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Mr. Bob Monks recently visited Brazil. Despite being known to relatively few, he is among the most important promoters of a term that today has become a universal buzzword: Corporate Governance or CG as it is commonly known. As head of a government organization that regulates US pension funds, he completely revolutionized the level of accountability assumed by these funds in relation to their investments.  This included paying closer attention to the decisions taken by their investee companies. Later, in the sector of private enterprise, he founded a number of companies and organizations that manage funds specializing in CG.  During this process, he worked, and sometimes clashed, with many large US companies.

In Brazil, Mr. Monks continued to exhort the importance of CG for business, for shareholders, and for the country as a whole.  Some of his directives:

1. Governance and Value.  CG does not, of itself, add value.  This only occurs when it is linked to a well managed, quality, and lucrative business.  In these circumstances, CG ensures excellent management in benefit of all the shareholders and all parties that have dealings with the respective company (customers, employees, suppliers, etc). This includes the Government, since fraud is significantly less in companies that apply high CG standards.  However, if company management sees no link between CG and value, CG is of no worth whatsoever.

2. Good CG is possible even in countries such as Brazil. It is a popular belief, underwritten by extensive academic studies, that it is harder to maintain a healthy capital market in countries governed by continental European law (such as Brazil).  According to Monks, the deficiencies in our legal system, as compared with Anglo-Saxon law, can be surmounted by stock exchange listing rules, as in the case of the Bovespa New Market. 

3. The law may not protect the investor from error.  This is contrary to the opinion of those who uphold the inclusion of detailed legislative rules, such as prohibiting the issue of preferred shares. In a free market, with no compulsory buyers or sellers, companies must have the freedom to issue securities as they see fit.  And, equally, the market must be free to accept, reject, and correctly price such securities.  The problem here is that the free market is a relatively recent phenomenon in Brazil.  In the past, the norm was compulsory buyers or buyers seeking tax incentives.  Accordingly, companies could issue shares bearing minimal rights and at inflated prices.  And today, we are hostages to these shares. Thus, Bob Monks has correctly interpreted the situation for recently formed companies issuing shares in a free market.  However, for previously existing shares, stricter regulations are essential to ensure the elimination of any abuse of minority shareholders.

This space is too small to transmit the full scope of Bob Monks’ ideas and experience.  But the above at least conveys the idea that most of these concepts are applicable to our country.
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