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Abstract
Purpose – The purpose of this study is to investigate the intellectual capital disclosure (ICD) practices of
financial institutions in an emerging economy of Bangladesh.
Design/methodology/approach – Based on 93 items of intellectual capital categorized into internal
capital, external capital and human capital, ICD index is developed for 53 financial institutions listed in Dhaka
Stock Exchange. This study uses descriptive statistics to analyze ICD practices, and parametric and non-
parametric tests to analyze the variation of ICD practices in terms of different categories as well as in terms of
different sectors.
Findings – Results indicate that more than 70% of ICD items are generally not disclosed by financial
institutions in Bangladesh. The highest of 36% of external capital disclosure items are disclosed, whereas the
lowest of 18% of human resource capital elements are disclosed. Furthermore, results find the significant
variability of ICD practices in terms of different intellectual capital categories and in between banking
companies and non-banking financial institutions.
Practical implications – Findings have critical implications for managers, policymakers and regulators
for setting appropriate strategies and regulations for improving the level of ICD, which, in turn, may reduce
the information asymmetry problems of financial institutions as well.
Originality/value – In-depth analysis about variability of ICD practices creates value in the ICD literature
by highlighting strategic priority of financial institutions to disclose information about the strategic resources
in unique emerging economic settings such as Bangladesh.

Keywords Emerging economy, Intellectual capital, Human capital, Financial institutions,
Disclosure strategy, Intellectual capital disclosure index

Paper type Research paper

1. Introduction
This study investigates the intellectual capital disclosure (ICD) practices of financial
institutions in Bangladesh. The level and variation of ICD in terms of company, sector and
disclosure categories are analyzed under the premise that companies disclose intellectual
capital information to improve transparency to stakeholders (McPhail, 2009). Information
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asymmetry is the inherent problem for companies because of the separation of its ownership
and management, which also known as agency problem. These problems are more acute in
an emerging economy such as Bangladesh which is characterized with weaker legal and
institutional environment compared to developed economies. For this reason, shareholders
along with other stakeholders struggle for credible and timely information which are
essential to make informed decisions. Typically, the key purposes of disclosing material
information in the annual report of a company are to mitigate the information asymmetry
problem, and assist all types of stakeholders to make prudent decisions so that their
interests can be protected. As the traditional economy is gradually shifting into knowledge-
based economy, information about intellectual capital (IC) is the key to understand the
competitive advantage of a company (Burgman and Roos, 2007; Stewart, 1997). IC refers to
the intangible assets that an organization can use to create value by converting it into new
process, products and services (Guthrie et al., 2006). According to Bollen et al. (2005), though
IC is not presented in the corporate balance sheet such as other traditional assets, it is
considered as the strategic asset which plays the critical role in achieving competitive
advantages and creating corporate value. Therefore, disclosure about IC information is
treated as one of the means of improving transparency by reducing information asymmetry
problem betweenmanagement and other corporate stakeholders (Johanson, 2003).

According to Abeysekera (2006), knowledge-intensive companies depend more on IC
rather than other balance sheet assets to create value. Consequently, IC plays an important
role in achieving the sustainable performance of the knowledge-based companies such as
financial institutions. Because Bangladesh is a bank-based economy, Bangladeshi
companies significantly rely on financial institutions to generate their capital. Moreover, the
GDP contribution of the service sector has doubled in Bangladesh in the past four decades.
Financial industry is one of the major service sectors of Bangladesh, which not only
supports to create capital but also involves in economic transactions and employment
generation. Thus, it is noteworthy to understand the state of IC of the financial institutions
in Bangladesh. The disclosure of IC information can enhance profitability of a company by
reducing cost of capital (Bismuth and Tojo, 2008; Dumay, 2012). In addition, because the
well accepted valuation approach for IC is yet to develop, this study concentrates on the
disclosure of IC information in annual reports for deepening the understanding about ICD
practices in financial institutions of Bangladesh.

Most of the previous studies (Ahmed Haji and MohdGhazali, 2013; Whiting and
Woodcock, 2011; Atan and Rahim, 2012; Ousama et al., 2012; Ferreira et al., 2012; Taliyang
et al., 2011) exclude financial institutions from their sample with the excuse of distinctive
characteristics of financial institutions in terms of higher level of regulation. Similarly, prior
studies (Abhayawansa and Azim, 2014; Rahman et al., 2019; Nurunnabi and Hossain, 2011;
Dey and Faruq, 2019) in the context of Bangladesh mostly focused on non-financial
companies. However, as per the legal and regulatory requirements, it is not mandatory to
disclose ICD for the financial institutions of Bangladesh. Indeed, the level of ICD practices
depends on strategic preference of companies (Slack and Munz, 2016) regardless of its
nature of industry. In addition, although studies by Khan and Ali (2010) and Belal et al.
(2018) investigated the ICD practices of banks in Bangladesh, none of the prior studies
considered non-banking financial institutions (NBFI) for investigating ICD practices.
Therefore, the current study attempts to investigate the ICD practices of financial
institutions, including both banks and NBFIs of Bangladesh. This study considers 30 banks
and 23 NBFIs listed in Dhaka Stock Exchange (DSE) to develop ICD index based on 93 items
of intellectual capital in line with the study of Ousama and Fatima (2012). Descriptive
analysis, parametric tests and non-parametric tests are used to analyze the ICD scores of
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these companies to investigate the ICD practices. Findings of this study enrich the literature
of ICD by providing deep insights about the tendency and strategic priorities of financial
institutions for adopting their ICD practices. In addition, unlike prior studies (Khan and Ali
(2010), Nurunnabi and Hossain, 2011; Abhayawansa and Azim, 2014; Belal et al., 2018; Dey
and Faruq, 2019; Rahman et al., 2019) in the context of Bangladesh, the current study
extends the ICD literature with the empirical findings about the variability of ICD practices
between the sub-sectors of financial industry.

All listed banks and NBFIs are under the regulation of the central bank, namely,
Bangladesh Bank and stock market regulator, namely, Bangladesh Securities and Exchange
Commission (BSEC). The nature and extent of disclosure of listed financial institutions of
Bangladesh are directed by Securities and Exchange (SEC) Rules 1987, the Companies Act
1994, Banking Companies Act 1991 Financial Institution Act 1993, Bangladesh Accounting
Standards (BASs), Bangladesh Financial Reporting Standards (BFRSs), Financial Reporting
Act (FRA) 2015 and Income Tax Ordinance 1984.

2. Literature review and hypothesis development
2.1 Intellectual capital and intellectual capital disclosure
In spite of growing importance of IC to managers and researchers, well-accepted definition
of IC is yet to be found in extant literature. Different scholars attempt to define IC from
different perspectives ranging from a subset of intangible capital (Hunter et al., 2005), the
difference between the market value and the book value of a firm (Ordonez de Pablos, 2005)
and knowledge-based resources that contribute to the creation of a competitive advantage
for the firm (Ordonez de Pablos, 2005). This study considers the more comprehensive
perspective of IC, which is composition of all knowledge-based intangible assets and
processes, which are not normally shown on the balance sheet, and can be leveraged to give
rise to future value (Roos et al., 1997). Under the tenet of tripartite concept, a good number of
prior research studies of ICD (Petty and Cuganesan, 2005) have been found in the literature.
These studies are primarily grounded by Erik Sveiby (1997) suggesting three types of
capital such as internal, external and human capital. These three components of IC have
been further divided into a number of sub-categories (Gray, 2013) which varied from 18 to 25
as observed in different prior studies. Table 1 presents 25 sub-categories of three
components of IC as per the study by Ousama et al. (2011), which are primarily considered in
this current study for exploring the ICD practices.

In a knowledge-intensive business environment, the corporate value depends not only on
production of physical goods but also on the creation and utilization of IC (Guthrie et al.,
2004). However, the prevailing accounting framework and accounting standards do not
allow a full recognition and disclosure of IC components in financial statements (Van der
Meer-Kooistra and Zijlstra, 2001). In addition, there is no specific guideline or regulation for
the reporting of IC information in the corporate annual reports (Brüggen et al., 2009).
Moreover, because it is difficult to standardize soft intangible assets (Lambert, 1998), Grojer
and Johanson (1999) have advocated for the voluntary standard for the ICD in the context of
rapid change of IC. In Bangladesh, there is no mandatory requirement or guideline for the
ICD in the annual reports of the financial institutions. This current study, therefore,
considers IC data disclosure as the voluntary strategic choice of individual companies.

2.2 Hypotheses development
2.2.1 Intellectual capital disclosure practices. Typically, the disclosing of IC information in
the annual reports is voluntary for the firms. Prior studies, therefore, have found that level of
ICD of the firms in emerging economies is lower than firms from developed economies. More
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specifically, existing evidence from the emerging economies shows that the level of ICD is
below 50%. For example, Ahmed Haji and MohdGhazali (2013) have studied 60 top
Malaysian companies as per market capitalization and found that only 42% of IC
information has been disclosed by the top firms. Similar results have also been found by
Ousama and Fatima (2012), Singh and Kansal (2011), etc. That means, firms from emerging
economies are reluctant to disclose IC information in their annual reports. Moreover, though
the financial institutions are highly regulated industry in Bangladesh, there is no mandatory
requirement to disclose the IC information in their annual reports. In addition, a study by
Khan and Ali (2010) on the banks in Bangladesh shows that only 29% out of 21 IC
information are disclosed in the annual reports of the banks. Therefore, the current study
hypothesizes that most of the items of ICD are undisclosed in the annual reports of the
financial institutions in Bangladesh. In other words, the level of disclosure is low or poor in
the companies:

H1. The level of ICD is low in the annual reports of financial institutions of Bangladesh.

2.2.2 Variation of different categories of intellectual capital disclosure. Striukova et al. (2008)
observed that companies from different knowledge-intensive industries do not give the
balanced focus on different categories of ICD. Other prior studies (Guthrie et al., 2012; Khan
and Ali, 2010; Bozzolan et al., 2006; Abeysekera and Guthrie, 2005, etc.) also demonstrated
the similar findings that companies are varied to prioritize in disclosing different categories
of IC information. Moreover, the priority of ICD categories changes over time in the same
context. For example, though Wagiciengo and Belal (2012) found that HC is the mostly
disclosed ICD category in the South African context, another study in the same context by
April et al. (2003) found external capital is the highest ICD category. In fact, prior studies not
only provided the evidence of variation of different ICD categories, but also indicated the
inconsistency in prioritizing an ICD category. These inconclusive aspects of prior findings

Table 1.
ICD indicators used
by Ousama et al.
(2011)

1. Internal capital 2. External capital 3. Human capital

1.1 Innovations 2.1 Business partnering
and alliances agreements

3.1 Gender of employees

1.2 Technological infrastructure 2.2 Goodwill acquired in
business combinations

3.2 Age of the employees

1.3 Technology investment 2.3 Separately acquired
intangible assets

3.3 Education level

1.4 Research and development 2.4 Loyalty 3.4 Flexibility
1.5 Other internally generated
intangible assets

2.5 Customer satisfaction 3.5 Employee welfare

1.6 Quality 2.6 Customers 3.6 Training and education
1.7 Communication systems 2.7 Suppliers 3.7 Participation in the development of

the company
1.8 Processes 2.8 Marketing 3.8 Knowledge map
1.9 Problem-solving capacity 2.9 Turnover and

distribution channels
3.9 Employee satisfaction

1.10 Management philosophy 2.10 Market value and
share price

3.10 Employee evaluation

2.11 Shareholders 3.11 Distribution of employees
3.12 Employee capacities and abilities
3.13 Employee development plans
3.14 Safety and health of employees
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lead to another hypothesis, i.e. financial institutions in Bangladesh may have different
emphasis on three different IC categories to disclose information in their annual reports:

H2. The levels of disclosure for three categories of IC, i.e. internal capital disclosure
(INCD), external capital disclosure (EXCD) and human capital disclosure (HCD) are
varied in the financial institutions of Bangladesh.

2.2.3 Variation of intellectual capital disclosure practices by sectors. Bozzolan et al. (2003)
conducted a research on different companies that are listed in Italian Stock Exchange, and
found that the extent of IC information documentation depends on the type of industry a
company belongs to. Similar results were observed by Whiting and Woodcock (2011), who
concluded that IC-intensive firms intend to disclose more IC because of their limited physical
assets on which they could report. These findings also support the legitimacy theory which
argues that firms with higher IC have no option but to disclose information about their IC to
satisfy their stakeholders. In contrast, Oliveira et al. (2010) did not find significant impact of
the IC intensity of a firm on the extent of the ICD. Nevertheless, Striukova et al. (2008)
pointed out the variation of the level of ICD and its different categories within different
knowledge-based sectors. Moreover, information asymmetry problem can be varied among
different sectors because of the diversity of nature and intensity of agency conflict among
them. Though both banking sector and NBFI sector are highly knowledge-based or IC
intensive, this study, therefore, expects the differences of the level of ICD between these two
IC-intensive sectors. Therefore, based on the agency theory, the third hypothesis of this
study is as follows:

H3. The level of ICD is varied between two sub-sectors of financial industry, i.e. banks
and NBFI of Bangladesh.

H3a. There is a variation of level of INCD between banks and NBFI of Bangladesh.

H3b. There is a variation of level of EXCD between banks and NBFI of Bangladesh.

H3c. There is a variation of level of HCD between banks and NBFI of Bangladesh.

3. Methodology
3.1 Sample and data
There are 100 listed financial institution in DSE, comprising 30 banks, 23 NBFIs and 47
insurance companies. The current study considers 53 financial institutions, except insurance
companies that are listed in DSE. As the nature of operation and regulatory authority of
insurance companies in Bangladesh are different than those of the banks and NBFIs, this
study exclusively focuses on only the listed banks and NBIFs to analyze their ICD practices.
The data regarding ICD of the sample companies are collected from their published annual
reports for year 2014. A listed company is deemed not to have followed a practice if it is not
clearly stated in the annual report. Because the annual report is the primary medium of
communication between the company and its stakeholders, all important matters about a
company should be fully disclosed.

3.2 Measurement of intellectual capital disclosure
As there is no generally accepted model for selecting items of disclosure construct disclosure
index to measure the quality of disclosure (Beattie and Thomson, 2007), this study considers
a disclosure checklist promulgated by Ousama et al. (2011) to develop the ICD index for
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sample companies. To date, this is the most comprehensive ICD index comprising 101 IC
information items summarized based on the prior disclosure literature (Ousama and Fatima,
2012). The current study uses 93 items (see Appendix), which are relevant and are required
to be disclosed by the financial institutions in their annual reports. For example, ICD items
related to “goodwill acquired in the business combination” are not relevant in this context,
and no such business incident is experienced by the sample financial institutions for the
period. Selected 93 items were categorized into three different categories of information,
such as internal capital: INC (36 items), external capital: EXC (22 items) and human capital:
HC (35 items).

The study constructs an intellectual capital disclosure index (ICDI) for each sample
financial institution to measure its level of ICD practices. A dichotomous approach was used
to conduct the survey, where each company was awarded a score of “1” if the company
appears to have disclosed the concerned reporting variable and “0” otherwise. The score of
each company was totaled to find the net score of the company. An un-weighted ICDI was
then computed by using the following formula:

ICD ¼ Total ICD score of individual company
Maximumpossibble score obtainable; i:e:93

The disclosure index for the three IC categories [internal capital disclosure index (INCDI),
external capital disclosure index (EXCDI) and human capital disclosure index (HCDI)] is also
developed in the same way.

3.3 Data analysis
This study uses descriptive analysis for explaining the ICD practices by the financial
institutions of Bangladesh. To analyze the differences of ICD by its categories and by the
sectors, the study relies on both parametric and non-parametric tests because of the problem
of normality of the data distribution specifically for each category of IC information.

4. Findings and discussion
4.1 Intellectual capital disclosure practices
4.1.1 Intellectual capital disclosures by financial institutions. Table 2 shows the results of
descriptive analysis of the ICDI for overall financial institutions and for the banking sector
and NBFI sector. Overall results represent that the mean score of ICDI is 0.28, which
indicates the level of ICD of listed financial institutions in Bangladesh is 28%. In other
words, the financial institutions in Bangladesh, on average, disclose 28% items out of 93
ICD items, considered to formulate ICDI, in their annual reports, which indicates the poor
level of ICD compared to the expected disclosure level. Primarily, this result suggests that

Table 2.
Descriptive statistics
of ICD index by
financial institutions

Overall Bank NBFI
Items INCDI EXCDI HCDI ICDI INCDI EXCDI HCDI ICDI INCDI EXCDI HCDI ICDI

Mean 0.34 0.36 0.18 0.28 0.39 0.36 0.20 0.31 0.27 0.35 0.14 0.24
Median 0.36 0.36 0.14 0.28 0.39 0.36 0.20 0.32 0.25 0.32 0.11 0.24
SD 0.13 0.05 0.09 0.08 0.11 0.05 0.09 0.07 0.12 0.06 0.08 0.08
Min 0.11 0.27 0.03 0.14 0.17 0.27 0.09 0.18 0.11 0.27 0.03 0.14
Max 0.69 0.50 0.43 0.43 0.69 0.50 0.43 0.43 0.47 0.50 0.34 0.43
Std. error 0.02 0.01 0.01 0.01 0.02 0.01 0.02 0.01 0.02 0.01 0.02 0.02
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the financial industry, a highly IC-based industry, of Bangladesh is very conservative in
disclosing the IC information.

The finding of this study is consistent with a prior study on ICD of banking industry in
Bangladesh by Khan and Ali (2010) and Belal et al. (2018). However, a comparison of the
findings of the current study with some other prior studies highlights some inconsistency as
well. More specifically, the extent of ICD of the current study is higher than some prior
studies (Ousama and Fatima, 2012; Singh and Kansal, 2011; White et al., 2007), and lower
than the level of ICD found by another set of prior studies such as Soon Yau et al. (2009),
Omar (2008), Li et al. (2008) and Bozzolan et al. (2003). The possible five reasons for these
inconsistent results are as follows: first, the different studies used different set of ICD items
with different numbers; second, these studies focused on various types of industries; third,
the sample size of different studies was varied; fourth, these studies are conducted in
different time periods and, finally, in different economic context or countries.

Overall results in Table 2, further, demonstrate that the level of EXCD (36%) is highest
as compared to INCD (34%) and HCD (18%). The results of the highest level of EXCD is
consistent with most of the prior studies (Ousama and Fatima, 2012; Khan and Ali, 2010;
Striukova et al., 2008), which found that EXC was the highest disclosed IC category in the
annual reports of the companies. These results suggest that listed financial institutions in
Bangladesh disclose, on average, more IC information in terms of EXC category as
compared to the INC and HC. However, the results of ICD categories of the banking industry
indicate that the disclosure level of INCD (39%) is highest among all three IC categories by
the banks in Bangladesh, which is consistent with the results of the study by Bhatia and
Mehrotra (2016) on Indian banks. Similar findings can be observed in the studies of Rahman
et al. (2019) and Singh and Kansal (2011) that the INC is the highest ICD category for
pharmaceutical companies in the context of Bangladesh as well as India, respectively.

Table 2 also shows that level of ICD in banking sector is higher than NBFI in terms of
ICD (31% and 24%) and its three sub-categories, i.e. INCD (39% and 27%), EXCD (36% and
35%) and HCD (20% and 14%). These results are consistent with findings of some prior
studies such as Striukova et al. (2008), Petty et al. (2009) and Bozzolan et al. (2006), which
also support the role of respective sectors for the level of ICD of companies.

In brief, the findings presented in Table 5 indicate that level of ICD is very low in terms of
overall sample of financial institutions as well as for each sector, as 70%–75% of items of
ICD information remained undisclosed in the annual reports of the listed financial
institutions in emerging economy such as Bangladesh. These results initially support H1,
which is consistent with a prior study by Khan and Ali (2010) as well. In addition, results of
this study highlight the sign of variation of ICD not only by sectors, i.e. bank and NBFI, but
also by ICD categories. The following parts, therefore, focus on deeper analysis and
discussion about these variations of ICD and examine the significance level of the
differences.

4.1.2 Intellectual capital disclosures by sub-categories of disclosure. Table 3 presents the
extended analysis of the ICD disclosure by the different sub-categories of each ICD category
and their respective ranking based on the level of disclosure by listed financial institutions
in Bangladesh. Out of total 33 sub-categories, INC comprises 10 sub-categories, EXC
consists of 9 sub-categories and HC holds 14 sub-categories. Results of the overall ranking in
the table shows that the “management philosophy”, under INC category, with the average
score of 0.96, is top among all 33 sub-categories of ICD, suggesting that 96% of sample
companies are disclosing information about their management philosophy in annual
reports. In addition, 95% of the companies are disclosing information about the “market
value and share price”, which is a sub-category of EXC. On the other hand, none of the
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companies discloses information about seven subcategories, which are as follows: “problem
solving capacity” under INC category, “loyalty” and “suppliers” under EXC category and
“flexibility”, “participation in the development of the company”, “knowledge map” and
“employees’ satisfaction” under HC category.

Findings about the sub-categories of the INC demonstrate that disclosure ranking of each
sub-category of INC for the bank, NBFI and combined disclosure score are not consistent.
For instance, the ranking of “Research and Development” for banks is 2 with the score of
0.56, whereas the ranking for NBFI is 5 with the score of 0.29, and for combined is 4. Similar
inconsistent ranking can also be observed based on the results for “Innovations”,
“Technological infrastructure”, “Technological investment:, “Other internally generated
intangible assets” and “Communication systems”, which suggests that banking sector and
NBFI sector have different priorities in disclosing INC information in their annual report.

Table 3.
Descriptive statistics
of intellectual capital
disclosure by sub-
categories

ICD elements
Bank NBFI Combined

Mean Rank Mean Rank Mean Rank Overall rank

Internal capital (INC)
1.1 Innovations 0.50 4 0.39 3 0.45 3 9
1.2 Technological infrastructure 0.51 3 0.43 2 0.48 2 6
1.3 Technology investment 0.40 5 0.17 7 0.30 6 14
1.4 Research and development 0.56 2 0.29 5 0.44 4 10
1.5 Other internally generated intangible assets 0.30 7 0.26 6 0.28 7 15
1.6 Quality 0.12 9 0.07 9 0.10 9 23
1.7 Communication systems 0.32 6 0.29 4 0.31 5 13
1.8 Processes 0.22 8 0.15 8 0.19 8 18
1.9 Problem-solving capacity 0.00 10 0.00 10 0.00 10 27
1.10 Management philosophy 1.00 1 0.91 1 0.96 1 1

External capital (EXC)
2.1 Business partnering and alliances agreements 0.67 2 0.59 3 0.63 3 4
2.2 Loyalty 0.00 8 0.00 8 0.00 8 27
2.3 Customers’ satisfaction 0.12 6 0.09 6 0.10 6 21
2.4 Customers 0.16 5 0.07 7 0.12 5 20
2.5 Suppliers 0.00 8 0.00 8 0.00 8 27
2.6 Marketing 0.50 4 0.50 4 0.50 4 5
2.7 Turnover and distribution channels 0.05 7 0.13 5 0.08 7 25
2.8 Market value and share price 0.97 1 0.94 1 0.95 1 2
2.9 Shareholders 0.67 2 0.68 2 0.67 2 3

Human capital (HC)
3.1 Gender of employees 0.17 7 0.13 7 0.15 7 19
3.2 Age of the employees 0.10 8 0.09 9 0.09 9 24
3.3 Education level 0.50 2 0.43 1 0.47 1 7
3.4 Flexibility 0.00 11 0.00 11 0.00 11 27
3.5 Employees’welfare 0.10 8 0.11 8 0.10 8 21
3.6 Training and education 0.25 5 0.14 6 0.20 6 17
3.7 Participation in the development of the company 0.00 11 0.00 11 0.00 11 27
3.8 Knowledge map 0.00 11 0.00 11 0.00 11 27
3.9 Employees’ satisfaction 0.00 11 0.00 11 0.00 11 27
3.10 Employees’ evaluation 0.07 10 0.04 10 0.06 10 26
3.11 Distribution of employees 0.50 2 0.41 2 0.46 2 8
3.12 Employees’ capacities and abilities 0.47 4 0.22 4 0.32 4 12
3.13 Employee development plans 0.53 1 0.30 3 0.40 3 11
3.14 Safety and health of employees 0.23 6 0.17 5 0.21 5 16
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The ranking of different sub-categories of EXC presented in Table 3 indicates, “Market
value and Share price” and “Shareholders” are two mostly disclosed information sub-
categories for both the bank and NBFI. However, like the INC, ranking of other sub-
categories of EXC for both sectors is not consistent, except for the “Customer satisfaction”,
“Loyalty” and “Suppliers”.

Table 3 shows that education level of workforce in an institution is the highest disclosed
item under HC, which has a mean value of 0.47 in combined ranking. However, “Employee
development plan” is the top HC disclosing sub-category for the banking sector with the
score of 0.53, which, in fact, is the highest disclosure score among all the HC sub-categories
for both of the sectors. These findings, thus, indicate the similar pattern of inconsistent
priority by the banking sector and NBFI sector to disclose various sub-categories of ICD. In
other words, the level of disclosure for different categories and sub-categories of IC is varied
for the financial institutions of Bangladesh, which, indeed, initially seems to supportH2.

In summary, “Management philosophy” that includes vision and mission of an
organization has got more attention and mostly disclosed issues by both banks and NBFIs.
This finding is consistent with the prior study by Ousama and Fatima (2012) in the context
of an emerging economy. Similar results can also be found in the study by Abhayawansa
and Azim (2014) for listed pharmaceutical companies in Bangladesh. In contrast, none of the
sample companies has disclosed information on seven subcategories, which are “Problem-
solving capacity”, “Loyalty”, “Suppliers”, “Flexibility”, “Participation in the development of
the company”, “Knowledge map” and “Employees’ satisfaction”. Nevertheless, overall
findings of this study conclude that organizations, including, banking and NBFIs have their
own preference and priority while disclosing IC information in their annual reports, as also
suggested by Slack and Munz (2016), which reflects that presentation of IC information in
annual reports depends on organizational strategy and leadership guidance.

4.1.3 Frequency distribution of intellectual capital disclosures. The frequency distribution
of the ICDI for sample banks, NBFI and combined financial institutions is presented in
Table 4. The purpose of this frequency distribution is to analyze further for deeper insights
about prior findings of low level of ICD by the listed financial institutions in Bangladesh.
Results of overall sample companies show that the model class of ICDI is 26%–30% with
the frequency of 15 companies, which indicates that maximum 15 companies (out of 53) or
maximum 28% of sample companies are disclosing IC information at the level of 26%–30%.
On the other hand, only five sample financial institutions belong to the highest ICD class, i.e.
41%–45%, which shows that the level of ICD of 9% of sample companies is more than 41%
but less than 45%. In addition, the overall results of cumulative frequency demonstrate that
83% of the financial institutions are disclosing less than 35% of the IC items in their annual

Table 4.
Frequency

distribution of
intellectual capital
disclosure index

(ICDI)

Class

Overall Bank NBFI
No.
of Co.

%
of Co. Cumulative (%)

No.
of Co.

%
of Co. Cumulative (%)

No.
of Co.

%
of Co. Cumulative (%)

0.11–0.15 3 0.06 0.06 0 0.00 0.00 3 0.13 0.13
0.16–0.20 9 0.17 0.23 2 0.07 0.07 7 0.30 0.43
0.21–0.25 6 0.11 0.34 4 0.13 0.20 2 0.09 0.52
0.26–0.30 15 0.28 0.62 8 0.27 0.47 7 0.30 0.83
0.31–0.35 11 0.21 0.83 8 0.27 0.73 3 0.13 0.96
0.36–0.40 4 0.08 0.91 4 0.13 0.87 0 0.00 0.96
0.41–0.45 5 0.09 1.00 4 0.13 1.00 1 0.04 1.00
Total 53 1.00 – 30.0 1.0 – 23 1.00 –
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reports, and remaining 17% of the companies have ICDI between the ranges of 36% and
45%. Findings of banking sector and NBFI sector indicate that ICD level of 73% of sample
banks is not more than 35%, whereas 83% of NBFI discloses less than 30% of IC
information. In brief, majority of the sample companies disclose less than 35% of IC items,
and these results complement the prior findings of low level of ICD in the listed financial
institutions of Bangladesh, which is consistent with the prior study by Birindelli et al. (2020)
for the Italian banks. Therefore, these results reiterate and complement the prior support of
HH1.

4.2 Differences of intellectual capital disclosure practices by sector
Table 5 presents independent sample t-test results of varied disclosure in IC information
among banks and NBFIs under the broader category of ICDI and, particularly, INCDI,
EXCDI and HCDI. As can be seen from the table, the significant level of t-test for ICDI (p-
value = 0.00) is less than 0.01, which suggests that banking sector and NBFI sector are
significantly different in terms of extent of ICD and supportsH3. This finding complements
the prior results of descriptive analysis presented in Table 2, which indicates the higher
level of ICD of banking sector than NBFI sector.

Further results of the t-test of the IC sub-categories demonstrate that p-values of the
INCDI and HCDI are 0.00 and 0.02, which are less than 0.01 and 0.05, respectively, which
suggests the significant differences between banking sector and NBIF sector in terms of
INCD and HCD, and therefore supports H3a and H3c. However, these two sectors are not
significantly varied in terms of EXCD, because the p-value for the EXCDI of 0.59 is more
than 0.05. In brief, though banking sector and NBFI significantly differ in terms of overall
ICD, these sectors are not significantly varying in terms of all the ICD sub-categories.
However, overall significant result supports H3 that banking sector and NBIF sector are
varied in terms of the level of ICD. This finding is also consistent with the results of
Striukova et al. (2008).

Results of Mann–Whitney U-test presented in Table 6 also indicate similar findings that
p-values of ICDI, INCDI and HCDI are less than 0.05, but not for EXCDI. These findings
provide the robustness of significant variation of ICD practices between banking sector and
NBFI sector in Bangladesh, and complement the support ofH3,H3a andH3c. These results
are consistent with the prior study by Sharma and Dharni (2017) in an emerging economy
that the level of ICD varied significantly across different sectors in terms of different
categories of disclosures. Indeed, these results imply the sector specificity as well as
disclosure-category specificity of ICD practices of financial institutions in Bangladesh.

4.3 Differences of intellectual capital disclosure practices by intellectual capital disclosure
categories
The results of Friedman test used to examine the differences among three categories of ICD
are presented in Table 7. The test provides the p-value (0.00) of less than 0.01, which

Table 5.
Independent sample
t-test results of ICD
indices by sector

ICD indices df
Mean

Bank NBFI Mean diff. Std. error diff. t-value Sig. (p-value)

INCDI 51 0.39 0.27 0.11 0.03 3.58 0.00
EXCDI 51 0.36 0.35 0.01 0.01 0.55 0.59
HCDI 51 0.20 0.14 0.06 0.02 2.40 0.02
ICDI 51 0.31 0.24 0.07 0.02 3.42 0.00
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indicates that variation among INCD, EXCD and HCD is significant. In other words, these
results suggest that ICD practices of financial institutions are significantly different in terms
of ICD categories. However, though these results of Friedman test indicate the significant
difference among three ICD categories, the results restrict to investigate the specific
variation of one ICD category with another category, e.g. the difference between INCD and
EXCD or between INCD and HCD. The study, therefore, demands post hoc test, and applies
another non-parametric test, namely, Wilcoxon test, to examine the differences of several
arrangements between INCD-EXCD, INCD-HCD and EXCD-HCD. Table 8 presents
Wilcoxon test results of each combination, which indicate a significant difference between
INCD-HCD (Z = �6.134, p value = 0.00) and EXCD-HCD (Z = �6.311, p value = 0.00),
whereas the difference of INCD-EXCD combination is found statistically insignificant
(Z=�1.12, p value.26> 0.05).

In summary, Friedman test shows that there is a statistically significant difference
among three ICD categories, x2(2) = 69.08, p-value = 0.00. Median values for the INCD,
EXCD and HCD trial were 0.36 (0.22–0.42), 0.36 (0.32–0.41) and 0.14 (0.11–0.23), respectively.
Post hoc analysis with Wilcoxon tests is conducted with a Bonferroni correction applied,
resulting in a significance level set at p< 0.017. Though Friedman test shows the significant
difference among three ICD categories, the post hoc analysis with Wilcoxon test specifies
that there is no significant difference between INCD and EXCD. However, the overall
findings complement the prior results of the current study, which highlights the variation of
ICD practices of listed financial institutions of Bangladesh in terms of different ICD
categories and their sub-categories as well, and supportH2.

Table 7.
Results of Friedman

test by ICD
categories

ICD indices N
Percentiles

25th 50th (Median) 75th Chi-square Df Sig.

INCDI 53 0.22 0.36 0.42 69.08 2 0.00
EXCDI 53 0.32 0.36 0.41
HCDI 53 0.11 0.14 0.23

Table 6.
Mann–Whitney U-
test results of ICD
indices by sector

ICD indices Sectors N Mean rank Sum of ranks Sig.

INCDI NBIF 23 19.87 457.00 0.00
Bank 30 32.47 974.00

EXCDI NBIF 23 24.93 573.50 0.37
Bank 30 28.58 857.50

HCDI NBIF 23 20.98 482.50 0.01
Bank 30 31.62 948.50

ICDI NBIF 23 19.50 448.50 0.00
Bank 30 32.75 982.50

Table 8.
Wilcoxon test results

by different
combinations of ICD

categories

Items INCDI-EXCDI INCDI-HCDI EXCDI-HCDI

Z �1.12 �6.134 �6.311
Sig. 0.263 0.000 0.000
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4.4 Comparison of intellectual capital disclosures with different prior studies
Table 9 presents the comparative analysis of findings of current study with contemporary
prior studies on ICD in the context of developing economic settings. The analysis finds some
inconsistency in the results of current study with another prior study, by Khan and Ali
(2010), on the banks in Bangladesh. For example, Khan and Ali (2010) found HCD as the
highest ICD category with HCDI score 51% as compared to the 18% in the current study. In
addition, this study finds EXCD and HCD as the highest and lowest ICD categories,
respectively, as compared to the HCD and INCD, respectively, in the study by Khan and Ali
(2010). Overall, ICDI also shows the inconsistency between these two studies, as 28% in
current study compared to 29% in the prior one. Based on the comparative analysis in the
table, three possible reasons for these inconsistencies of ICD by financial institutions in
Bangladesh can be highlighted. First, these two studies use different number of ICD items, i.e.
the current study considers in total 93 ICD items as compared to only 21 items by Khan and
Ali (2010). Consequently, the result of 28% of 93 disclosure items in comparison with 29% of
21 items may indicate that the level of ICD is increasing over the period of time. Second,
though the current study considers all of the 53 listed banks and NBFI, the prior one focused
on only top 20 banks. Typically, the large companies have more incentives for higher level of
disclosure to reduce their more complex agency conflicts as compared to smaller ones
(Inchausti, 1997). Therefore, the possible differences of ICD by large companies and
aggregate sample companies can be observed. Finally, the period of these studies may also
create the differences as different crucial initiatives in capital market have been implemented
in the recent past to ensure more transparency and accountability for corporate reporting in
Bangladesh. For example, BSEC has revised its “Code of Corporate Governance” in 2012,
incorporating more stringent provision, as compared to the prior code in 2006.

The results in the table further show that, like the study by Ousama and Fatima (2012) on
non-financial listed companies in Malaysia, the current study finds EXC as the mostly
disclosed ICD category. In contrast, another prior study by Bhatia and Mehrotra (2016) has
identified the INC as the most popular ICD category among banks in India. The possible
reasons of this contradictory result can be different economic settings and different number
of state-owned banks in the sample set. In brief, the comparative analysis among these
studies highlights five key factors as the possible reasons for the inconsistent results, such
as sample companies from different sectors, companies with different sizes, different set of
ICD items, different time series and different country contexts.

5. Conclusions
This study attempts to investigate the ICD practices of financial institutions in Bangladesh.
The relevant data about 93 ICD items are collected from the annual reports of 53 listed financial
institutions for the year 2014. The empirical findings of this research show that the level of ICD
of the financial institutions in Bangladesh is very low as majority of the ICD items are not
disclosed in annual reports of the companies. This empirical evidence is consistent with a prior
study by Khan and Ali (2010). The low level of ICD can also be observed in the findings in the
context of other emerging economies (Ousama and Fatima, 2012; Singh and Kansal, 2011).
Results further show that EXC is the most disclosed IC category in the financial institutions,
whereas HC is the least preferred, which reflects the undermining tendency of financial
institutions of Bangladesh to consider human resources as its strategic assets. In addition, the
results of different analyses indicate that the variation of level of disclosure among different IC
categories is significant. These results suggest that financial institutions of Bangladesh do not
have the same level of emphasis on the different ICD items and categories in disclosing IC
information in their annual reports, which is consistent with findings of Slack and Munz (2016)
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as well. The possible reason for these differences is that different companies may have different
strategic priorities in disclosing IC information.

The findings on ICD of banks and NBIFs demonstrate that the level of ICD of banks is
higher than NBFIs in terms of all IC categories, i.e. INC, EXC and HC. In addition, the results
indicate that the variation of ICD practices between banks and NBIFs is statistically significant.
These results suggest that sector of a company is an important determinant of ICD practices,
which is consistent with prior findings of Bozzolan et al. (2006), Ousama et al. (2012) and
Whiting and Woodcock (2011). However, though the knowledge-intensive companies such as
technology and service sector companies expect to disclose more IC information because of
their higher dependency on IC for value creation (Chen Goh, 2005; Kamath, 2007; Salamudin
et al., 2010), this study indicates an interesting insight that financial institutions as services
providing and knowledge-based companies are also varied in terms of ICD for their sub-sectors,
i.e. banks and NBFIs. These results imply that companies belonging to different sectors of a
knowledge-intensive industry can be varied to disclose IC information.

The current study has created some significant practical implications to corporate
managers, policymakers and regulators. For example, results of this study assist them to
enhance their understanding about the ICD practices. Based on this understanding, corporate
policymakers can set appropriate strategy to develop IC and disseminate the information about
IC, which, in turn, reduces the information asymmetry problems of companies. Bangladesh
Bank, as the regulators, can apply the findings to rethink about exiting regulation to develop IC
and to improve the level of ICD of financial institutions in Bangladesh which, indeed, may lead
to the competitiveness and sustainability of these companies as well.

There are some important caveats required to be considered in interpreting results of this
study. First, this study only focuses on listed banks and NBFIs and excludes insurance
companies and other unlisted financial institutions in Bangladesh, which may limit the
usability of the results of this study to generalize the ICD practices of overall financial industry.
Second, because of considering only one-year ICD data, results of this study limit to explore the
changes of ICD practices over the period. Therefore, further research may consider all the
financial institutions in Bangladesh with multiple time periods for more comprehensive
portrait of ICD practices. Moreover, the current study can be extended by investigating ICD
practices of financial institutions from multiple countries with similar context, such as South
Asian countries, for enhancing understanding of ICD practices fromwider context.
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Appendix

No. Intellectual capital disclosure items

Internal capital (INC)
1. 1.1. Innovations

a) Information about products or services (e.g. number, type, others)
2. b) Information about new products or services launched into the market during the financial year
3. c) % of new products or services to total no. of products or services
4. 1.2. Technological infrastructure:

a) Quantitative/qualitative information about PCs and laptops (e.g. total no./per office/per
employee)

5. b) Information about software and programmes available in the company (e.g. in use/upgraded)
6. c) Information about databases which the company can access
7. d) Information about the company’s website (e.g. existence of website/maintenance/upgrade/

others)
8. e) Information about availability of networks/internet/cable TV
9. f) Expenditure on purchase of PCs and other related technological infrastructure

10. g) Expenditure of upgrading and maintaining of the technological infrastructure (e.g. software/
PCs/others)

11. 1.3. Technology investments
a) % or ratios of total investment in IT to, e.g. turnover/total costs/total expenditure/others

12. b) Information about other technology investments
13. c) IT expenditure (investment)
14. 1.4. Research and development (R&D)

a) Information about research and development
15. b) Information about the capitalized development expenditure during the financial year (e.g.

recognition criteria/useful lives/amortization rates and methods/others)
16. c) Carrying amount or reconciliation of the carrying amount of the capitalized development

expenditure
17. d) Gross carrying amount and the accumulated amortization of capitalized development

expenditure
18. e) Amortization amount of the capitalized development expenditure for the financial year
19. f) Aggregate amount of R&D expenditure (recognized as an expense or written off during

financial year)
20. g) % or ratios of total expenditure of R&D to, e.g. turnover/total costs/total expenditure/others
21. 1.5. Other internally generated intangible assets

a) Information about other internally generated intangible assets (e.g. goodwill/brand names/
copyrights/patents and other industrial)
property rights/ service and operating rights/designs and prototypes/others)

22. 1.6. Quality
a) Information about awards and quality certifications (e.g. ISO certifications, others)

23. b) Information about a unit (e.g. committee/department) that ensures quality of products or
services

24. c) % or ratios of annual cost of quality management to, e.g. total costs/total expenditure/others
25. d) No. or % of complaints (claims)
26. e) Information about employees involved in quality management (e.g. no./%/others)
27. f) Total cost of quality management
28. 1.7. Communication systems

a) Information about the availability of internal magazines/newsletters/circulars

(continued )

Table A1.
List of disclosure
items and its
categories used in
this study

PRR
5,1

50



No. Intellectual capital disclosure items

29. b)Information about presentations/workshops, the availability of discussion forum/presentation/
workshops

30. c) Information about the availability of other communication facilities (e.g. videos/Web cam/
voicemail/teleconference/multimedia facilities/e-mail)

31. 1.8. Processes
a) Information about the management processes

32. b) Information about the technological processes
33. c) Information about identified critical processes during the financial year (e.g. %/no.)
34. d) % or ratios of administrative expenditure to, e.g. turnover/total costs/total expenditure/no. of

employees/others
35. 1.9. Problem solving capacity

a) Average time to solve the problem/standard response time to complaints
36. 1.10. Management philosophy

ac Information about the company’s vision and mission

External capital (EXC)
37. 2.1. Business partnering and alliances agreements

a) Information about alliances or co-operation with others (e.g. universities/research institutions/
other companies/governmental bodies)

38. b) Information about licensing/franchising agreements
39. 2.4. Loyalty

a) % or no. of long-term customers (e.g. five or more years of relationship)
40. b) Average length (in years) of relationships with the company customers
41. 2.5. Customers’ satisfaction

a) Information about enquiry on customers’ satisfaction (e.g. customer survey or index/customer
feedback/customers’ complaints/after-service evaluation)

42. b) Cost of enquiring about customers’ satisfaction
43. 2.6. Customers

a) No. of customers/information about market share
44. b) Information about major customers (e.g. main/big 5/big 10)
45. c) Information about new big customers/loss of big customers during the financial year
46. 2.7. Suppliers

a) No. of suppliers
47. b) Information about major suppliers (e.g. main/big 5/big 10)
48. c) Information about new big suppliers/loss of big suppliers during the financial year
49. 2.8. Marketing

a) % or ratios of marketing expenditure to, e.g. turnover/total costs/others
50. b) Marketing/distributing/selling expenditure
51. 2.9. Turnover and distribution channels

a) Information about distribution channels (e.g. commercial centres/sales hubs/new channels)
52. b) % or ratios of total turnover in accordance to, e.g. line of business/product/customer/

distribution channel/others
53. 2.10. Market value and share price

a) Market value/market capitalization (e.g. yearly)
54. b) Market share price highlight (e.g. daily/monthly/yearly)
55. c) Book value per share/earnings per share (e.g. basic, diluted)/price to earnings ratio
56. 2.11. Shareholders

a) No. of shareholders
57. b) % of foreign/local shareholders/others
58. c) List of top shareholders (e.g. top 10/top 20/top 30) or list of significant shareholders (e.g. who

own more than 5%/10% of total shares)
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Human capital (HC)
59. 3.1. Gender of employees

a) No. or % of men and wmen employees
60. 3.2. Age of the employees

a) Age of the employees (e.g. top managers/middle managers/others)
61. b) Distribution of the age of the employees (e.g. top managers/middle managers/others)
62. 3.3. Education level

a) No. or % or average of employees (e.g. top managers/middle managers/others) with
professional qualifications/university/secondary school/primary school/other education

63. 3.4. Flexibility
a) No. or % of employees with non-normal working hours (e.g. part time/temporary/after hours/
teleworks or working from home)

64. b) Cost of non-normal working hours employees
65. 3.5. Employees’ welfare

a) Information about policy of share scheme/share options scheme to employees
66. b) No. or % of the shares held by different categories of employees (e.g. top managers/middle

managers/others)
67. 3.6. Training and education

a) No. or % of employees (e.g. top managers/middle managers/others) that received training
during the financial year

68. b) Total number of training courses/programmes for employees
69. c) % or average training courses/programmes for employees per day/hours/others
70. d) % or ratios on training cost to, e.g. total cost/total employees cost/others
71. e) No. or % of training courses provided by inside expert employees/outside experts
72. f) Information about training courses (e.g. name of training course, aim of the course, other

information)
73. g) No. or % or average of employees (e.g. top managers/middle managers/others) who received

further education sponsored by the company during the financial year
74. h) % or ratios on education cost to, e.g. total cost/total employees cost/others
75. i) Information about further education programmes sponsored by the company during the

financial year (e.g. name of programme/other information)
76. j) Training cost (e.g. total cost/per employee/for top managers/for middle managers/for other

employees)
77. k) Education cost (e.g. total cost/per employee/per programme/for top managers/for middle

managers/for other employees/others)
78. 3.7. Participation in the development of the company

a) Information about new ideas or suggestions by employees
79. b) Information about ideas or suggestions actually put into practice
80. c) Recompense or budget devoted to foster and reward employees’ ideas or suggestions that were

put into practice
81. 3.8. Knowledge map

a) Information about the existence of a catalogue of employees’ knowledge (e.g. description of
who knows what/know-how)

82. b) Cost of constructing and maintaining a knowledge map
83. 3.9. Employees’ satisfaction

a) Information about enquiry on employees’ satisfaction (e.g. employees index/employees
feedback/employees’ complaints)

84. b) Cost of enquiring about employees’ satisfaction
85. 3.10. Employees’ evaluation

a) Information about the existence of evaluation procedures
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No. Intellectual capital disclosure items

86. b) No. or % of evaluated employees (e.g. based on top managers/middle managers/others)
87. 3.11. Distribution of employees

a) Total no. of employees
88. b) No. or % of permanent and temporary employees
89. c) No. or % of managers (e.g. top managers/middle managers/lower level managers)
90. d) No. or % of employees in every department (e.g. production/sales and marketing/IT

department/R&D/administration)
91. 3.12. Employees’ capacities and abilities

a) Information about employees (e.g. top managers, middle managers, others) who are high
potential/outstanding/high caliber/expert/skilled (e.g. in terms of no. or average of professional
experience)

92. 3.13. Employee development plans
a) Information about development plan for employees

93. 3.14. Safety and health of employees
a) Information about the safety and health Table A1.
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