportion of independent directors (IDs) on boards. In another study (Westphal & Zajac, 

2001), they demonstrate how companies decouple their stock repurchase programmes to 

present a picture of conformity to external authorities. Cohen, Ding, Lesage, and Stolowy 

(2010) demonstrate how appointments of IDs are stage-managed, on the basis of relationships 

with management rather than how well they can serve the organisation. 



Yoshikawa et al. (2007, p.3) delineate precursors to decoupling practices and how they 

align with the organisational framework, suggesting that “on encountering external pressure 

for change, organisations may import foreign models but decouple them from their original 

institutional context and modify them to fit their own institutional contexts”. With divergence 

between firm-level dynamics and new institutional practices, firms come under greater pressure 

to bring changes to organisational levels of adoption (Fiss, Kennedy, & Davis, 2012) and to 

overstate compliance on legitimacy grounds (Oliver, 1991; Sobhan, 2016). In identifying the 

institutional–CG nexus, Stephen (2017, p.49) suggests that governance practices do not exist 

in a vacuum, but that the institutional setting limits CG choices. North (1990) argues that 

institutions slowly become more efficient in coping with changes over time, although he does 

not prescribe any specific time frame for such transformations. However, Williamson’s (2000) 

schema of social embeddedness suggests that it takes as much as a decade for a country’s 

governance structure, including various corporations, administrative and regulatory bodies, to 

adapt to a new institutional environment. 

Reform initiatives such as appointing more IDs onto boards are expected to uncover 

corporate deception (Bhagat, Brickley, & Coles, 1987). Since enhanced board independence 

instils an independent and competent view of the board (Gallego‐Álvarez & Pucheta‐Martínez, 

2020), it may work as a catalyst to minimize window dressing of statements. Beasley’s (1996) 

study in a developed country context shows that more corporate fraud takes place in firms 

where insider directors are appointed, and the extent of fraud lessens significantly with the 

appointment of IDs. In a study of illicit practices by Indian companies, Virk (2017) finds that 

having more IDs on boards ensures closer adherence to CG codes and minimises CG violations. 

Another important regulation in the BCGG code refers to introduce mandatory certification of 

compliance levels by outside auditors is also expected to foster companies’ adherence to CG 

guidelines. In this line, Jones and Solomon (2010) indicate, small firms perhaps find this 

external authentication process costly on the logic that the expenses may outweigh the future 

gain out of it. However, in a corporate environment where compliance of mandatory disclosure 

is limited (Akhtaruddin, 2005), certification from a third-party professional auditor could be 

useful in creating pressure on the management in reporting genuine information on internal 

governance practices. Therefore, enhanced credibility of information could be attained 

(AccountAbility, 2008) given that the external attestation of CG compliance is there. Taken 

together, both increased level of board independence and attestation of CG compliance report 

by an external auditor could be beneficial in curbing the overstating propensity of companies. 

4 | DATA AND METHODOLOGY 

The sample for this study consisted of the annual reports of 194 non-financial companies listed 

on the Dhaka Stock Exchange (DSE) in Bangladesh between 2007 and 2017. The dataset 

included all the assorted non-financial industries of the bourse, such as Cement, Ceramics, 

Engineering, Food and Allied, Fuel and Power, IT, Jute, Paper and Printing, Pharmaceuticals 

and Chemical, Services and Real Estate, Tannery, Telecommunication, Textile, Travel and 

Leisure, and Miscellaneous. Companies delisted at the time of data collection were excluded 

owing to the unavailability of annual reports. The reason for considering this period is that 

Bangladesh’s corporate sector experienced two reform regimes within this time frame. The 

year 2012 was excluded from the sample because a CG reform took place in that year, and it 

was thus considered as a transition year. The study examined the periods 2007–2011 (NCGG) 

and 2013–2017 (BCGG) separately to compare the effect of different CG guidelines on the 

extent of window dressing of compliance. Following Arcot, Bruno, and Faure-Grimaud (2010), 

financial companies were excluded from the analysis owing to their different regulatory and 

governance structures. 



The study investigated the level of overstatement relating to three key assumptions based 

on agency theory: increasing the proportion of IDs, proscribing CEO duality and forming an 

AC. Guidelines around the world commonly recommend increasing the number of outside IDs, 

separating the roles of chairperson and CEO/MD and forming several board committees, such 

as ACs, nomination and remuneration committees and environmental committees (see 

Aguilera & Cuervo-Cazurra, 2009; Cuomo et al., 2016; Zattoni & Cuomo, 2008). These are 

considered to be ‘observable’ items in compliance statements (Sobhan, 2016, p.606), since 

information on these factors is disclosed in annual reports. Moreover, condition 5 (7) of the 

NCGG (BCGG) requires companies to make compliance statements in their annual reports, 

including compliance with these three CG mechanisms. 

Content analysis was used as the primary method to examine the level of overstatement. 

Although other disclosure instruments have been used in the domain of IM, annual reports have 

been the most widely studied company documents in this field of study (Conway, O’Keefe, & 

Hrasky, 2015; Merkl-Davies & Brennan, 2007). The first step was to identify the level of 

compliance that a firm presented in its CS. This was then crosschecked with other sections of 

its annual report, such as the directors’ report, the directors’ and sponsors’ shareholding 

positions, the audit committee report and the directors’ attendance list, to establish whether 

these matched the information provided in the CS. If there was a mismatch between the CS and 

information in other parts of the annual report for any of the variables under consideration, 

these were marked as window dressing of compliance. 

5 | TRENDS IN OVERSTATEMENTS 

5.1 | Overall level of overstatements 

The levels of overstatement of the listed companies between 2007 and 2017 are shown in 

Figure 1. It is clearly seen that, overstatements of appointments of IDs, AC formation and CEO 

duality fell steadily over this decade. 

 

In 2007, overstatements of AC formation were highest (31.13%), followed by ID 

appointments (25.47%) and CEO duality (10.38%). Until 2011, the rates of falsification 

followed the same pattern, with AC highest, then ID and CEO. However, 2010 saw a minor 

rise in all three aspects. This may have been attributable to a persistent lack of enforcement by 

BSEC against all kinds of CS overstatements by companies. Moreover, Bangladesh’s stock 

market experienced a major crash at the end of 2010. Many companies may therefore have 

manipulated their financials as well as operating procedures in their annual reports to attract 

investors, which may have been another reason for increased window dressing at that point in 
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time. However, soon after the crash, BSEC perhaps improved its oversight of disclosure 

quality, which reduced the proportion of overstatements, and all three variables started to 

decline again. Soon after the BCGG was issued in 2012, overstatements of AC formation 

experienced a significant fall, to only 5.84 per cent, which was around three times lower than 

in the concluding year of the NCGG. CEO duality also continued to decrease gradually. From 

2013 to 2016, both elements experienced consistent falls, with similar rates for the two 

variables. 

On the other hand, overstatements of ID appointments experienced substantial growth, 

by approximately 2.5 times (from 14.81% in 2011 to 33.77% in 2013), which was the highest 

proportion of overstatement for any of the variables within the study period. A plausible reason 

for the soaring rate of window dressing in this category may have been the BCGG’s 

requirement for 20 per cent of board members to be IDs, compared with 10 per cent in the 

NCGG; and with enhanced qualification requirements, companies may have been struggling 

to find competent people to fill the posts. Another persuasive reason for this upsurge may have 

been the increased costs incurred by companies in appointing more IDs onto their boards. As 

Krenn (2015) observes, firms choose to window dress when the cost of compliance rises. 

However, in the following year, with no option for companies to explain their non-compliance, 

overstatements of ID appointments reduced by more than 50 per cent. In subsequent years, 

rates for this category fell consistently, reaching 7.22 per cent in 2017. 

Figure 2 shows the number of listed companies that overstated their compliance during 

the study period. The number of companies engaging in window dressing fluctuated during the 

NCGG regime. In the year the BCGG was introduced, the number of firms involved in 

overstating rose from 47 to 57. This is attributable to overstatements in the level of IDs, as the 

other two categories declined from 2011 to 2013. However, the number of overstating 

companies declined in each subsequent year from 2014 onwards. At the end of the NCGG 

regime, the proportion of window-dressing companies was 34.81 per cent (47 overstating 

companies divided by 135 listed companies), but in 2017 it fell sharply to only 8.76 per cent 

(17 overstating companies divided by 194 listed companies). 
 

 

 

 

 

Figure 2. Number of overstating companies 

 



Figure 4. Trends in overstatements by ownership 

category 

 

5.2 | Overstatements based on the ownership structure 

Overstatements of companies’ ownership patterns are illustrated in Figure 3. All firms’ 

ownership was categorised between family, government, and others (non-family and foreign 

firms). In the initial year of the BCGG, the numbers of family and government firms increased, 

while other firms experienced an insignificant decline. However, according to the number of 

overstatements, all categories saw a decline in window dressing from 2014 onwards. Family 

firms topped the league in overstatements, accounting for a high proportion in every year of 

the study period, irrespective of the CG regime. 

 

Figure 4 illustrates companies’ overstatements of ownership, showing the proportions of 

each category of companies that window dressed. This was calculated as the number of 

companies that overstated compliance in each category (e.g., family firms) in a year, divided 

by the total number of companies in that category sampled in that year. Until 2009, companies 

in the “other” ownership category, although declining, had the highest overstated compliance, 

followed by government and family firms. In the last year of the NCGG era, all three categories 

– family firms (40.79%), government organisations (37.5%) and other listed companies 

(42.42%) – were found to be overstating. From 2013 onwards, the proportion of government 

organisations falsifying surpassed family and other firms until the end of the BCGG term. As 

most government firms are run by line ministries, and the majority of directors are appointed 

on political grounds in Bangladesh, boards of directors are less concerned about governance 

quality in these organisations. On the one hand, BSEC’s failure to take legal action against 

these kinds of IM through overstated compliance empowered the companies to choose these 

inappropriate practices. On the other hand, state-owned firms are closely connected with the 

regulator, as both are government bodies, which worked as an obstacle to establishing legal 

practices. Family firms have also been found to have strong networks with the upper echelons 
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of government (Muttakin, Monem, Khan, & Subramaniam, 2015), perhaps making legal action 

by the regulatory body even more challenging. Moreover, monitoring the actual compliance of 

shareholders is very costly (Arcot et al., 2010), which may also have coaxed minority 

shareholders into putting their trust in ‘box-checking’ elements of CS. 

 

6 | DISCUSSIONS AND CONCLUSION 

This study provides an account of how companies in the developing country such as 

Bangladesh engage in IM for the benefit of external entities by overstating compliance, and 

compares the rates of overstatement under two regimes of CG regulations. It is evident that 

rates of overstatements of ID appointments, separation of CEO and chair roles and AC 

formation declined under both regimes. However, the BCGG is found to have had a far more 

significant impact on minimising levels of overstatement following the 2012 reform, when 

window dressing of compliance dropped considerably. Moreover, the number of companies 

using a symbolic management strategy in preparing CS also declined remarkably. This 

indicates that the BCGG was more effective, with its compulsory provisions and requirement 

to appoint an increased proportion of IDs. In this regard, Amartey, Yu, and Chukwu-lobelu 

(2019) claim that mandatory code adoption at the domestic level, along with appointing adept 

individuals onto boards, were catalysts for ensuring board accountability, and thus, the 

reporting quality. Another plausible justification for this notable fall in overstatements is the 

inclusion of mandatory certification of CS by a professional accountant. In other words, 

although BSEC failed to take the necessary legal action against failures to comply with CG 

regulations, the reform initiatives were at least able to control the tendency for companies to 

present deceitful information in their CG compliance statements. 

This study recommends three policy recommendations to motivate companies to refrain 

from the overstating tendency. First, in the case of Bangladesh, the market for auditors is very 

competitive (Kabir, Sharma, Islam, & Salat, 2011). Consequently, the companies appointing 

the audit firms enjoy more bargaining power, which ultimately, induces the external auditors 

to work at a lower fee in some of the instances (Habib & Islam, 2007), and often satisfies the 

will of company managements (Uddin & Chowdhury, 2008). BSEC must verify and double-

check the information disclosed in the statements of compliance. Second, BSEC, being the 

apex body of the capital market, could also come up with some forms of recognition for the 

firms following prescribed guidelines, such as declaring standards (platinum, gold, bronze and 

the like) for the companies depending on the substance of CS. Finally, the regulatory body 

could also offer some tax benefits to the companies, based on the true level of CG compliance 

disclosures. 

Differences in CG practices among developed and developing nations are well 

documented (Uzma, 2018), arising from countries’ diverse legal contexts and cultural profiles. 

Therefore, the findings of this article should be interpreted with caution, even for developing 

nations, as the institutional settings and business environments of every country vary. Owing 

to the panel structure of the data, it was not possible to cross-validate the information presented 

in CS with a questionnaire survey. Therefore, the actual rate of window dressing may have 

differed from that detected through content analysis. Following Sobhan (2016), further 

quantitative investigations might be conducted to identify influential factors on window 

dressing of CS before and after the introduction of the BCGG. Moreover, pursuant to Westphal 

and Zajak (1998), future research might also seek to construct an econometric model of the 

relationship between companies’ rates of overstatement of CS and market performance, and to 

compare pre- and post-reform horizons. 



REFERENCES 

AccountAbility. (2008). Introduction to the revised AA1000 Assurance Standards and the 

AA1000 Account Ability Principles Standard 2008. London: Account Ability. 

 

Aguilera, R.V., & Cuervo-Cazurra, A. (2009). Codes of good governance. Corporate 

Governance: An International Review, 17, 376–387. 

 

Ahmed, S., & Uddin, S. (2018). Toward a political economy of corporate governance change 

and stability in family business groups: A morphogenetic approach. Accounting, Auditing and 

Accountability Journal, 31(8), 2192–2217. 

 

Akhtaruddin, M. (2005). Corporate mandatory disclosure practices in Bangladesh. the 

international journal of accounting, 40(4), 399-422. 

 

Amartey, L.A., Yu, M., & Chukwu-lobelu, O. (2019). Corporate governance in Ghana: An 

analysis of board accountability in Ghanaian listed banks. Journal of Financial Regulation and 

Compliance, 27(2), 126-140. 

 

Arcot, S., Bruno, V., & Faure-Grimaud, A. (2010). Corporate governance in the UK: Is the 

comply or explain approach working? International Review of Law and Economics, 30(2), 

193–201. 

 

Beasley, M.S. (1996). An empirical analysis of the relation between the board of director 

composition and financial statement fraud. Accounting Review, 71, 433–465. 

 

Bebchuk, L. A., & Roe, M. J. (1999). A theory of path dependence in corporate ownership and 

governance. Stanford Law Review, 52, 127–170. 

 

BEI. (2004). The code of corporate governance for Bangladesh. Bangladesh Enterprise 

Institute. Retrieved December 20, 2016 from  

https://ecgi.global/sites/default/files//codes/documents/code.pdf  

 

Belal, A., Spence, C., Carter, C. & Zhu, J. (2017). The Big 4 in Bangladesh: caught between 

the global and the local. Accounting, Auditing and Accountability Journal, 30(1), 145–163. 

 

Biswas, P.K. (2012). Corporate governance guidelines in Bangladesh: Some observations. The 

Cost and Management, July-August, 5–9. 

 

Bhagat, S., Brickley, J.A., & Coles J.L. (1987). Managerial indemnification and liability 

insurance: The effect on shareholder wealth. Journal of Risk and Insurance, 54, 721-736. 

 

Barua, S. (in press). Financing sustainable development goals: A review of challenges and 

mitigation strategies. Business Strategy & Development. https://doi.org/10.1002/bsd2.94  

 

Clatworthy, M., & Jones, M. J. (2001). The effect of thematic structure on the variability of 

annual report reliability. Accounting, Auditing and Accountability Journal, 14(3), 311–326. 

 

Coffee, J.C., Jr. (2001). The rise of dispersed ownership: The roles of law and the state in the 

separation of ownership and control. Yale Law Journal, 111(1), 1–82. 

 

https://ecgi.global/sites/default/files/codes/documents/code.pdf
https://doi.org/10.1002/bsd2.94


Cohen, J., Ding, Y., Lesage, C., & Stolowy, H. (2010). Corporate fraud and managers’ 

behavior: Evidence from the press. Journal of Business Ethics, 95, 271–315. 

 

Conway, S.L., O’Keefe, P.A., & Hrasky, S.L. (2015). Legitimacy, accountability and 

impression management in NGOs: the Indian Ocean tsunami. Accounting, Auditing and 

Accountability Journal, 28(7), 1075–1098. 

 

Cornelius, P. (2005). Governance good corporate practices in poor corporate governance 

systems: Some evidence from the Global Competitiveness Report. Corporate Governance, 

5(3), 12–24. 

 

Cuomo, F., Mallin, C., & Zattoni, A. (2016). Corporate governance codes: A review and 

research agenda. Corporate Governance: An International Review, 24(3), 222–241. 

 

Ees, H.V., & Witteloostuijn, A.V. (2007). Explaining compliance with corporate governance 

codes: Towards a behavioral compliance theory. In International Association of Business and 

Society Conference, Florence. 

 

Engel, E., Hayes, R.M., & Wang, X. (2007). The Sarbanes–Oxley Act and firms' going-private 

decision. Journal of Accounting and Economics, 44, 116–145. 

 

Estrin, S., & Prevezer, M. (2011). The role of informal institutions in corporate governance: 

Brazil, Russia, India, and China compared. Asia Pacific Journal of Management, 28(1), 41–

67. 

 

Fan, J. P. H., Wei, K. C. J., & Xu, X. Z. (2011). Corporate finance and governance in emerging 

markets: A selective review and an agenda for future research. Journal of Corporate Finance, 

17(1), 207–217. 

 

Farooque, O. A., Zijl, T. V., Dunstan, K., & Karim, A. K. M. W. (2007). Corporate governance 

in Bangladesh: link between ownership concentration and financial performance. Corporate 

Governance: An International Review, 15(6), 1453–1468. 

 

Fiss, P. C., Kennedy, M. T., & Davis, G. F. (2012). How golden parachutes unfolded: Diffusion 

and variation of a controversial practice. Organization Science, 23, 1077–1099. 

 

Fiss, P.C., & Zajac, E.J. (2006). The symbolic management of strategic change: Sense-giving 

via framing and decoupling. Academy of Management Journal, 49, 1173–93. 

 

Gallego‐Álvarez, I., & Pucheta‐Martínez, M. C. (2020). Corporate social responsibility 

reporting and corporate governance mechanisms: An international outlook from emerging 

countries. Business Strategy & Development, 3(1), 77-97. 

 

Habib, A., & Islam, A. (2007). Determinants and consequences of non-audit service fees: 

Preliminary evidence from Bangladesh. Managerial Auditing Journal, 22(5), 446-469. 

 

Hansmann, H., & Kraakman, R. (2001). The end of history for corporate law. Georgetown Law 

Journal, 89(January), 439–468. 

 



Haque, F., Kirkpatrick, C., & Arun, T. (2006). Political economy of corporate governance in 

Bangladesh, Working paper, University of Manchester, Manchester. 

 

Hooghiemstra, R. (2000). Corporate communication and impression management—new 

perspectives why companies engage in corporate social reporting. Journal of Business Ethics, 

27(1). 55-68. 

 

Jamali, D. (2010). MNCs and international accountability standards through an institutional 

lens: Evidence of symbolic conformity or decoupling, Journal of Business Ethics, 95, 617–40. 

 

Jones, M. J., & Solomon, J. F. (2010). Social and environmental report assurance: Some 

interview evidence. Accounting Forum, 34(1), 20–31. 

 

Kabir, M. H., Sharma, D., Islam, M. A., & Salat, A. (2011). Big 4 auditor affiliation and 

accruals quality in Bangladesh. Managerial Auditing Journal, 26(2), 161–181. 

 

Khan, M.M. (2003). State of governance in Bangladesh. Round Table, 370, 391–405. 

 

Khan, A., Hossain, D., & Siddiqui, J. (2011). Corporate ownership concentration and audit 

fees: the case of an emerging economy. Advances in International Accounting, 27(1), 125–131. 

 

Khanna, T., Palepu, K., & Srinivasan, S. (2004). Disclosure practices of foreign companies 

interacting with U.S. markets. Journal of Accounting Research, 42(2), 475–508. 

 

Khatun, F. (2013). State of the governance in the banking sector: Dealing with the recent 

shocks. Retrieved November 26, 2018 from https://cpd.org.bd/wp-

content/uploads/2014/09/FY2013_-State-of-Governance-in-the-Banking-Sector-Dealing-

with-the-Recent-Shocks.pdf 

 

Krenn, M. (2014). Decoupling as a sustainable firm response to pressures for convergence and 

divergence in corporate governance: The case of codes of good corporate governance, Journal 

of Management Policy and Practice, 15, 103–117. 

 

Krenn, M. (2015). Understanding decoupling in response to corporate governance reform 

pressures: The case of codes of good corporate governance. Journal of Financial Regulation 

and Compliance, 23(4), 369–382. 

 

Krische, S. D. (2005). Investors’ evaluations of strategic prior-period benchmark disclosures 

in earnings announcements. Accounting Review, 80(1), 243–268. 

 

La Porta, R, Lopez-de-Silanes, F., & Shleifer, A. (1999). Corporate ownership around the 

world. Journal of Finance, 54, 471–517. 

 

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (2000). Investor protection and 

corporate governance. Journal of Financial Economics, 58, 3–27. 

 

Leuz, C., Karl, L. & Francis, W. (2008). Do foreigners invest less in poorly governed firms?. 

Review of Financial Studies, 22(8), 3245-3285. 

 

https://cpd.org.bd/wp-content/uploads/2014/09/FY2013_-State-of-Governance-in-the-Banking-Sector-Dealing-with-the-Recent-Shocks.pdf
https://cpd.org.bd/wp-content/uploads/2014/09/FY2013_-State-of-Governance-in-the-Banking-Sector-Dealing-with-the-Recent-Shocks.pdf
https://cpd.org.bd/wp-content/uploads/2014/09/FY2013_-State-of-Governance-in-the-Banking-Sector-Dealing-with-the-Recent-Shocks.pdf


Markoczy, L., Sun, S. L., Peng, M. W., Shi, W., & Ren, B. (2013). Social network contingency, 

symbolic management, and boundary stretching. Strategic Management Journal, 34, 1367–

1387. 

 

Merkl-Davies, D. M., & Brennan, N. M. (2007). Discretionary disclosure strategies in 

corporate narratives: Incremental information or impression management?. Journal of 

Accounting Literature, 26, 116–194. 

 

Merkl-Davies, D. M., & Brennan, N. M. (2011). A conceptual framework of impression 

management: New insights from psychology, sociology and critical perspectives. Accounting 

and Business Research, 41(5), 415–437. 

 

Meyer, J.W., & Rowan, B. (1977). Institutionalized organizations: Formal structure as myth 

and ceremony. American Journal of Sociology, 83, 340–63. 

 

Muttakin, M. B., Monem, R. M., Khan, A., & Subramaniam, N. (2015). Family firms, firm 

performance and political connections: Evidence from Bangladesh. Journal of Contemporary 

Accounting and Economics, 11(3), 215–230. 

 

North, D. C. (1990). Institutions and credible commitment. Journal of Institutional and 

Theoretical Economics, 149(1), 11–23. 

 

Nurunnabi, M., Hossain, M. A., & Al-Mosa, S. A. (2016). Ceci n’est pas une pipe! Corporate 

governance practices under two political regimes in Bangladesh: A political economy 

perspective. International Journal of Disclosure and Governance, 13, 329–363. 

 

Oliver, C. (1991). Strategic responses to institutional processes. Academy of Management 

Review, 16, 145–79. 

 

Rahman, M., Billah, M. M., & Hack‐Polay, D. (2019). What is hindering change? Anticipating 

the barriers to the adoption of enzyme‐based textile processing in a developing 

country. Business Strategy & Development, 2(2), 137-147. 

 

Rahman, M., Akter, M., & Radicic, D. (2020). Internationalization as a strategy for small and 

medium‐sized enterprises and the impact of regulatory environment: An emerging country 

perspective. Business Strategy & Development, 3(2), 213-225. 

 

Reed, D. (2002). CG reforms in developing countries. Journal of Business Ethics, 37, 223–

247. 

 

Renders, A., & Gaeremynck, A. (2012). Corporate governance, principal-principal agency 

conflicts, and firm value in European listed companies. Corporate Governance: An 

International Review, 20(2), 125–143. 

 

Săndulescu, M. S., & Albu, C. N. (2018). Impression management in the letters to shareholders 

of listed entities: A Romanian case study. Accounting & Management Information Systems, 

17(3), 353–373. 

 

Shi, W., & Connelly, B. L. (2018). Is regulatory adoption ceremonial? Evidence from lead 

director appointments. Strategic Management Journal, 39(8), 2386–2413. 



 

Siddiqui, J. (2010). Development of corporate governance regulations: The case of an emerging 

economy. Journal of Business Ethics, 91(2), 253–274. 

 

Siddiqui, J., & Ferdous, C.S. (2014). The regulatory conundrum: Achieving corporate 

governance reforms in developing countries. In S. Boubaker & D. K. Nguyen (Eds.), Corporate 

governance in emerging markets (pp. 445–464). Berlin, Heidelberg: Springer. 

 

Sobhan, A. (2016). Where institutional logics of corporate governance collide: Overstatement 

of compliance in a developing country, Bangladesh. Corporate Governance: An International 

Review, 24(6), 599–618. 

 

Sobhan, F., & W. Werner. (2003). Diagnostic study of existing corporate governances scenario 

in Bangladesh. In F. Sobhan, & W. Werner (Eds.), A comparative analysis of corporate 

governance in South Asia (pp. 34–59). Working paper. Bangladesh Enterprise Institute. 

 

Stein, J. (1988). Takeover threats and managerial myopia. Journal of Political Economy. 96, 

61–80. 

 

Stephen, F. H. (2017). New institutional economics, culture and corporate Governance. In F.N. 

Ngwu, O.K. Osuji, & F.H. Stephen (Eds.), Corporate governance in developing and emerging 

markets (pp. 45–60). London, UK and New York, USA: Routledge. 

 

Tagesson, T., & Collin, S. O. (2016). Corporate governance influencing compliance with the 

Swedish Code of Corporate Governance. International Journal of Disclosure and Governance, 

13(3), 262–277. 

 

TIB. (2017). Corruption Perceptions Index. Transparency International Bangladesh, Dhaka. 

Retrieved February 18, 2019 from https://www.ti-bangladesh.org/beta3/images/2018/cpi/CPI-

2017-Presentation.pdf  

 

Uddin, S., & Choudhury, J. (2008). Rationality, traditionalism and the state of corporate 

governance mechanisms: Illustrations from a less-developed country. Accounting, Auditing 

and Accountability Journal, 21(7), 1026–1051. 

 

Uzma, S. H. (2018). Corporate governance practices: global convergence and Indian 

perspective. Qualitative Research in Financial Markets, 10(3), 285–308. 

 

Virk, K. G. (2017). The influence of board characteristics on corporate illegality. Journal of 

Financial Regulation and Compliance, 25(2), 133–148. 

 

Wade, J. B., Joseph F. P., & Timothy G. P. (1997). Worth, words, and the justification of 

executive pay. Journal of Organizational Behavior, 18, 641–664. 

 

Wanyama, S., Burton, B., & Helliar, C. (2009). Frameworks underpinning corporate 

governance: Evidence on Ugandan perceptions, Corporate Governance: An International 

Review, 17, 159–75. 

 

Weber, K., Davis, G. F., & Lounsbury, M. (2009). Policy as myth and ceremony? The Global 

Spread of Stock Exchanges, 52, 1980–2005. 

https://www.ti-bangladesh.org/beta3/images/2018/cpi/CPI-2017-Presentation.pdf
https://www.ti-bangladesh.org/beta3/images/2018/cpi/CPI-2017-Presentation.pdf


 

Westphal, J. D., & Zajac, E. J. (1994). Substance and symbolism in CEOs’ long-term incentive 

plans. Administrative Science Quarterly, 39, 367–90. 

 

Westphal, J. D., & Zajac, E. J. (1995). Who shall govern? CEO/board power, demographic 

similarity, and new director selection. Administrative Science Quarterly, 40, 60–83. 

 

Westphal, J. D., & Zajac, E. J. (1998). The symbolic management of stockholders: Corporate 

governance reforms and shareholder reactions. Administrative Science Quarterly, 43(March), 

127–153. 

 

Westphal, J. D., & Zajac, E. J. (2001). Decoupling policy from practice: The case of stock 

repurchase programs. Administrative Science Quarterly, 46, 202–228. 

 

Williamson, O. E. (2000). The new institutional economics: Taking stock, looking ahead. 

Journal of Economic Literature, 38, 595–613. 

 

World Bank. (2009). Bangladesh: corporate governance country assessment. Report on the 

Observance of Standards and Codes (ROSC). 

 

World Bank. (2015). WB Update Says 10 Countries Move Up in Income Bracket. Retrived 

November 25, 2018 from http://www.worldbank.org/en/news/press-release/2015/07/01/new-

world-bank-update-shows-bangladesh-kenya-myanmar-and-tajikistan-as-middle-income-

while-south-sudan-falls-back-to-low-income 

 

World Bank. (2018). World Bank Statistics. Retrived December 7, 2018 from 

https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locations=BD  

 

WJP. (2018) Rule of Law Index 2017–2018. World Justice Project. Washington, DC. Retrieved 

July 19, 2019 from https://worldjusticeproject.org/sites/default/files/documents/WJP-ROLI-

2018-June-Online-Edition_0.pdf 

 

Yekini, L. S., Wisniewski, T. P., & Millo, Y. (2016). Market reaction to the positiveness of 

annual report narratives. The British Accounting Review, 48, 415-430. 

 

Yoshikawa, T., Tsui-Auch, L. S., & McGuire, J. (2007). Corporate governance reform as 

institutional innovation: The case of Japan. Organization Science, 18(6), 973–988. 

 

Zarri, G. P. (2009). Representation and management of narrative information, theoretical 

principles and implementation. London: Springer-Verlag. 

 

Zattoni, A., & Cuomo, F. (2008). Why adopt codes of good governance? A comparison of 

institutional and efficiency perspectives. Corporate Governance: An International Review, 16, 

1–16. 

http://www.worldbank.org/en/news/press-release/2015/07/01/new-world-bank-update-shows-bangladesh-kenya-myanmar-and-tajikistan-as-middle-income-while-south-sudan-falls-back-to-low-income
http://www.worldbank.org/en/news/press-release/2015/07/01/new-world-bank-update-shows-bangladesh-kenya-myanmar-and-tajikistan-as-middle-income-while-south-sudan-falls-back-to-low-income
http://www.worldbank.org/en/news/press-release/2015/07/01/new-world-bank-update-shows-bangladesh-kenya-myanmar-and-tajikistan-as-middle-income-while-south-sudan-falls-back-to-low-income
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locations=BD
https://worldjusticeproject.org/sites/default/files/documents/WJP-ROLI-2018-June-Online-Edition_0.pdf
https://worldjusticeproject.org/sites/default/files/documents/WJP-ROLI-2018-June-Online-Edition_0.pdf

