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conomic transformations in the economies of Central and Eastern Europe, inflationary stabilization programs applied in several developing countries and  the increasing volatility  of the developed world’s financial markets appear as additional variables in defining the competitive environment where companies do business.  Thus, understanding the dynamics of these companies’ performance has become the chief concern of experts in this area, bearing with it theoretical and practical implications.

Despite the importance and urgency of this understanding, despite its usefulness in understanding how a company functions, modern microeconomic theory is still gravely deficient in some areas.  Firstly, it utterly ignores the role of in-house incentives. Secondly, it barely examines a company’s internal organization (hierarchic structure, decision delegation, and allocation of authority).  Thirdly, it imposes no clear limits to corporate frontiers.  Corporate governance structures cover all these matters.

Corporate governance can be defined in many ways, such as methods for decision making and allocation of power among the shareholders, directors and the company’s offices.  A central aim of any governance structure must be for the firm to operate “as best as possible”.  Although the topic is extremely relevant, corporate governance has not been in existence for more than twenty years.  This, despite the fact that so many basic matters handled by corporate governance arose in the classic study of A. Berle and G. Means published in 1932, and entitled The Modern Corporation and Private Property.

The basics of corporate governance may appear, at first, to be complicated.  But, in fact they are not.  They consist of a group of fundamental controls whereby companies are governed.  As a general rule, these controls are:

· the shareholders elect the board of directors members as their representatives;

· the board members elect the officers;

· decisions are taken openly, so that the shareholders may demand that the directors and officers meet their responsibilities;

· the firm adheres to generally accepted accounting principles, thus enabling decisions to be taken by the officers, directors, shareholders, and investors;

· the firm’s policies and practices comply with federal and local legislation.

The trend in current thinking is that good corporate governance practices are a vital reference point for rapid answers from the board of directors and the executive management to situations which directly impact the shareholders’ investments.  In fact, it can be said that the lack of good corporate governance – even in an organization with excellent financial results – implies a certain handicap to the shareholders, in that the company is not ideally equipped to cope with potential administrative and financial challenges.

A great deal of discussion on corporate governance deals with its form and several related abstract principles.  However, it is commonly understood that the substance of good corporate governance is infinitely more important than the form in which it is exercised: the promotion of a group of rules or principles, or specific policies and practices neither substitute nor, in themselves, guarantee good corporate governance.

Consider, for example, the fact that in several Central and Western European countries, the fall of the communist regime, based on a planned economy where relative prices were not utilized to allocate scarce resources, placed additional pressure on corporate administrators.  Now they must follow new rules based on democracy and a market economy.  In fact, it can even be said that these administrators’ ability to successfully compete in this new environment is a basic requirement in defining the future of these new democracies.  But, their success is most certainly not dependent on the mere application of a new set of stereotyped rules, principles, policies, and practices received from the more developed economies.

Moreover, observation of corporate and owned structures in developed, developing, and eastern European countries, shows significant differences.  For example, in some economies, the bigger firms are owned by a large number of stockholders; in others, they are family owned.  In other economies, staff have a significant influence, in still others, practically none.  In this context, the important question is the possibility of the convergence of these structures for economies at a similar stage of development.  Two possibilities are normally encountered: the first proposes convergence as a natural sequel to globalization and heightened competitiveness, as all organizations are increasingly obliged to adopt efficient corporate structures.  In response to this scenario, the second possibility challenges convergence and relies on structural strength that tends to retain the old traditional corporate structure.

The truth is that a theory of dependence on the direction of corporate structure which better more clearly indicates the future direction of such structure rather than competitive efficiency for its own sake (corporate structures of any two economies are strongly dependent on their initial structures) is possible.  Corporate structures depend on corporate organization which, in turn, represents a dependence on direction.  Moreover, such organization tends not to converge and, even if it did, dependence on direction can result in unchanged governance structures.

Thus, in order for structural convergence to occur, two propositions remain true: firstly, the corporate organization of the economies will converge; secondly, economies of similar order will witness the convergence of their corporate structures.  As rule, such propositions are not valid.

An example of dissimilar governance structures in developed economies: consider that, as a general rule, a company’s primary objective is to maximize its stockholders’ profits.  This objective does not include others such as, for example, concern with maintaining employee levels and other corporate commitments. This objective remains the principal criterion for corporate decisions only in the United States economy.  Decision-makers in countries such as Germany and Japan view their role as that of settling conflicts between related parties (suppliers, personnel, and customers), and even the community.  This is why, in the United States, companies have just one board of directors comprising external members and director members, while several German organizations have two boards: one composed of company directors and the other of employee representatives, the main suppliers, and non-executive directors (many of them members of the company’s creditor banks).

In Brazil, an analysis of corporate governance structures is particularly apposite in the context of falling trade barriers and an overall policy of privatization.  Today, it is almost universally accepted that current governance structures must be modified with the fundamental purpose of maximizing company business.  To ignore this is to undermine the country’s committed development process.
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This article is an integral part of a fuller study, currently under preparation, and to be published shortly.  For synopsis purposes, bibliographical references were omitted in this article.  They are available in the full study.
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� These controls are general.  The specifics relating to Brazil, originally defined in Brazilian Corporation Law, are not covered in this article.  For more details, see the full study.
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