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Good evening everyone. Let me start by thanking Latin Finance for the invitation.  It is a real pleasure to be here tonight for the first of what I hope will be many awards ceremonies for outstanding performance in investor relations and corporate governance.

We are brought together tonight by important subjects, and I would like to give you a brief outline of how they are seen by the CVM. I understand that the awards are for Latin American companies, and naturally our vision is a Brazilian one. Nevertheless I believe it is applicable to all in Latin America .

Our Capital Markets should be the main source of funding for the expansion of the Brazilian economy. To carry out this role, the market should be one of the principal points to which private savings are attracted – savings which would then be allocated to the productive process without the excessive costs of financial intermediation.  Congressman Kandir put it perfectly in an article published in “O Estado de São Paulo” on 31-12-2000: “For many people,” he wrote, “the debate on capital market development may sound unimportant and distant. This is a mistaken view. Worse still is the belief that shares and stock markets are nothing more than a casino for speculators.  The truth is that the development of the capital markets is at the root of the expansion of healthy economies.”

In the case of Brazil a quick glance is enough to show that the markets are not performing this role.  In the year primary issues were equal to just 1.8% of GDP.  Primary equity issues amounted to R$  2.7 billion in 1999, R$1.4 billion in 2000 and R$1.3 billion in 2001.  Debt issues amounted to R$  14.7 billion in 1999, R$16.3 billion in 2000 and R$20.4 billion in 2001.  This compares with BNDES’ lendings of R$25.6 billion in 2001.

Brazil lacks an equity culture, where individuals save through shares and bonds. Institutional investors, both Brazilian and foreign, are not adding new money to the market.  Retail investors need a minimum financial literacy and to be aware of risk-benefit trade off.  Institutional and retail investors must believe that the law provides adequate protection and is enforced by the regulator.

We are sure that the scenario can be improved, is being improved and will be improved.   A new corporate law has been passed and signed by our President.  This, together with the updating of several CVM internal rulings, should pave the way for a better landscape. Not only do minority investors have increased protection, but also the CVM has gained independence to better enforce the law.

Furthermore, last year the Sao Paulo Stock Exchange launched the Novo Mercado, with different categories for listed companies according to transparency and by-laws. The government through SPC (Superintendência de Previdência Complementar) and CMN (Conselho Monetário Nacional) passed legislation to encourage increased transparency and better corporate governance. The SPC passed a resolution (CGPC resolution #1) requiring pension funds to inform their beneficiaries on a quarterly basis of all the shareholders meetings they attended and how they used their voting power. The CMN passed a resolution (2829) that raises the limits for asset allocation in companies observing Novo Mercado rules.

However, there are still obstacles to be overcome and challenges to be met if the market is to carry out its role efficiently.  Many of the problems are related to the level of transparency and corporate governance, which is exactly the focus of tonight’s awards.  Broadly speaking, problems occur as a result of inadequate financial information published by listed companies.  The lack of credibility distorts asset price and consequently reduces market liquidity.

It should be stressed that the benefits of transparency are only achieved when the content and presentation of the information published is of genuine quality.  The information must be relevant, understandable, trustworthy and comparable.  Whether this can be achieved depends on the internal policy of the company and the good regulation of the market.  As a specific example, the obligation on companies to have their figures audited by an independent entity is an essential requirement.  To the extent that it is achieved, it is the independence of the auditor which guarantees that the information published is impartial, and therefore trustworthy.

Obviously, we in Latin America are part of a world market.  It is on this global scale that the issue of comparability takes on even greater importance.  For example, transparency may be achieved at a domestic level.  But even so, the non-adherence to international accountancy norms and corporate governance practices may still result in a distortion of asset prices.  This is because a percentage of the investors will be unable to make a precise interpretation of the company’s financial situation, and such uncertainty inevitably exerts a downward pressure on price.

It is clear, then, that the standardization of accountancy norms and corporate governance practices must be seen as a factor of relevance for capital market development.  This is especially true in a world where cross-border investments in general, and global investment funds in particular are becoming increasingly important.  It is worth noting that as global funds have grown there has been a reduction in funds dedicated to one country, such as Brazil, or one region, such as Latin America – funds which had more time and greater specialization to understand local differences.

Moving on to the second theme of tonight’s awards, in our opinion corporate governance is a collection of practices aimed at protecting the interests of those who invest in a company.  Its main components are:  administrative transparency, accountability, and a level playing field for the different categories of stock-holder.

From the investors’ point of view, an analysis of corporate governance practices plays a role in the decision of whether or not to invest.  This is because such practices have an effect on the performance of the company, and on the extent and means of influence the investor may possess.  Then risk is purely a business risk.

The responsibilities of the Government are more wide-ranging.  It is essential that Government encourage good corporate governance and transparency since a clear ‘moral hazard’ would be created by stimulating the growth of the capital market and then leaving it unprotected.

Those companies with a system of governance which protects the investors will always tend to have a higher market valuation – since the investors recognize that they, and not just the controlling group, will share in the return of the company.

There is a common objective here – increasing the value of the company reduces its cost of capital, thereby increasing the viability of the capital markets as a fund-raising alternative.

In addition to the two themes of tonight’s awards, there is one other subject which I feel I must comment on.  It is a subject bound up in the name of our host, Latin America.

Our region has faced and continues to face many problems and challenges.  But I am sure that with persistence, hard work, transparency and good governance the Latin risk will improve. The best example is that, in spite of all the unfavorable conditions, there are a number of Latin American companies who have proved themselves capable of competing and winning on a worldwide scale.

I have no fear of affirming that all the prize winners deserve to be honored because, in an environment frequently hostile to Latin America, they have been able to survive, make money, and share their success with partners and investors.  The night is yours, and it is you that we congratulate.

Thank you very much.

