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THE CREATION BY INSTITUTIONAL INVESTORS OF CORPORATE GOVERNANCE MECHANISMS: THE PREVI CASE HISTORY

- Oliveira, Fátima Bayma and Ribeiro de Jesus, Roberto Martins – based on the postgraduate dissertation of Roberto Martins Ribeiro de Jesus

-Based on the text selected by the XXVIII EnANPAD (National Administration Research Association) Meeting held in September 2004 in Curitiba.
Summary:

As a general rule, Corporate Governance studies have always covered the relationships established between inter-agents of a given organization for analysis purposes.  Consequently, they examine aspects such as intermediation costs arising from conflicts of interest between ownership and control, in addition to the implementation of concepts such as transparency, equity, and accountability, among others, in the context of the company’s relationship with its governance agents.  The object of examination here is not confined to corporate management procedures from an individual focus.  Taken from a wider angle, the proposed objective is to analyze the historical process of the creation of the mechanisms motivating the Corporate Governance practices implemented by Brazilian institutional investors, particularly pension funds as seen in the PREVI
 (Caixa de Previdência dos Funcionários do Banco do Brasil) case, from the perspective of its relationship with the group of companies in which it is a shareholder.  We seek here to examine the context of this topic via several successive approaches, where we identify the origins of the Corporate Governance concept and its application in Brazil.  Lastly, we examine the performance of Brazilian pension funds, among them this Institution.   

1. Introduction:
With the growth of worldwide economic globalization programs over the latter years of the last century, companies have modified their structure.  Through strategic alliances and associations, they seek to upgrade their efficiency and competitiveness, enabling them to access hitherto unexplored global markets.  A survey of the increasingly common mergers and acquisitions have shown the emergence of large groups acting in different segments of the economy of a number of countries (Fontes Filho, 2000).

Among the several crucial features identified in this movement, is the need for access to sources of capital.  To maintain their production and investment capacity, companies are obliged to locate other sources of funds, in order meet the demands imposed by the new economic environment.

In the Brazilian context, in addition to these influences, in the nineteen eighties, the first privatization steps were taken, and effectively implemented in the following decade.  In order to minimize its presence in the production segment, the Brazilian Government began the process of “reprivatizing” the small companies it had previously absorbed, mostly for reasons of financial difficulties experienced by these businesses.   Although there was no official plan to implement a large-scale program, 38 companies were privatized between 1980 and 1989, at a total price of US$780 million (BNDES, 2004).

Thus, the role of institutional investors gained in importance.  Investment banks, insurance companies, and pension funds were the obvious agents for supplying the necessary funds, in view of their long-term investment policy, both in relation to the globalization of the Brazilian economy and as a result of the progressive withdrawal of the Government from its investments in domestic companies. 

As a continuation of the Government’s initial steps, Law 8.031/90 introduced the PND (National Privatization Program), which gave significant momentum to the privatization trend, as an integral part of the Federal Government’s economic reforms.  The BNDES (National Economic and Social Development Bank) website shows that, by late 2002, the program, which included both federal and state privatizations, had attained an accumulated total of US$105.6 billion, mostly in the telecommunications (32%) and electric energy (30%) sectors. 

This process enabled the pension funds, via consortia, investment funds, or direct acquisitions, to bid in the privatization auctions.  They acquired shareholder investments and promoted changes in the ownership structure of Brazilian companies.  The funds brought in were remarkable for the volume of investments and for these investors’ declared intention of influencing company strategies, in order to monitor and safeguard the returns on their investments (Lethbridge, 1997).

Thus, whether this was due to the appearance of huge new groups receiving funds or to the demand generated by state privatizations, pension fund investments were directed to this market and resulted in a shareholder increase in their portfolios.   With such increased involvement, these groups earned the right to recommend representatives to boards and directors and/or audit boards, which were also growing significantly.

Investments in these conglomerates, which occasionally brought together the holders of capital and technologies, but with interests that were not always mutual, signaled a need to establish shared control standards, the object of Corporate Governance studies.  These studies seek to analyze methods for organizing internal management models that align the differing interests of the very investors that directly influence the creation of corporate strategies.

So it was that pension funds followed a course of increased investment in the capital market and of learning to identify the most appropriate mechanisms for influencing the creation and implementation of strategies and policies in their investee companies, thereby maximizing value and ensuring the return on their investments.   Due to the absence of defined models to meet this demand, some companies, often advised by external consultants, began developing organizational structures and dynamics, such as physical arrangements and methods whereby these policies could work, and even become models in their own right.

2. Corporate Governance:
The term Corporate Governance has a wide range of definitions.  According to Vidigal (2000), "Governance" originated from the Latin verb gubernare, to govern.  In other words the system whereby shareholders “take care” of a corporation.

Lethbridge (1997) defines Corporate Governance as “the institutional arrangements governing relationships between the shareholders (or other groups) and management”.  Alternatively, Siffert Filho (1998) states that the term “relates to control and supervision systems established by the controlling shareholders of a given company or corporation, in such a way that senior management decides upon the allocation of funds pursuant to the interests of the owners”.

The IBGC (Brazilian Institute of Corporate Governance) (2004) defines Corporate Governance as “the practices and relationships between Shareholders/Quotaholders, the Board of Directors, Executive Management, the Independent Auditors, and the Audit Board, to optimize company performance and facilitate access to capital”.

One final definition given by the CVM (Brazilian Securities Commission), complements the others, and states that “Corporate Governance is the group of practices whose final goal is to optimize the performance of a company by protecting all interested parties, such as investors, employees, and creditors, by facilitating access to capital.  An analysis of Corporate Governance practices applied to the capital market would mainly involve transparency, equitable treatment of shareholders, and accountability ".

It is timely to emphasize that some interpretations veer more towards the rights of the shareholders, such as that of Siffert Filho (1998), while others, curiously that of the CVM (2003), are more concerned with the stakeholders, or other interested parties (creditors, suppliers, employees, citizens, and the government).

In order to prepare a first reference to this topic, in 1991, the Bank of England’s Sir Adrian Cadbury coordinated the work of a group consisting of representatives of the Bank, the London Stock Exchange, the Council of Chartered Accountants, and of the Council of Financial Reports, to prepare a Code of Best Corporate Governance Practices.  This was finally issued in 1992 and is known as the Cadbury Report.

As pointed out above, as from the mid-twentieth century, the search for external resources to finance company growth resulted in a change in these companies’ capital structure arising from the deeper involvement of institutional investors, such as pension funds, asset management companies, and banks.  This led to the need for a new relationships model mainly involving the shareholders, the Board of Directors and the CEO’s of these companies.

Lodi (2000) also points out that, from 1992 to 1993 and subsequent years, the dismissal of General Motors CEO, Robert Stempel and his Board of Directors, and of other CEO’s such as those of IBM, Kodak, Sears, Compaq, Digital, Time Warner, American Express, and Westinghouse, thanks to pressure from their Boards and shareholder groups, was the catalyst for the beginning of the Corporate Governance era.  Yale University Professor and lawyer, Ira M. Millstein (71), figured prominently in the GM case, and would become a Corporate Governance leader.   Thus, it is said that the history of boards of directors would hereafter be divided into two main eras: pre-General Motors and post-General Motors. 

The Agency Theory, introduced into Financial literature by Michael Jensen and William Mechling, in a work published in 1986, focuses on the potential conflict arising whenever a principal delegates to a third party or agent, powers to carry out work or tasks in his/her name.   The existence of such a conflict of interests impacts relationships and, consequently, costs (Andrade, 2004).

These costs that could be represented by the variable fees paid to board members to ensure their loyalty, or an increase in interest paid to creditors on a greater perceived risk in the operation, would directly encumber the shareholders, would impact the shares’ market value, and become a material factor in the focus of good Corporate Governance practices.

A good Corporate Governance structure minimizes conflicts of interest between shareholders and controllers (executives), thereby reducing agency costs and maximizing company value.  One method of attaining this reduction would be to expose the company to the “corporate control market” or, in other words, to mergers, acquisitions and other means of transferring control.  With bad management of a listed corporation, its market rate drops, thus enabling other groups to acquire it and to seek more efficient management methods.

Several best practices codes were introduced in a number of countries as a result of the new business scenario.  In the case of Brazil, in 1999, the IBGC issued the first edition of the Brazilian Code of Best Corporate Governance Practices; this included national and international experiences on the matter.  The second edition was issued in 2001.   

3. Classic Corporate Governance Models:

Traditionally, there are two classic Corporate Governance models: the shareholder model (Anglo Saxon) where priority is given to shareholder interests, and the stakeholder model (Japanese/German), where a broader philosophy is applied, and includes the company’s social responsibility and its relationship with a wide range of parties involved: shareholders, creditors, employees, suppliers, clients, and the government.  Studies carried out by Rabelo (1998) and Vieira (2001) show how the development of these models is directly related to the Standard of Industrialization of each country involved.

An analysis in a method of control context shows the existence of two typical and extreme feature systems, consisting mostly of companies with internal controls and those with external controls, depending on share control concentration.

The first system, internal control, would consist of companies where small group of shareholders holds the majority of the shares or control, with a consequent trend to low liquidity, concentrated ownership structures, etc.  At the other extreme, external control, would be companies of exactly the opposite philosophy, i.e., where a large number of shareholders would hold the majority of the shares, resulting in high liquidity, wider spread ownership and control structures, in addition to other features.

Seen from the point of view of a predominant capital structure or, in other words, analyzing the higher investment percentage (creditors or shareholders) in the liabilities of companies in a given market, we could classify it based on its most frequent method of financing.
Accordingly, markets where companies are predominantly financed by shareholder funds, and those where companies are mainly financed by creditors, would have to be separately classified.  These would be the equity controlled market and the debit controlled market, respectively.

Consequently, the proposed classifications (internal/external control and equity/debit control markets) are the extremes.  There are intermediary systems that more clearly aid in understanding the organization logic of capital markets in emerging countries.

Factually speaking, for the external control systems and/or equity control markets the Corporate Governance shareholder model of the US and the UK would prevail, while for internal control systems and/or markets controlled via debits, the stakeholder model of Japan and Germany would apply.

Based on the definition of the models, their historic origins are seen to be linked to the Industrial Standards experienced by the UK, the US, Germany, and Japan.  This standard is closely related to the level of accumulation and centralization of capital in each of these countries, at the time they became industrialized.

The US and the UK markets started out with very similar features: They had developed secondary markets with widespread ownership and strong and efficient regulatory systems in place to protect shareholders, and favoring liquidity.  With widely spread ownership, stock exchanges gained increased liquidity, lessened shareholder risks, and reduced the direct supervision requirement.    Lethbridge (1997) pointed out that the very variation in share prices is a sufficiently effective market mechanism for investors to signal their approval or disapproval of the direction taken by the Board of Directors.

However, in the German market, government intervention was a constant until the fall of Nazism in 1945, which contributed to Germany’s tardy entry into the post-war industrial process.  In the case of Japan, which also entered the industrial world much later, the Government’s intervention policy was even more effective.

Thanks to the late accumulation and centralization levels of both countries and given market requirements, the German and Japanese governments contributed significantly to their industrialization.  These funds came from cartels, semi-official trade associations, and banks that, unlike the Anglo-Saxon market, have a seat on the board of large corporations.

In summary, we have identified two well defined model formats that, for historic reasons, took diverging structuring paths, although the dynamics of world events will always trigger change.  The shareholder model, with its external control system and operating in control markets through equity mainly reflects US and the UK practices.    At the other end of the spectrum, the stakeholder model, with its internal control system and predominance in debit control markets, with significant bank action in company control, show practices more characteristic of Germany and Japan. Between these two extremes, several intermediary models are evident, especially in developing countries such as Brazil.

4. Features of the Brazilian System

According to Siffert Filho (1998), from the nineteen thirties to the eighties, the growth of the Brazilian economy was based on the tripod of private national family/state/foreign capital.  The first of these was concentrated in the farming, banking, trade, and light industry sector, the second in infrastructure and basic consumption materials, and the third focused on higher technological content consumption goods.  An important step in capital market regulation was introduced by the first Brazilian Corporation Law (Law 6.404/76), with the creation of the CVM, whose role is to monitor, regulate, and develop this market.

After ten years of monetary instability and little growth in the eighties, the early nineties introduced new conditioning factors with the opening of trade, globalization, and amended state action, where the GDP, generated by the BNDES, moved US$105.5 billion between 1991 and 2003 (BNDES, 2004).

By taking advantage of the National Privatization Fund, this Program, instituted by the Brazilian Government in 1990, began its privatization procedures for government-run organizations, particularly those at federal and state level.  This is what really divided the waters of Brazil’s corporate environment, further influenced by globalization trends impacting the economies of a number of countries (Fontes Filho, 2000 and BNDES, 2004).   Thus, encouraged by an improved financial environment, changes in the law, and in debt strategies, Brazilian companies eagerly implemented new ownership and control structures.

In the context of the influence held by government companies, Brazil’s old industrial régime had clear stakeholder features.  These became redefined with the privatization of some sectors and by a more centered focus on profitability aimed at attracting potential investors. The role of Petrobrás in forming capital goods industries, of the CVRD (Companhia Vale do Rio Doce) in promoting regional development, and other practices such as the tenure granted to civil servants, further underscore this definition (Lethbridge, 1997).

With the changes arising from these processes of release, privatization, and stabilization implemented in the nineties by successive Brazilian governments, competitiveness was also redefined.  A clear market trend perceived was the adapted market where certain initiatives were taken, such as publication of financial statements, employee profit-sharing, proximity of communities, all of them Corporate Governance stakeholder concepts (Lethbridge, 1997 and Siffert Filho, 1998).

Specifically in relation to structuring Corporate Governance practices, November 1995 saw one of the first initiatives.  A group of entrepreneurs, members of boards of directors, executives, consultants, and business administration academics founded the IBCA (Brazilian Institution of Members of Boards of Directors), a non-profit organization initially focusing on the performance of Boards of Directors, and whose objective was to be a nucleus for debates, professional qualification, and for promoting research on this topic (IBGC, 2004).

With the declared intention of ensuring that its debates would also affect company owners, Executive Management, the Audit Board, and the Independent Auditors, in early 1999, the IBCA changed its name to the IBGC (Brazilian Institute of Corporate Governance), and was the first Brazilian body to focus specifically on Corporate Governance.  A highlight among its many ventures in this field was the preparation and review of the Brazilian Code of Best Corporate Governance Practices.
A number of other projects, some of them introduced by the government, have been implemented to promote the application of Corporate Governance principles in Brazilian businesses.  One of these was the implementation of the New Market and of BOVESPA’s (São Paulo Stock Exchange) Corporate Governance Practices Policy Levels in December 2000.  These targeted upgrading the standard of information disclosed by companies, whereby management activities could be monitored and supervised, as could more equitable shareholder rights, regardless of whether they were controllers or investors.

According to BOVESPA, these ventures all arose from the conviction that good Corporate Governance practices would minimize evaluation related misgivings and, thus, the risk involved.  Improved pricing of shares arising from risk factor reduction would strengthen the share market, encouraging new share issues and new listings.  Thus, new financing options would be created for companies whose investment needs grew with the expansion of the economy and increased globalization.

The New Market was defined as “a segment of listing aimed at negotiating shares issued by companies that voluntarily undertake to apply Corporate Governance practices and additional transparency to a greater degree than required by law " (BOVESPA, 2004). 

5. Brazilian Pension Fund Actions

With the beginning of globalization and government withdrawal from business control, the Brazilian Government gradually migrated from its former entrepreneurial role to that of regulator, and relinquished its involvement in the production of goods and services.  Brazilian family firms continued to feel severe pressure exposed as they were to increased competitiveness and to the need to restructure capital to obtain financing.  Parallel to this, in the sudden exposure to an increasingly competitive environment, sources of foreign capital also sought new options.  New agents aroused attention as the spokespersons for strategic plans for the control of large Brazilian companies: these were the institutional investors, most especially pension funds and foreign investors (Siffert Filho, 1998).

According to Rabelo (2000), the initiative taken by pension funds in becoming involved in the privatization process represented an intrinsic economic logic.  In some cases, involvement in the privatization of their sponsors was aimed at ensuring a seat of these companies’ boards of directors, and to be able to take action to add value and strive to maintain their members’ interests.

In other cases, aspects of the former market and of the very nature of the capital market, as described in studies such as Legal Determinants of External Finance, by Rafael La Porta et al (1997) cited by Rabelo (2000) and BOVESPA (2004) prevailed.   In these studies, after an analysis of the legal protection in 49 different countries and its connection with the structure of ownership, it was confirmed that the share market could be strong only in countries with legislation that could effectively protect all investors, including minority shareholders.  It would be reasonable to believe that the trend for investors in weak share markets with more precarious legal protection, would be to increase their share investment in companies, in order to protect their own positions through a high control percentage.

Despite significant efforts in Brazil over recent years, the level of legal protection for minority shareholders and the degree to which share ownership is spread, are far from those attained by other economies.  Thus, we have an environment combining the battle in the capital market to increase the value of legal motivation with factors that influence pension fund investment decisions, either directly or via other means. 

The actions of pension funds as institutional investors in Brazil have therefore begun to be more keenly felt as a result of the economic environment and their very nature.  This growth trend can be seen in chart 1, showing the consistent percentage increase of EFPC (Private Complementary Pension Funds) or Pension Funds in the Brazilian GDP.  This soared from 3.3%, in 1990, to 18.2%, in 2003 (ABRAPP, 2004), confirming the increased importance of these organizations in Brazil in their capacity for promoting internal savings.

Chart 1 – Increase in EFPC assets x GDP (%) from 1990 through 2003:
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Source: ABRAPP. Website http://www.abrapp.org.br. Accessed on March 3, 2004.

As a consequence of this growth, pension fund investment strategies have contributed to changes in the structure of ownership in Brazil.  Institutional investors, represented by investment funds and pension funds, have replaced the State Entrepreneur, a trend previously noted in such developed countries as the US, the Netherlands, Switzerland, and the UK, where these organizations gain an increasing number of seats on the boards of directors and audit boards of their investee companies (Fontes Filho, 2000).

This level of investments encouraged greater transparency from companies disclosing data to the market, and is also promoted by government bodies, as mentioned above.  Organizations such the CVM (Corporate Governance Recommendations), the BNDES (special credit lines, investment fund investments, etc.) and BOVESPA (New Market, Corporate Governance Practices Policy Levels and Ibovespa’s
 Evolution x IGC
), have sought to strengthen the capital market, adding value to securities traded, in order to meet shareholder expectations (CVM, 2003, BNDES, 2004, and BOVESPA, 2004).

It is also apposite to note the degree of concentration of these institutions’ funds available for investment.  For example, in the total investments of the fifteen largest Brazilian pension funds, published by ABRAPP (Brazilian Association of Private Pension Funds) in December 2003, shown in Chart 3 below, we can clearly see this concentration.   At the time, they represented only 5.5% of the 272 institutions in Brazil and held 68.54% of this sector’s total investments.  A closer look reveals that PREVI alone represented over one quarter of total investments. 

Chart 3 – The Fifteen Largest EFPC x Investments – December 2003
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Another feature is the degree of interest and the capacity of pension funds to monitor and seek to effectively influence the companies that comprise their share portfolio.  It would seem, therefore, that this practice brings a satisfactory return only for the larger funds, as opposed to the alternative available to the smaller funds, i.e., seeking a given investment purely because it is an interest business opportunity, in view of the short-gain to accrue on its sale, or because it permits the pension fund to take a free rider
 position, arising from the actions of other shareholders.

In this context, based on a survey carried out by Kochnar & Parthiban (1996), Rabelo (1998) discusses the role of pension funds in relation to Corporate Governance.  He lists some of the factors that have led them to take a more activist position, based on the assumption that governance actions require an additional investment, such as obtaining relevant data on the company, establishing contact channels with the executives and independent board members, the organization required to vote on material topics, among others.

Further to the approach of La Porta et al (1997) cited by Rabelo (2000) and BOVESPA (2004), there is another reason behind this pension fund strategy of influencing company management: the ownership of a significant volume of investments, resulting in reduced mobility in entering and withdrawing from the market without materially impacting share prices.

Considering that approximately seventy percent of Brazilian pension fund investments are concentrated in a mere six percent of these companies and, weighing the motivations listed, we can see that the greatest focus for Corporate Governance actions in investee companies would come from the larger pension funds.

Into this scenario, comes a case study focusing on PREVI, Latin America’s largest pension fund.  In essence, an historic survey method was carried out based on Yin’s (2002) classification system.  The investigation involved bibliographic, documentation, and field work techniques, the last consisting of interviews with former CEO’s, directors, managers, and other players who played an important role in developing the Corporate Governance mechanisms implemented by the Fund, in relation to the companies in which it had a large share investment.

The time period covered was 1990 through 2003.  The Institution’s initial interest in the share market was aroused by Brazil’s economic environment described earlier, and the possibility to use “worthless money” in the privatization process established by the Federal Government at the time.  Huge volumes of these shares were acquired on a compulsory basis and had lower yield and profitability indices than other investments.

Gradually, with the progressive incorporation of new and substantial percentages of the capital of companies in its portfolio, PREVI acquired and exercised the right to recommend representatives on these companies’ boards of directors and audit boards.  By 1995, the Fund had 105 representatives in a number of companies and this led to the need to draw up an action strategy.

At the time it was not PREVI’s intention to promote the application of Corporate Governance mechanisms in its investee companies, mostly because this concept was practically unknown in Brazil.  However, it had to consider the need to develop/qualify the board members indicated, and to draw up guidelines for their actions.  For this reason, during the nineties, with the guidance of external consultancies, the Fund began organizing seminars for board members, to enable these individuals (most of them retired Banco do Brasil staff) to exchange experiences and to upgrade their knowledge.  The first seminar was contracted in December 1994 by the then director of PREVI, Edson Monteiro and was given by Prof. Luciano Carvalho Ventura. At that time, PREVI was entitled to indicate only 24 members of Boards of Directors and ten audit board members.  As a result of this pioneer seminar, Prof. Luciano Carvalho Ventura’s consultancy firm was contracted to advise PREVI on establishing and implementing “action guidelines for board members”.

So, the seeds were sown for structuring criteria directed to the recommendation of board members and to the establishment of their action guidelines.  This led to a demand for improved internal organizational structures that could satisfactorily handle the Institution’s governance matters. 

A number of organizational adjustments were noted during the survey period, culminating in 1997, with the structuring of a senior division dedicated exclusively to managing securities and realty investments. This would come to include a management department created one year previously, responsible for “monitoring and evaluating the performance of the companies in which PREVI had representatives on the board of directors and audit board".   Later, this management department would cause another to be formed, devoted to model management strategy and the selection of board members, and with responsibility for monitoring the companies and representatives indicated. 

Some years later, after the survey’s established time limit had ended, the Fund concluded the implementation of its Previ Corporate Governance Model, which included a Best Practices Code and the implementation of a computer system for monitoring investee companies, as well as the selection, monitoring, and evaluation of the individuals recommended to take 367 seats on the boards of directors and audit boards in 95 of Brazil’s most important listed corporations. 

Some major strategic action has been formulated by PREVI and other pension funds that began working in consortia and/or forming a shareholders’ agreement, thereby altering the Brazilian capital market scenario.  One transaction involving the “decrossing” (elimination of crossed shareholdings) of CVRD’s and CSN’s (Brazilian National Steel) share investments in late 2000, is a typical example of the activist positions taken by these organizations, and also in cases such as Acesita, Embraer, Perdigão, telephone companies, and others.   According to PREVI, the CVRD and CSN decrossing operations involved approximately R$4.8 billion at the time, a gross financial gain for the Institution of close to R$530 million.

6. Closing Comments

We saw that the theoretical concept of Corporate Governance is a relatively recent topic in Business Administration studies.  Originating in the early nineteen nineties of the United Kingdom and the United States, it was born of the need felt by shareholders of large companies to draw up a code of actions for the executives, to ensure improved strategic control of the respective companies.

The fuse that sparked the development of this concept in Brazil in late 1995, came about with the process of globalization, the redefined role of the Government in state-owned companies, and the implementation of the National Privatization Program, begun a few years earlier.  Brazilian companies required funds and found in institutional investors, particularly pension funds, the sources for these investment needs, while the Government would identify in these same institutions the volume of funds and experience required to expedite its privatization program.   In return, the pension funds demanded minimum standards of transparency, accountability, and equitable treatment of shareholders, the underlying features of Corporate Governance, and with which these companies began complying in their investment policies.

As a consequence of this movement, an improved regulatory environment was noted as was a trend to increased efficiency in the capital markets with more widespread ownership of Brazilian companies (hitherto built on the tripod of private national family/state/foreign capital), thus giving way to structures better adapted to growth strategies.
Among the reasons given by PREVI for its growing activism in Corporate Governance matters in investee companies were: (a) the significant volume of funds invested representing reduced mobility in entering and withdrawing from the market without materially impacting share prices, in view of the size and features of the Brazilian market; (b) legal restrictions prohibiting isolated control of investee companies; and (c) the search for added value and maximized returns on investments, especially when the Institution had achieved its population maturity stage
 in its benefits plan, with a clear majority of members.   

Thus, given the size and influence of these organizations, investigations revealed that the creation of mechanisms promoting Corporate Governance practices in the organizational structure of institutional investors were especially vital in emerging markets that traditionally have a high volume of small investors unfamiliar with capital market behavior.   Once Brazil’s option for growth was defined, this step became a very material factor, as is the case in other economies, towards guaranteeing access by companies to adequate financing sources.  International surveys have shown that the trend for shares of companies applying “good practices” is to increase more in value.  This is borne out by the IGC, published periodically by BOVESPA, while Brazilian corporations such as Embraer, Perdigão, Usiminas, Alpargatas, and CPFL, among others, serve as examples of companies that have found their path to growth in this manner.  
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� PREVI – Caixa de Previdência dos Funcionários do Banco do Brasil.





� "Ibovespa (BOVESPA Index) – Theoretical portfolio comprised of shares that, jointly, represent 80% of the volume traded for cash during the twelve months prior to the formation of such portfolio.  An additional requirement is that the share represent at least 80% of presence* on the stock market floors for the period" (BOVESPA, 2004).





� "IGC (Special Corporate Governance Share Index) – Portfolio comprised of shares of companies listed in the special BOVESPA segments.   The special segments list the shares of companies with good Corporate Governance policies " (BOVESPA, 2004).





� Free Rider: the agent who “hitches a ride”, i.e., benefits from other parties’ actions, without expending any effort or resources. (Lethbridge, 1977)





� Population maturity of a benefits plan – where the number of beneficiaries exceeds that of active members.
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		Ranking		EFPC		INVESTMENTS (R$000)		% OF TOTAL EFPC

		1		PREVI (S)		57,854,138		26.98

		2		PETROS (S)		21,853,466		10.19

		3		FUNCEF (S)		14,730,518		6.87

		4		SISTEL (P)		10,936,141		5.10

		5		FUNDAÇÃO CESP (P)		8,082,689		3.77

		6		VALIA (P)		5,232,268		2.44

		7		ITAUBANCO (P)		5,152,239		2.40

		8		CENTRUS (S)		5,109,666		2.38

		9		FORLUZ (S)		3,505,832		1.64

		10		REALGRANDEZA (S)		2,904,851		1.35

		11		BANESPREV (P)		2,788,459		1.30

		12		FAPES (S)		2,512,074		1.17

		13		TELOS (P)		2,198,602		1.03

		14		FUNDAÇÃO COPEL (S)		2,148,326		1.00

		15		REFER (S)		1,949,974		0.91

		Group Total				146,959,243		68.54

		EFPC TOTAL				214,419,207






