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1. INTRODUCTION concentrated, suggesting that the separation of ownership and
decision control is not the most important agency issue. On the
Considerable attention has been devoted in both the acather hand, the data suggests that controlling shareholders in
demic literature and the business press to the impact of goveBrazilian public companies are very likely to be executives or
nance structure on firm valuation. Investors associate specifidirectors of the corporation. This implies a greater potential
governance conditions such as ownership structure, compodier conflict and the expropriation of minority shareholders by
tion of the board of directors and executive compensation plarnthese controlling shareholders. This findings also suggest that
with the optimal use of the firm’s resources and lower agencyhe proportion of outside directors on the board is lower among
costs, which lead to better performance and higher stock priceBrms having a single controlling shareholder in the ownership
Investors also perceive effective governance as a means of retructure. This is consistent with the argument that board inde-
ducing investment risk, since they believe it decreases the likggendence is inversely related to the firm’s ownership concen-
lihood of unfortunate events befalling the company (BUCH-tration. In addition, the data documents that the number of di-
HOLTZ, YOUNG and POWELL, 1998; CONYON and PECK, rectors on the board in this sample is smaller than in compa-
1998; COLES, McWILLIAMS and SEN, 2001). rable samples of publicly-traded companies from the United
Corporate governance differs significantly across countriesStates and Canada. Surprisingly, the incidence of CEO duality
due to variations in political and legal constraints on the ownerin this sample is significantly smaller than in similar samples
ship and control of public companies. Government regulation®f public companies from the United States and Canada.
affect the ways companies are owned (stock exchange rules), the The organization of the remainder of this paper is as fol-
manner in which they are controlled (legal structures), and thleows. Section two presents the theoretical governance frame-
processes by which changes in ownership and control take plaeeork used to examine the proposed associations between the
(takeover codes) (WEIMER and PAPE, 1999; GIBSON, 2003)firms’ ownership structures and attributes of their boards of
These regulations have a direct influence on two important faodirectors. Section three describes the sample and the variables
tors affecting corporate governance and control: the structure afsed in the investigation. Sections four and five present the
corporate ownership and the structure of corporate boards. bliscussion and the findings on the ownership structure and
Brazil, for example, the 1976 Corporate Law enables groups dsoard composition in this sample of Brazilian publicly-traded
individuals holding relatively small amounts of a firm’s capital companies. Finally, conclusions and suggested avenues for
to exercise control, mainly through a system of dual shares. Ofurther research are presented in section six.
dinary shares come with voting rights, while preferred shares do
not. Only ordinary shareholders may vote on the appointment d. CORPORATE GOVERNANCE
directors to the firm’s board. The method of electing the directors
therefore reinforces the dominance of ordinary shareholders, al- Evidence for the association between governance structure
though the minority (of voting shares) is entitled to one seat oland firm performance is found throughout the agency litera-
the board through multiple voting. ture in finance, accounting and management research. The
Consistent with the governance literature, this study takeagency relationship has been described as a contract under
the perspective that the board of directors is the primary mechavhich one or more persons (the principal(s)) engage another
nism for achieving top-level separation of the decision manperson (the agent) to perform some service on their behalf that
agement and control functions in public companies. The boarthvolves delegating some decision-making authority to the
delegates decision management functions and many decisi@gent (JENSEN and MECKLING, 1976). Essentially, agency
control functions to internal agents (managers), while retaintheorists predict that the separation of ownership and control
ing ultimate control over these agents through the right to ratifyncreases the potential for opportunism on the part of a man-
and monitor key decisions and the right to appoint, dismisager, and makes it critical that organizations design mecha-
and determine the compensation of managers. In short, the boar$ms to limit such possibilities. In short, the agency literature
of directors holds the ultimate responsibility for ensuring thatadvocates that when the interests of principals and agents are
the firm is run in the best interest of all stockholders. Follow-not aligned, conflicts of interest arise, and control mechanisms
ing this line of reasoning, this study uses agency theory to eXsecome an important factor to explain firm performance. The
amine ownership structure and the composition of the board afgency research has therefore focused on designing corporate
directors of Brazilian publicly-traded companies. In particu-governance structures that motivate managers to make perfor-
lar, this study examines whether the firm’s ownership strucimance-enhancing choices that in turn maximize shareholder
ture is associated with three dimensions of the board of direcralue (BARKEMA and GOMEZ-MEJIA, 1998; COLES,
tors, namely board size, percentage of outside directors on tidcWILLIAMS and SEN, 2001).
board and CEO duality. Differences in corporate governance across countries ap-
This study documents that voting privileges and the totalpear to be the result of variations in corporate organizational
capital of Brazilian publicly-traded companies remain stronglystructure, particularly the ownership structure and composi-
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tion of the board of directors. Corporate governance in Brazilpanies from 71 different industrial segméhtJable 1 below

for example, follows amsider model rather than the Anglo- presents the distribution of the sample along the industrial seg-
Saxon approach, where capital markets act to discipline mamments.

agement. Brazil is also distinct from other countries such as

Germany, where the banking sector plays an important role in Table 1

the governance of companies (LEAL and DE OLIVEIRA, o .

2002; WEIMER and PAPE, 1999). Given the concentrated D/stribution of Main Segments and Percentage of
ownership structure of Brazilian public companies, it follows Total Sample

that the separation of management from ownership is not thg
most important agency issue in Brazil. The most crucial issuft I Qe Ce e Nfu;nber Pﬁrcelnstage (I)f
would be how to offer protection to minority shareholders. In AR UGl Saliplis

this respect, the study bgstituto Brasileiro de Governanca

Corporativa(IBGC, 1998) finds no evidence of any influence Diversified hgldmg companies 42 17.50
of minority shareholders over board composition or the deci- Telecommunications 21 8.75
sion-making process. According to the IBGC (1998), for ex- Metallurgy 18 7.50
ample, 48.7% of companies have their directors appointed byTextiles 18 7.50
shareholders, 17.9% by their CEO and only 2% by an inde- Steel 12 4.00

pendent minority group. In addition, the presence of large share-petrochemical, Plastics & Rubber

holders as well as family owners is greater in Brazil than in the pyto parts

United States (CORE, HOLTHAUSEN and LARCKER, 1999;

LEAL and DE OLIVEIRA, 2002). In contrast to United State

public firms, where all shares have similar voting privileges,
o o 3.33

Brazilian public firms are allowed to have dual class shares. .

Thus, the combination of dual class shares and pyramids al-All Transportation 125

8 3.33
8
6
5
8
3
lows the dominant shareholders of the business group, who aréeramics, Glass & Crystal 3 1.25
3
6
3
3
3
3
3

3.33
2.50
2.08

Pulp and Paper
Civil Construction
ood

very often the founding family, to control the firm with only a  Chemical Products — Miscellaneous 1.25
small percentage of the total capital. This situation offers an Construction & Engineering 2.50
interesting opportunity to examine the issue of ownership struc- Department Stores 1.25
ture and its relation to board composition. There exists a highrertilizers, Manure & Agricultural
potential for conflict and expropriation of minority sharehold- Defensives

ers by controlling shareholders, which may prevent boards of Hoysehold Appliances
directors from acting effectively in Brazilian public compa- Prospecting and Refining
nies. Following this line of reasoning, the purpose of this study Real Estate

is to document descriptive and preliminary evidence on the

1.25

1.25
1.25
1.25
Other industries with less than three

association between ownership structure and the compositionCompani es 64
of board of directors in Brazilian public firms. The next sec-
tion describes the data used in this study. Total Sample 240

3. DATA
From the Bovespa database (www.bovespa.com.br) gover-

The database for this study was developed from a singlaance data was collected for each company in the sample. More
main source: the S8o Paulo Stock Exchange (Bovespa). As sudpecifically, the data collection focused on companies’ boards
the starting point was represented by a set of 405 Braziliaof diretors, capital structure and the identity of majority share-
publicly-traded companies listed at the Bovespa in Decembérolders. The data collected fraBtupo 2 — Administragdo —
2002. Companies pertaining to the financial institutions andQuadro 01-Composi¢cdo Atual Conselho de Administrag&o
the natural resources exploitation sectors were excluded in trebout a company’s board of directors, were basically: the num-
first round, leaving a list of 284 companies. Three companieber of directors on the board, their names and respective posi-
were then eliminated since they were no longer listed on théons in the company and its board. Based on this information
S&o Paulo Stock Exchange (Bovespa) on February 2004, ptie variables board size, proportion of outsiders on the board
riod when the governance data was collected. A further 4And CEO duality were measured. The equity data gathered from
companies were discarded because they had incomplete infa-spreadsheet available at the Bovespa'’s website were essen-
mation on either the members of the board or their main sharefally related to the book value of each listed company’s e-
holders. The final database therefore consists of 240 listed comquity. The shareholder data collected fr@nupo 3 —
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Distribuicdo do Capital — 02-Posicdo Acionangere per-  to keep minority shareholders at bay, starting with the compo-
centages of voting capital and total capital. All these data wersition of the board of directors.
used as the main elements for the analyses presented in this This study focuses on direct ownership and control, mea-

paper. sured by the proportion of voting shares held directly by a single
shareholder or a small group of shareholders. Following this
4. OWNERSHIP STRUCTURE line of reasoning, firms in this sample were classified into two

groups. Thdirms with a majority shareholder have a single

According to the traditional agency literature, the moreshareholder, person or institution directly owning more than
concentrated the firm's ownership structure, the more th&0% of the firm’s voting equity shares. The second grfraps
agency costs and economic benefits of monitoring increase twithout a majority shareholder, includes firms in which no
shareholders (JENSEN and MECKLING, 1976; DEMSETZ single shareholder directly owns more than 50% percent of the
and LEHN, 1985). The premise is that large shareholders terfirm’s voting share®). Tables 2 and 3 present some descriptive
to engage in closer monitoring activities, which reduces inforstatistics (means and medians) on the ownership structures of
mational asymmetries between owners and managers as wetbbmpanies in the sample as of the end of fiscal year end 2002.
as between the firm and external investors. However, the abiSpecifically, table 2 presents the percentage means and medi-
ity of large shareholders to impact firm governance and perans of outstanding shares directly owned by a single large share-
formance may depend on their identity. Inside control by shareholder, the three largest shareholders and the five largest share-
holders, or owner management, may represent a higher degrhelders. For comparison purposes, table 2 is presented in the
of control at any given level of shareholding than the controkame format as used in the study by Leal, Da Silva and Valadares
provided by outsiders (LEHMANN and WEIGAND, 2000; (2002), which presents ownership data for a similar sample of
SCHULZEet al, 2001; GIBSON, 2003). From this perspec- Brazilian public firms as at of the end of fiscal year 1998. This
tive, one may suggest that family relations tend to make agenaomparison sheds light on whether changes have occurred in
problems associated with private ownership and owner marthe capital structures of Brazilian public companies since 1998.
agement more difficult to resolve, due to self-regulation and Table 2 shows that 70% (167) of the firms in the sample
problems engendered by altruism. In other words, controllindhave a majority shareholder, while 30% (73) do not. These
shareholders combined with owner management may colludgroportions are similar to those in the sample studied by Leal,

Table 2

Percentage of Directly Owned Shares

Companies With a Companies Without a

Majority Shareholder (167) Majority Shareholder (73) Uil )
Voting Capital Total Capital Voting Capital Total Capital Voting Capital Total Capital
(%) (%) ) (%) (%) (%)
Largest Shareholder 72.12 55.85 31.85 25.65 59.87 46.67
Median 72.71 53.00 30.87 22.85 59.14 44.30
Three Largest Shareholders 85.38 68.43 62.15 49.19 78.32 62.58
Median 93.66 70.05 63.31 48.04 87.42 61.51
Five Largest Shareholders 86.10 69.65 70.35 56.16 81.31 65.55
Median 94.01 74.22 73.13 55.86 88.93 66.71
Table 3

Number of Companies W ithout a Majority Shareholder (73)
by Level of Ownership (V oting Capital)

5% - 10% 10% — 20% 20% — 30% 30% — 40% 40% - 50%
Largest Shareholder 1 0 10 24 18 20
Three Largest Shareholders 1 0 1 2 5 64
Five Largest Shareholders 1 0 1 1 3 67
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Da Silva and Valadares (2002). In the group of firms with aholder have more than 40% of their voting capital held by a
majority shareholder, the average percentage of the voting (t@roup of five shareholders. Further analysis in the data also
tal) capital owned by the largest shareholder is 72% (55%)indicates that very often these five shareholders have family
while the voting (total) capital owned in the group of three andinks®). In sum, the data reported in tables 2 and 3 provides
five largest shareholders is 85% (68%) and 86% (70%), resignificant evidence that the ownership structures of Brazilian
spectively. Overall, these statistics document that the ownepublicly-traded companies are strongly concentrated, and cor-
ship structure of Brazilian public firms has not changed sigporate governance thereby follows the insider model, where
nificantly since 1998 and remains highly concentrated. the separation of ownership and decision control is not the most
In the group of firms without a single majority shareholder,important agency issue. Although controlling shareholders ul-
the average ownership by the largest shareholder is 31% (25%jnately appoint the management, this data also provide evi-
of the voting (total) capital. This is similar to the levels found dence that controlling shareholders in Brazilian public compa-
by Leal, Da Silva and Valadares (2002). However, some signies are likely to be executives or directors of the corporation.
nificant changes can be observed here with regard to ownef-his implies that a controlling shareholder who is an executive
ship level in the groups of three and five largest shareholdersr director (or both) may derive either pecuniary or non-pecu-
In this respect, table 2 documents that the group with the thregary benefits from occupying the position of executive/direc-
largest shareholders owns 62% (49%), on average, of the vabr, and may wish to retain control in order to maintain the
ing (total) capital, while the group with the five largest share-flow of these benefits, which are not shared by minority share-
holders owns 70% (56%), on average, of the firm’s voting (to-holders. These findings provide evidence of potential agency
tal) capital. Comparing ownership levels in the groups withproblems in closely-held firms, involving what financial econo-
three and five largest shareholders between@39&1 2002,  mistd®) term entrenchment of dominant shareholders. The en-
a slight reduction is observed in voting capital ownership andirenchment perspective predicts that large shareholdings by
at the same time, an increase in the ownership of total capitahanagement or founders often enable them to dominate share-
in both groups. These variations may provide evidence th&tolder meetings and control director appointments, and thus
privatization and the inflow of foreign investment have begundirectly or indirectly control the firm’s decision-making pro-
to change the equity structures of Brazilian publicly-tradedcess. The result is a decrease in the firm’s value due to poten-
companies. Although not reported in this paper, there is alstial conflicts of interest between minority outside shareholders
evidence that foreign investors took control of some large Braand large inside shareholders looking to extract private ben-
zilian companies in the 1997 privatization process. In order t@fits from the firm. In such a context, the most crucial issue is
take advantage of the capitalization opportunities offered byrow to offer protection to minority shareholders. Assuming
privatization, private family-controlled companies appear tothat the board of directors is the primary mechanism for achiev-
have begun adjusting their capital structures to a more coning the effective monitoring of management decision-making,
petitive environment. next section analyzes the corporate board attributes in the
The objective of table 3 is to analyze the ownership consample of Brazilian publicly-traded companies.
centration of the group of Brazilian publicly-traded compa-
nies without a single majority shareholder (N = 73). As suchh. THE BOARD OF DIRECTORS
table 3 classifies companies in this group per different levels
of ownership of the voting capital. Such classification is done As mentioned above, the distribution of power among cor-
according to the voting capital owned by companies’ largesporate managers, shareholders and directors is established when
shareholder, the group of three largest shareholders, and tebareholders nominate a board of directors to represent and
group of five largest shareholders. The results in table 3 shoprotect their interests and to ensure that executives duly as-
that voting capital in the group of firms without a single ma- sume their responsibilities. As such, the proposed relationship
jority shareholder tends to be concentrated in the hands of lzetween the board of directors and the firm’s ownership struc-
few shareholders. For example, the first column of table 3 reture emerges from the issue of the separation of ownership and
ports that only one company out of 73 does not have a singleontrol. The literature suggests that the more concentrated the
shareholder holding more than 5% of the voting capital. Infirm’s ownership structure, the greater the degree to which
fact, 424 out of 73 companies (85%) without a majority share-agency costs and the economic benefits of monitoring increase
holder have at least one shareholder holding more than 20% & the same shareholder (JENSEN and MECKLING, 1976;
the voting capital. Moreover, 64 out of 73 companies (87%)FAMA, 1980). For example, when ownership is concentrated,
without a single majority shareholder have a group of threghe large shareholder can effectively monitor the management,
shareholders holding more than 40% of the voting capital. Fisometimes by personally sitting on the board and/or influenc-
nally, looking at the ownership level of companies’ five larg- ing the appointment of members of the board of directors. This
est shareholders this number increases to 67 companies, whildads one to expect that ownership concentration and the con-
means that 91% of companies without a single majority sharerol of voting privileges have an impact on the following board
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attributes: board size, percentage of outside directors and CEO Table 4, Panel A, shows no difference between the average
duality (table 4). Focusing on such board attributes, the folnumber of directors of companies with a majority shareholder
lowing paragraphs analyze the governance data of this samp({6.06 directors) and companies without a majority shareholder

of Brazilian publicly-traded companies. (6.85 directors). The maximum number of directors in both
groups is 16, and it applies to Net Servicos de Comunicacao
5.1. Board size S.A. and Tele Norte Leste Participacdes S.A. (see table 7 for

details). Surprisingly, table 5 documents that 106 (44%) com-

The debate on board size and its influence on the effectivepanies in the sample have fewer than five directors on the board.
ness of board monitoring suggests that large boards bring Also, table 5 shows that board size tends to be positively asso-
diversity of competences and experiences, increase opporturdgiated with the firm’s equity size. At the same time, it also
ties for broad geographic representation and provide extensivaiggests that board size in this sample of Brazilian companies
director resources to allow board committees to deal effectivelys relatively small, compared to publicly-traded companies in
with complex issues. Beyond a certain threshold of board sizehe United States and Canada, where the average number of
however, information flow and decision-making could becomedirectors on the board is 9.25 and 9.87, respectively (KORN/
more difficult and cumbersome, and the directors might loos&ERRY INTERNATIONAL, 2004). These findings are con-
their sense of responsibility and accountability. Prior researckistent with the argument that ownership and voting concen-
is not conclusive as to whether board size has a positive dration negatively impacts board size (COLES, McWILLIAMS
negative effect on the effectiveness of governance in publiand SEN, 2001). Nevertheless, the empirical issue remains
firms. Asmall board serves to control managers, whereas a largerhether ownership concentration affects board size because it
board may not function effectively as a controlling body, leavingreduces the complexity of monitoring management decisions
management freer to act. However, a larger board may be moog because ownership concentration is a sign of the potential
valuable for the breadth of its services (CORE, HOLTHAUSENentrenchment of inside controlling shareholders.
and LARCKER, 1999; COLES, McWILLIAMS and SEN, 2001, Along the same line, table 6 shows the average number of
ANDRE and SCHIEHLL, 2004). directors on the board for the ten largest industry groups in the

Table 4

Cross Classification of Companies by Ownership Structure and Board Composition (Board Size,
Proportion of Outsiders and CEO as Chairman)

Companies With a Companies Without a
Controlling Shareholder (167) Controlling Shareholder (73) Tl Ele ()
Panel A
Mean 6.06 6.85 6.30
Board Size Minimum 2 3 2
Maximum 16 16 16
Number of 00-05 directors 80 26 106
Companies 06-10 directors 72 39 11
With 11-16 directors 15 8 23
Panel B
Average percentage 77.07 79.32 717.75
less than 10% 0 1 1
10% - 50% 16 4 20
. 50% - 60% 8 1 9
Outsiders 60% — 70% 49 19 68
70% - 80% 32 15 47
80% - 90% 18 12 30
greater than 90% 44 21 65
Panel C
CEO as Chairman 65 24 89
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Table 5

Cross Classification of Companies by Board Size and T  otal V alue of Equity

Number of Social Capital (In Millions of Brazilian Reais)

Directors Less Than 50 50 -100 100 - 250 250 - 500 More Than 500 Total
05 or Less 53 18 19 8 8 106
06 -09 20 17 22 14 26 99
10-12 4 3 5 7 6 25
13-15 0 2 1 0 5 8
16-19 0 0 0 0 2 2
20 or More 0 0 0 0 0 0

Table 6 sample. In this respect, table 6 documents that companies in

the steel, petrochemical and telecommunications industries have

Average Board Size for the T en Largest Industrial the largest boards: 8.33, 8.00 and 7.43 directors on average,

Sectors respectively. This may be explained by the fact that these sub-
groups are all capital-intensive industries and that board size
Number Average ; ; ; ;
Industry Category . ) continues to be a function of asset size. The argument is that
of Firms  Board Size ) :
the larger the company, the greater its potential growth oppor-
L , , tunities and agency cost, and the more complex its governance
Diversified holding companies 42 6.45 conditions. Moreover, these industry groups also have the low-
TeIeFommun|cat|ons 2l 743 est average proportion of voting capital owned by a single share-
Textiles 18 6.28 holder. Hence, these findings may suggest that the relatively
Metallurgy 18 5.56 lower levels of ownership concentration and the use of debt
Steel 9 8.33 financing tend to positively impact board size by representing
Petrochemical, Plastics & Rubber 3 8.00 a more diversified group of stakeholders on the board.
Auto parts 6 5.33 _ _
Pulp and Paper 6 733 5.2. Outside directors
F(_)O_d ) > 460 An important attribute of board composition is the distri-
Civil Construction 5 560 bution of members according to their primary allegiance, which
Table 7
Largest Boards
Number
e Company Industry Category
Net Servigos de Comunicagdo S.A. Diversified holding companies
16 L o
Tele Norte Leste Participacdes S.A. Telecommunications
15 Bunge Brasil S.A. Diversified holding companies
Inepar S.A. Industria e Construces Heavy Construction
Embraer-Empresa Bras. de Aerondutica S.A. Aircraft Material
14 Tekno S.A. Construcdes Ind. e Com. Metallurgy
Politeno Industria e Comércio S.A. Petrochemical, Plastics & Rubber
Ferrovia Centro-Atlantica S.A. Transportation
13 Cia. Vale do Rio Doce Minerals — Miscellaneous
Cia. Fiacdo Tecidos Cedro Cachoeira Textiles
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may be either to shareholders (outside) or managers (insidahe group of companies without a majority shareholder also
In this respect, the governance literature suggests that an ihas ownership structure concentrated in the hands of few share-
side director, either a top executive or important stakeholdeholders. Hence, the relatively lower percentage of outside di-
may not support the same value-creation strategy as an outsidectors in this sample of Brazilian companies may be explained
directof”. Outside directors are considered professional referedsy the fact that large controlling shareholders tend to partici-
who unbiasedly assess the performance of managers, determipate in and/or appoint family members to the firm’s board and
their remuneration and replace them if necessary (BARKEMAmManagement, thereby negatively affecting board independence.
and GOMEZ-MEJIA, 1998). Thus, the board’s effectiveness inA further analysis of the relative independence of the board of
monitoring the actions of managers is assumed to be a positirectors would benefit from establishing whether the major-
function of its proportion of outside, unrelated directorsity shareholder is a founding family, an industrial company or
(GAGNON and St-PIERRE, 1995; CORE, HOLTHAUSEN and a financial institution. In this respect, previous research on this
LARCKER, 1999). issue has already provided evidence that the impact of large
In view of the demand for decision-making expertise,shareholders on board composition and firm performance
coupled with the requirement for detailed firm-specific knowl- depends on their fiduciary responsibilities (ANDRE and
edge, it is natural for boards to contain senior managers frolBCHIEHLL, 2004%). Moreover, one may raise the question
within the organization. However, as discussed above, the imf whether an outside director can be an effective monitor when
clusion of inside board members leads to conflicts with theserving on boards dominated by large shareholders, such as in
decision control function of the board of directors. Along thisthis Brazilian sample. In a context of ownership concentra-
line, recent research also suggests that high levels of managen, one may argue that outside directors lack independence
rial stock ownership can be costly to other stockholderdecause, despite their impartial status and ability to offer ad-
(ANDRE and SCHIEHLL, 2004). For example, owner-man- vice on some decisions, outside directors have little influence
agers may lack the managerial skills required to maximize thever decisions involving family members and other large share-
value of the firm. They may also have incentives to make valueholder matters. Second, the tendency of large shareholders to
reducing decisions at the expense of minority stockholdersappoint to their boards outside directors who are close friends
Such incentives can arise from the undiversified nature of huand/or happen to have a fiduciary relationship with the firm
man and financial capital that may lead to wealth-decreasinghay compromise the outside directors’ independence and moni-
diversification and the avoidance of opportunities that are pertoring efforts.
ceived as risky. They can also arise from the power that owner-
managers have to expropriate wealth from minority stockhold5.3. CEO duality
ers by paying themselves excessive salaries, negotiating deals
with other companies that they control, withdrawing corporate  CEO duality is characterized by firms that have combined
funds, consuming perquisites or borrowing from the firm atthe positions of CEO and Chairman of the Board of Directors.
below market interest rates. These agency problems are likeljhis dual function has been criticized as an inappropriate way
to be further compounded by the reduced discipline to whicho define one of the most critical power relationships in pub-
owner-managers firms are subject in the market for managédicly-traded firms (COLES, McWILLIAMS and SEN, 2001).
rial labor and corporate control. As such, firms with owner-This view asserts that CEO’s who are also board chairs have a
ship concentration and/or owner-management should attemgbncentrated power base that permits decision-making in their
to provide credible signals to outside investors concerning erewn self-interest and at the expense of shareholders. Along
trenchment-related behavior. The proportion of outside directhis line, proponents of separating the positions of CEO and
tors on the board is one such governance attributes. Chairman of the Board argue that the ability of the board to
As documented in table 4, Panel B, the average percentageonitor independently and effectively tends to be compromised
of outside directors on the board is slightly greater in the groupvhen the CEO is also the Chairman of the Board. The gover-
of firms without a majority shareholder in their ownership struc-nance literature suggests that separating the CEO and Chair-
ture. The difference in the proportion of outside directors orman positions tends to improve the decision-making process
the board between the group of firms with and without a maand the overall governance of the firm in several ways. First,
jority shareholder is greater when the data is analyzed by lewthe relationship between the board of directors (the overseer of
els of outside directors. For example, table 4, Panel B, docunanagement) and management is clarified. Second, having
ments that the proportion of firms having a percentage of outindependent leadership improves the board’s effectiveness and
side directors greater than 60%, or a majority, is significantlyorganization. Third, the board’s responsibility to look after
greater in the subgroup of firms without majority sharehold-shareholders’ interests moves to the forefront. In contrast, com-
ers. As expected, the findings are consistent with the argumebining the CEO/Chairman position (CEO duality) may have
that board independence is inversely related to the firm’s ownsome compensatory advantages. For example, a combined
ership concentration. In addition, as documented in table 3ZEO/Chairman role would enhance the information flow be-
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tween the board and management and improve co-operatidgion should also take into account situations where CEO and
and co-ordination between the two bodies. Chairman of the Board are members of the same family links.
As expected, table 4, Panel C, documents that in this sample
of Brazilian publicly-traded companies the proportion of com-6. CONCLUSION
panies combining the positions of CEO and Chairman of the
Board is significantly higher in the subgroup of firms with a  This study provides preliminary descriptive evidence on
majority shareholder (65 out of 167 firms or 39%) than in thethe ownership structure and composition of boards of direc-
subgroup of firms without a majority shareholder (24 out of 73tors in Brazilian publicly traded companies. The attributes of
firms or 32%). This result suggests that ownership concentrahe boards of directors and ownership structures investigated
tion also leads to power concentration in the hands of the sanieclude board size, proportion of outside directors and CEO
executive, who is probably (or related to) the majority shareduality. The study focused on Brazilian public firms because
holder. of the greater presence of large shareholders as well as family
The results documented in table 4, Panel C, seem to indmembers in the ownership structure, and because very little
cate that the incidence of a combined leadership structure (CE€vidence is found in the literature on the use of governance
duality) in this Brazilian sample of publicly-traded companiesmechanisms in the Brazilian capital market.
is smaller (37%%) than those of the United States or Canada. This study’s descriptive and preliminary evidence on own-
In similar samples of United States and Canadian public firmsership structure and board composition provides several con-
the incidence of CEO duality is somewhere between 60% anttibutions to the governance literature on Brazilian companies.
70% (see for example, GAGNON and St-PIERRE, 1995;The findings regarding the ownership structure of Brazilian
CORE, HOLTHAUSEN and LARCKER, 1999; ANDRE and publicly-traded companies as of the end of 2002 suggest that
SCHIEHLL, 2004). Three competing arguments may explairthe voting privileges and total capital of Brazilian publicly-
the lower incidence of CEO duality in this sample, which mighttraded companies remain strongly concentrated. Corporate
constitute a subject for further research. One possible explangevernance in Brazil appears to follow the insider model, where
tion is that increasing concern with appropriate managerialhe separation of ownership and decision control is not the most
monitoring has led to the widespread adoption of a separatenportant agency issue. In contrast, the data suggest that con-
leadership structure in Brazilian publicly-traded companiestrolling shareholders in Brazilian public companies are very
On the other hand, one may argue that the impact of CEO dlikely to be executives or directors of the corporation. This
ality is closely related to the use of alternate governance mechanplies that a controlling shareholder who is an executive or
nisms such as the proportion of outside directors, governanadirector (or both) may derive either pecuniary or non-pecuni-
and compensation board committees, and executive perfoary benefits from occupying the position of executive/director,
mance-contingent compensation. The use of such alternativeend may wish to retain control in order to maintain the flow of
governance mechanisms appears to be greater in the Unitdltese benefits, which are not shared by minority shareholders.
States and Canada, and may compensate for the negative ifence, the potential for conflicts of interest and the expropria-
pact of a combined leadership structure. Finally, a third postion of minority shareholders by controlling shareholders is
sible explanation is that in some companies of this sample whetggh and may represent greater risk for outside investors. This
duality was not identified, the positions of CEO and Chairmarprovides an interesting setting for further empirical investiga-
of the Board are held by two people with family links. This tion of governance issues.
might be possible given the ownership structure and high level The findings also suggest that the firm’s proportion of out-
of family ownership in this samgl®) of Brazilian publicly-  side directors on the board is greater in the absence of a major-
traded companies. Such situation leads to an equivalent pow#y shareholder in the ownership structure. Similarly, this study
concentration than CEO duality. In fact, further data analysislocuments that the proportion of firms having boards with a
based on the names of the board members seems to partiathajority of outside directors is significantly greater among the
support this argument. For example, if'2Dbut of 102 com-  subgroup of firms without a single shareholder owning more
panies among the group with a controlling shareholder anthan 50% of the voting capital. This is consistent with the ar-
without CEO duality (table 4, Panel C/N =167 — 65 = 102),gument that board independence is inversely related to the firm’s
the CEO and the Chairman of the Board belong to the samawnership concentration. Also, the evidence suggests that the
family. Similarly, in 912 out of 49 companies among the group number of directors on the board tends to be positively associ-
without a controlling shareholder and without CEO duality ated with the firm’s equity size. However, the findings also
(table 4, Panel C/ N =73 — 24 = 49), the CEO and the Chairsuggest that the board size in this sample of Brazilian compa-
man of the Board have family links. Considering these companies is small compared to samples of publicly-traded compa-
nies the overall level of CEO duality in this sample increasesies from the United States and Canada. This result may pro-
to about 50%. This finding has an implication for further re-vide preliminary evidence that a concentration of ownership
search. The measurement of CEO duality or power concentrand voting privileges negatively impacts the number of direc-
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tors on the board of the Brazilian public firms. Surprisingly, nisms of Brazilian publicly-traded companies, there are un-
the incidence of CEO duality in this Brazilian sample is sig-doubtedly a number of important empirical issues left to in-
nificantly smaller than in similar samples of public companiesvestigate. For example, one interesting extension to this study
from the United States and Canada. This may suggest that CE@uld be to refine the classification of large shareholders to
duality is closely related to the use of alternate governanctake into account the voting privileges and fiduciary responsi-
mechanisms such as the proportion of outside directors, gowilities of other large shareholders in the ownership structure.
ernance and compensation of board committees and executifirthermore, incorporating financial variables and investigat-
performance-contingent compensation. However, whether thesag the sensitivity of the firm’s performance to the board com-
alternative governance mechanisms offset the negative impapbsition may provide some answers to the question of whether
of combining the positions of CEO and Chairman of the Boarctontrolling shareholders use board composition to entrench
in Brazilian public companies remains an empirical issue fotthemselves and extract non-justified pecuniary benefits. Fur-

future research.

ther research in these directions could provide a very impor-

While this study has provided a preliminary step in the extant contribution to both the study and practice of corporate
amination of the associations between the governance mechgevernance in Brazilian compani@®s.

) (1) These segments have been officially adopted by th€8) Institutional investors, for example, have emerged
E Brazilian Securities CommissiorComissao de as an important group of shareholders in the United
o Valores Mobiliarios. States and Canada, with an active governance role
2 and the potential to limit managerial discretionary
(2) This classification follows the study by Leal, Da power. The literature suggests that, unlike individual
Silva and Valadares (2002). investors, institutions investher people’s money
(3) As provided by the study of Leal, Da Silva and a.\nd havg Iegal fidgciary obligatior)s to take pran:-
Valadares (2002). tlvg monltqung actlon.s. These actlor?s may consist
of influencing executive compensation packages,
(4) Twenty-four companies with the largest shareholder ~ Percentage of inside ownership, and board struc-
holding between 20% to 30% of the voting capital, ~ turé (ANDRE and SCHIEHLL, 2004). In short,
plus 18 companies with the largest shareholder hold- ~ Since the previous evidence documents that the in-
ing between 30% to 40% of the voting capital. centive and influence to engage in monitoring ac-
tivities remains a function of equity stake and share-
(5) For example, Bardella S.A. IndUstrias Mecénicas holder fiduciary responsibilities, future studies of
has five minority shareholders with family links, the Brazilian capital market and governance struc-
Schulz S.A. and Baumer S.A. have three minority tures may benefit from focusing on the identity of
shareholders with family links. large shareholders, whether individual and/or insti-
tutional investors.
(6) See for example the studies by Zeckhauser and
Pound (1990) and Barnhart and Rosenstein (1998)(9) According to table 4, Panel C, 65 out of 167 com-
(7) The corporate governance guidelines of the Toronto ~ P2nies (39%) with a controlling shareholder present
Stock Exchange (TSE, 1994) have motivated the ~ CEO duality and 24 out of 73 companies (33%)
measure used to proxy for boards’ efforts in moni-  Without a controlling shareholder.
toring managerial decisions. Guideline n.3, for ex-
ample, suggests that every corporation’s board of10) As discussed in Section 4 of this paper.
directors be constituted with a majority of individu-
als who qualify as “unrelated” directors. An unre- (11) Some examples are: Duratex S.A., Itautec Philco
lated director is a director who is independent of S.A., and Nadir Figueiredo Industria e Comercio
management and free of any interest, business, or  S.A.
other relationship that could, or could reasonably
be perceived to materially interfere with the (12) Some examples are: GPC Participagdes S.A., lochpe
director’s ability to monitor management. Maxion S.A., and Monteiro Aranha S.A.
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ABSTRAC

Ownership structure and composition of boards of directors: evidence on Brazilian publicly-
traded companies

The purpose of this study is to provide preliminary evidence on the ownership structure and composition of the boart
of directors of Brazilian publicly traded companies. The ownership structure of the firms investigated, along with the
attributes of the boards of directors, including board size, proportion of outside directors and CEO duality. This study
documents that voting privileges and the total capital of Brazilian publicly-traded companies remain strongly
concentrated, suggesting that the separation of ownership and decision-making control is not the most relevant agen
issue. The findings also suggest that majority shareholders in Brazilian public companies are most likely to be eithe
executives and/or directors of the corporation. This leads to the argument that potential conflicts may exist, as well a
potential expropriation of minority shareholders by the controlling shareholders. Accordingly, the evidence suggests
that the proportion of outside directors on the board is lower among firms having a single controlling shareholder in
the ownership structure, which is consistent with the argument that board independence is inversely related to th
firm’s ownership concentration. In addition, the study documents that the number of directors on the board in this
sample is smaller than comparable samples of publicly-traded companies from the United States and Canad
Surprisingly, the incidence of CEO duality in this sample is significantly smaller than in similar samples of public
companies from the United States and Canada.

Uniterms : corporate governance, ownership structure, board of directors.

RESUMEN

Estructura de control accionario y composicién del consejo de administracién: evidencia sobre
empresas brasilefias de capital abierto

El objetivo de este estudio es proveer evidencias preliminares sobre la estructura de control accionario y la composicion
los consejos de administracion de las empresas listadas en la Bolsa de Valores de S&o Paulo (Bovespa). Los atributos
consejo de administracion investigados, al lado de la estructura de control accionario de las empresas, son el tamafio
consejo, la proporcion de miembros externos y la dualidad del director general. Se constatd que los privilegios de voto
el capital total de las empresas mencionadas permanecen fuertemente concentrados, lo que sugiere que la separacion
el control accionario y el control de decision no es el tema de agencia mas relevante. Los resultados también sugieren ¢
en general, el consejo de administracion de esas empresas esta compuesto predominantemente por accionistas mayorit
y ejecutivos. Eso da base al argumento de que pueden existir conflictos de interés entre accionistas minoritarios §,mayoritari
asi como oportunidades para la expropiacion de accionistas minoritarios por parte de controladores y/o ejecutivos. Adem:
se observo que la proporcién de miembros externos en el consejo de administracién es menor entre empresas que po:
s6lo un accionista controlador en su estructura de propiedad, o que es consistente con el argumento de que la independe
del consejo de administracion esta inversamente relacionada con la concentracion del control accionario de las empre:
Ademas, el estudio sefiala que el nimero de miembros del consejo en la muestra brasilefia es menor en comparacion
el de muestras de compafiias abiertas de Estados Unidos y Canad4, y que, asimismo, es significativamente meno
incidencia de la dualidad del director general.

Palabras clave : gobierno corporativo, estructura del control accionario, consejo de administracion.
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