
Entrepreneurs without a future

From an economist’s point of view, a high level executive is a “profit maximizer”, an egoist whose only interest is maximum profit.  This basic premise is the moving force that gives the science of economics its dynamics and predictability and which, if it weren’t entirely wrong, would enable our economists to make correct forecasts.

For cultural reasons that are not ours to judge, the objective of Brazilian Entrepreneurs is to maximize share control.  What is important in Brazil is not maximum profits, but 100% control of the family firm. 

In the case of a business that brings in major profits, but that requires an expansion or dilution of company control, the majority of our Entrepreneurs would have nothing to do with it.  They would rather hold 100% or 51% of a small business than 15% of a huge company.  In contrast, Bill Gates, who intends to donate everything to the third segment, is not in the least bit concerned that he owns only 15% of an enormous Microsoft.

This cultural objective is not covered in the books written by Keynes, Marx, or Friedman. For this reason, economics do not work in Brazil: the basic assumptions are anomalous, and require a completely different economic policy for Brazil, something that has never existed.  Let us examine the implications:

1. Our companies only grow to the extent that they reinvest their profits.  Consequently, they are obliged to create luxury products, with mega margins, instead of simpler faster turnover products with reduced margins, but balanced by mass production and investments.

2. Our entrepreneurs would rather forego growth than lose “share control”.  Mergers and acquisitions to become globally competitive are not even considered.  The majority of US companies are in business globally, but no more than five Brazilian companies operate on a multinational level.

3. Brazilian businesses do not export, not even with a highly favorable exchange rate, in complete contradiction to the predictions of Delfim Netto.

4. US companies with shareholder personnel have no slush funds or embezzlement problems.  They monitor each other to the rapture of the Internal Revenue authorities.

5. Our captains of industry would rather remain in debt than share the company with minority shareholders, thus provoking our constant debt crises.  Fewer than 56 companies are traded on the stock exchange, India has 6000.

6. Members of the House of Representatives involved with these entrepreneurs drew up a Brazilian Corporation Law that protects the controlling parties and not the shareholders.  In Brazil, minority shareholders cannot even vote, a completely untenable and unconstitutional situation in a democracy.  Our business leaders boycott improvements to business legislation and give standing ovations to the lingering demise of our share market, thereby closing down their companies’ capital.

So incapable are our business leaders of looking forward, that they forget that one day their children, grandchildren, and great-grandchildren will be small minority shareholders.  They are shooting themselves in the foot and destroying their own wealth. Brazilian companies are worth a paltry four or five times their annual profits.  In Europe and India they are worth sixty times their profits, because they maximize profits and access to further capital.

Not even the children of these entrepreneurs are entirely happy with this situation.  They cannot sell their investment and carry on with their own lives, nor even sell one percent of their shares to buy a Ferrari. They spend their lives on the board, dreaming of selling the whole company to a multinational.

Unfortunately our PT, PMDB, and PSDB politicians inadvertently voted in favor of the controlling groups on the last alteration to the Brazilian Corporation Law, and relegated to Limbo 16 million small shareholders, the workers, and their pension funds, and they still have no voting rights.

And now the new Corporation Law will go to the Senate.  Let’s wait and see for whom the Senate will vote.  At least this right still exists in the Senate.
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