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Abstract

This research investigates the relationship between the corporate governance quality and the financial impact on the market performance, through the reapplication of Corporate Governance Index model, represented by the Tobin’s Q. The sample selected for this work was Brazilian publicly held companies and a survey with 106 investors was conducted. As the main information provider, the Brazilian Stock Exchange (B3) was used. The evidence and results confirmed the hypothesis that corporate governance practices have a financial and beneficial effect on companies’ market value. However, the model chosen showed to be insufficient for the Analise. 
Keywords: Corporate Governance practices, Company evaluation, Market Value.
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1 Introduction

This chapter starts with the topic of Governance Corporate impacts on the company’s market valuation. The reasons for the importance of governance and corporate practices to organizations and the research field are discussed. The chapter concludes with the research questions that form the basis for the following chapters.
1.1 Overview

The relationship between Corporate Governance and company valuation has attracted particular attention in studies at Europe and US. According to Casa et al. (2009), there is a huge search by public companies for new investors, whether it is national or international, as new investments provide opportunities to access resources that are essential for the growth of their activities, increasing their ability to compete in national or international markets (Casa et al, 2009). 

On the other hand, there is the figure of the investor who when investing his resources in a certain company, seeks to obtain a return, that is, to increase his capital. It turns out that investment decisions, according to Monte et al. (2010), are not taken in an environment of total certainty regarding their results. Investors are therefore faced with the business`s risk. Thus, Corporate Governance (CG) emerged to reduce the distance between investors and managers, through greater transparency, ensuring greater protection for shareholders (Monte et al, 2010).

Furthermore, by adopting Corporate Governance practices, organizations are maximizing their value over time, improving their economic and financial performance, as the Corporate Governance attributes are intended to induce decision-makers to adopt attitudes aimed at maximizing the value of organizations and align the interests of conflicting parties (Catapan, Colauto, and Barros, 2013).

As most studies were carried out on the stock exchanges in Europe and the United States and the rules and regulations are different from Brazil, for example, investors are not covered by the Brazilian laws with a great legal protection. Additionally, the São Paulo Stock Exchange created “differentiated levels of corporate governance”, which are special listing segments whose objective was to develop a trading environment that would attract the interest of investors and, consequently promote the appreciation of companies (Bovespa 2000).     
From this understanding arises the need to verify whether the corporate governance structure adopted by Brazilian listed companies is capable of financially affecting its market value on the São Paulo Stock Exchange. 
1.2 Research Purpose

Corporate governance has developed differently in several countries, reflecting, mainly, the stage of development of the capital market present in each of them, the regulatory framework, and the form of ownership (TURNBULL, 1997). According to Turnbull, there are four corporate governance models: (a) financial; (b) stewardship (representative); (c) stakeholders; and (d) political. Its control mechanisms are important ways of increasing interests and guarantees for investors, especially in a business environment like Brazil, with a high concentration of ownership and low legal protection for investors, especially minority shareholders (Gelman et al., 2015; Latini et al., 2014).

According to the study by Morey et al. (2009), research on governance increased due to global financial crises or due to economic scandals of large companies. After major scandals like as Enron and WorldCom in 2001, the European Parmalat in 2003, the Japanese company Livedoor in 2006, and Brazilian companies such as Sadia in 2008 and Petrobras in 2014, the confidence in the commercialization have diminished (Morey et al, 2009). Thus, the importance of researching these scandals for this research, is because there is sample evidence demonstrating the failure of companies in presented a good corporate governance, which culminated in ladders and losses for investors. Silveira (2010) adds that due to the low quality of governance, some companies were exposed to the economic crisis of the 2008 suppression. 

Based on this, this thesis aims to evaluate the corporate governance structure of companies publicly traded on Bovespa and verify its effects on the Brazilian market value. The corporation's value was measure through Tobin's Q model, the reason for this choice was because the Tobin's Q model is normally used in empirical research on finance and a variety of other financial and governance variables.
1.3 Research Context
The following research was conducted in the Brazilian stock market, as primary data source an online survey was created through the Monkey Survey platform and sent to 106 investors. For the secondary data, 99 companies listed on the Brazilian Stock Exchange (B3) were the object for this study, period selected was from 2018 to 2020. This study was completed using a systematic approach that included observations, content Statistical and mathematical analysis. Information capable of identifying the ownership structure was collected through the Economatica, Bovespa, and the CVM (Securities Commission). 
1.4 The Research Question.

Given the need to estimate the impacts of governance practices adopted by the companies, and influences on market valuation, was proposed the fallowing research question:

What is corporate governance impacts financially on the market value of publicly traded companies in Brazil?

This question should serve as the foundation for the research, defining the specific issues and areas to be examined. It should be enough for a depth corporate governance analyse on the Brazilian Stock Exchange.
1.5  Significance of the Study

The theme issue related to corporate governance has implications for the development of the national capital market, which contributes to greater economic development in the country, as seen in several studies in Europe and the US market. The analysis of corporate governance and the performance of companies can stimulate greater questioning regarding the specific governance rules of the country, for example, should corporate governance change to match more successful countries in this area? Or maybe Brazil presents unique challenges where it may not be possible, or it may not work.

In addition to the study significance, verifying the influence of governance on the economic and financial performance of companies, can provide information to managers to achieve and improve their objectives in companies, such as increasing financing operations and helps to prove and publicize the relevance of this issue. The results from the research can serve as a reference for future researchers.
1.6 Research Objective

1.6.1 General Objective

From the research question, the general objective of the work was raised as:

• Calculate the financial impact of adopting the corporate governance framework, on the market value of publicly traded companies in Brazil.

1.6.2 Specific objectives

Specific objectives were drawn up to guide the research and enable the achievement of the general objective.

• Apply the Corporate Governance Index, developed based on the recommendations of the Brazilian Securities Commission (CVM) and the Brazilian Institute of Corporate Governance (IBGC).

• Measure the financial impact of those adopted practices, focusing on the "Novo Mercado level".
In conclusion, the author seeks to build the relationship between these results and the models presented and discuss possible market failures regarding investors' perception about adopting good corporate governance practices by companies. This form of analysis is expected to significantly contribute to understanding such a subject at both the academic and managerial levels.
1.7 research hypotheses
Based on Leal and Carvalhal da Silva (2005) and Beiner et al. (2004) studies, two hypotheses were raised to ensure that research objectives are satisfactory.
1ª the adoption corporate governance index, including the transparency of information and transactions related to the company, respect for the shareholders rights, the choice of an ethical posture and the Board of Directors representing the interests of shareholders, affects positively their market value.
2ª in relation to the corporate governance structure, the transparency dimension (which reflects the clarity, quantity, and reliability of the information disclosed) to clarifying if the transactions between the parties related to the company, has a greater impact on the company's market value when compared to the other dimensions (shareholder rights, ethics, and conflicts of interest and composition and functioning of the Board of Directors). 
1.8 Structure of the Study

The study is divided into 5 chapters, each one contributes to the research purpose and process of investigation. The first chapter introduce the research, define the descriptive study's purpose, emphasize the study's significance to companies and their stakeholders.

The second part conducts a literature review related to corporate governance. The literature study is critical for comprehending each component of the research objective completely and theoretical support for the research. The chapter finishes with a conceptual framework outlining the most critical components of the literature review to investigate and test the thesis. 

The third chapter presents a sample of stocks in the Brazilian market were selected for study, and variables of interest are constructed for the desired analysis. Research design outline the approach and methods utilized to acquire quantitative data were also presented.

The results chapter summarizes and explains the quantitative data's conclusions. The regressions results are presented in a broad way. 

The last chapter summarizes the implications, limitations, and conclusions, there we seek to build the relationship between these results found and the models presented in Section 3, as well as to discuss the existence of possible market failures regarding the perception by investors about the adoption of good corporate governance practices by companies. The next chapter summarizes the literature study and other sources that were consulted to gain a better comprehension of the research objective.
2 Literature Review

2.1 Overview

The literature review provides a basis for research, when researching support in authors in the area and articles published on the subject. The study began with the concept and models of corporate governance. Next, a theoretical approach related to the assumptions of corporate governance was presented. In addition, previous studies around this theme were presented.
2.2 Corporate Governance 
After the world has experienced several financial scandals, such as Enron (seventh largest US company, dedicated to gas exploration and energy production, which had its balance sheets rigged as a way to attract new investments (creative accounting) and gain an appreciation of their actions), which compromised, as mentioned by Pellicani (2011), the relationship between firms and shareholders, investors started a movement to establish mechanisms that would actively protect them against the detriment of their interests by the managers and establish again their confidence in the information generated by the companies.
Thus emerged the corporate governance, Leal, and Saito (2002) conceptualize corporate governance as “a set of rules, practices and institutions that determine how administrators act in the best interest of the parties involved in the company, particularly the shareholders”.

Thus, the search for the best Governance practices is intended to guide Management actions and create rules for its monitoring. This aim is to ensure that the Executive market in line with the interests of institutional and minority shareholders (Leal and Saito, 2003, p.3).

The Brazilian Institute of Corporate Governance (IBGC) defines the concept of Corporate Governance as a set of good practices to increase the trust of interested parties (investors, shareholders, suppliers, employees, etc.) towards the administrators of a company. Through principles such as transparency and mechanisms that provide better economic performance. (IBGC, 2009).

Cadbury Report (1992) defines Corporate Governance as a system by which companies are managed and controlled, placing the board members at the centre of any discussion.
Shleifer and Vishny (1997) define Corporate Governance as the set of mechanisms by which resource providers the return on their investment. For Leal and Carvalhal-da-Silva (2005), CG is a set of formal practices and processes for supervising the executive management of a company that aims to safeguard the shareholders’ interests and minimize conflicts of interest between shareholders and others affected by the company value.
Securities Commission - CVM

The Brazilian Securities Commission (“CVM”) is the agency responsible for supervising and regulating the Brazilian capital market. Defined by the Law as:

"The Brazilian Securities Commission is an autonomous entity under a special regime linked to the Ministry of Finance, with legal personality and its own assets, endowed with independent administrative authority, absence of hierarchical subordination, fixed term of office and stability of its directors, as well as financial autonomy and budget.

CVM is responsible for issuing acts such as Instructions, Resolutions, Opinions and Explanatory Notes, whose definitions are found in CVM Deliberation No. 01, of February 23, 1978. These acts provide the necessary guidance for the execution of acts within the capital market , guiding, for example, the procedure for a public offering of a certain security, such as the accreditation of a securities portfolio manager. The CVM also issues the conditions for the constitution of a stock exchange, organized over-the-counter market entities and settlement and custody chambers, the conditions for their extinction and their functioning. Furthermore, it edits the disciplinary exercise of these entities and the administration itself, also taking care of fees, commissions and any other costs charged by these entities, regarding capital market operations.
2.3 Different levels of corporate governance
With the purpose of providing a trading environment that stimulates, at the same time the interest of investors and the valuation of organizations, in 2000 the BOVESPA, created the differentiated levels of corporate governance, namely as Level 1, Level 2, and Novo Mercado. Level 1 represents the lowest level of requirements and Novo Mercado is the highest level. According to such levels, it is possible to classify companies according to the number of additional obligations under Brazilian legislation, incurring a potential signal to the market (BOVESPA, 2008). 

The objectives of creating differentiated corporate governance levels, according to Vilhena and Camargo (2015), were to disseminate a set of improved governance practices, increase transparency and the flow of information between investors and managers. Therefore, reducing the cost of capital and increasing liquidity and stock valuation for companies that adopt these practices (Vilhena and Camargo, 2015).

As a company moves from one level of governance to another, the requirements increase. Lima et al. (2015) confirm this, by mentioning that entry into the differentiated market follows different access requirements, the more demanding the higher the level the organization intends to occupy (Lima et al, 2015).
Although there is a cost for companies that adhere to one of the differentiated CG segments, obtaining a return by implementing differentiated CG controls is a strong motivator for companies, as this return can be greater liquidity of shares; a better assessment of the market; a higher price for its shares relative to its competitors (Pitzer, 2011). 

Table 1 presents a comparative summary of the governance differentiated levels rules at BM&FBOVESPA.
	Level 1

Companies in Level 1 commit to improve the provision of information to the market and share dispersion. The main practices grouped in Level 1 are:
 • Maintenance in circulation a minimum of shares, representing 25% of the capital;

 • Carrying out public offerings for the placement of shares through mechanisms that favour the dispersion of capital.

• Improvement in the information provided on a quarterly basis, including the requirement for consolidation and special review.

• Compliance with disclosure rules in transactions involving assets issued by the company by the controlling shareholders or administrators of the company.

• Disclosure of shareholder agreements and stock option programs; and

             • Availability of an annual calendar of corporate events.

	Level 2

For classification Level 2, the company has to accept the obligations contained in Level 1, and add the following criteria:
• Unified term for the entire Board of Directors.

• Availability of an annual balance sheet following US GAAP or IAS standards.

• Extension to all holders of common shares of the same conditions obtained by the controllers when the control of the company is sold and, at least, 70% of this amount to holders of preferred shares.

• Right to vote on preferred shares in certain matters.

• Obligation to carry out a tender offer for all outstanding shares, at economic value, in the event of cancellation of registration trading at Level 2.

            • Adhesion to the Arbitration Chamber for the resolution of corporate conflicts.

	Novo Mercado 

The Novo Mercado is a segment in which companies must commit to adopting additional corporate governance and disclosure practices in relation to what is required by law. Its main innovation, in relation to legislation, is the prohibition of issuing preferred shares. However, this is not the only one, as companies that join the Novo Mercado have the following additional obligations:

• Carrying out public offerings for the placement of shares through mechanisms that favour the dispersion of capital.

 • maintenance in the circulation of a minimum portion of shares representing 25% of the capital.

 • extension to all shareholders of the same conditions obtained by the controllers when the company control is sold;

• Establishment of a unified one-year term for the entire Board of Directors.

• Availability of an annual balance sheet following US GAAP or IAS standards.

 • Introduction of improvements in the information provided on a quarterly basis, including the requirement for consolidation and special review.

 • obligation to carry out a tender offer for all outstanding shares, at economic value, in the event of delisting or cancellation of trading registration in the Novo Mercado; and

             • compliance with disclosure rules in negotiations involving assets issued by the company.


2.4 Corporate Governance Index 
The corporate governance index (IGC) was created by Leal and Carvalhal da Silva (2005) with the aim of measuring the general CG quality’s level of Brazilian companies. When developing the IGC, the authors considered factors like the legal requirements and restrictions imposed by the Brazilian legislation, also the Latin American governance system, which takes place in Brazil, and recommendations from the Brazilian regulatory institutes. According to Andrade and Rossetti (2004) these factors, differ from country to country, resulting to the need to create a customized index adapted to the nations and corporation’s culture (Andrade and Rossetti, 2004).
The development of corporate governance indices follows a global trend, as can be seen in the works of (Bauer, 2004). These authors argue that the construction of an index is capable of broadly reflecting the corporate governance structure adopted by the company, which often exceeds that established by law and at special levels on stock exchange’s listing (Bauer, 2004).
The Corporate Governance Index (IGC) is composed of 4 dimensions: Transparency, Control and conduct, Composition and functioning and Shareholder rights.
Transparency

According to Lauretti (2013), transparency is only complete when it encompasses frankness, which consists of showing both the positive and negative aspects of the company's performance (LAURETTI, 2013).

Lauretti (2013), contemplates that when it comes to ethical principles, it appears that their adherence is a natural and necessary consequence of the enormous changes experienced by society. As an ethical principle, transparency is more than an obligation, it is the desire to inform everything that, in the business plan, may considerably affect the interests of stakeholders, who will be better able to analyse the risks that are taking on those who are better informed (LAURETTI, 2013).

It is important to emphasize that the principle of transparency is not limited to the timely provision of financial, corporate, tax or accounting information, but in the full description of administrative acts in the annual reports that must undergo the consent of the internal and external audit, responding to the audit by facts, false data or information.
The periodicity of information is a crucial act of management for the Corporate Governance practices. It is not enough to provide information, it must come periodically, and, above all, it must be information provided in a clear, precise and with a quality superior to the periodic information provided by the Law, especially those required by the Corporations Law (Jusbrasil, law).
According to Patel (2002), transparency and information disclosure are an integral and fundamental part of the company's corporate governance structure. According to the author, transparency reduces information asymmetry between agents and shareholders, minimizing the agency problem. Durnev (2002) found that more transparent companies have a higher market value than others. For Leal (2005), choosing an auditing company with a global reputation increases the transparency of information. 
Another issue related to the transparency dimension is the remuneration of the CEO and the executive board. Hermalin (2003), state that a non-transparent company tends to pay higher values to the CEO, decreasing shareholder value.
Control and conduct
The IBGC (Brazilian Institute of Corporate Governance) is one of the most active entities promoting governance in the country. In its good practices manual, the IBGC states: "Governance agents are responsible for ensuring that the entire organization complies with its principles and values, reflected in internal policies, procedures and standards, and with laws and provisions to which it is subject." This statement is directly related to a) The role of external audits. b) The duties of the fiscal council. c) The organization's compliance system. d) The chairman of the board of directors. e) The rights of minority shareholders.

From the Eisenberg perspective (1998), compliance with legal and ethical principles is consistent with maximizing the company's value, in the long term, and, therefore, ensuring the rights of shareholders.
The quick resolution of conflicts between shareholders and the company is a suggestion by the IBGC. Thus, it recommends the resolution of conflicts through the Arbitration Chamber, which is faster than the traditional ways of Justice. The separation of voting rights and cash flow (preferred distribution of dividends) can also be a source of conflicts, this time between minority shareholders and holders of preferred shares and controlling shareholders (SHLEIFER & VISHNY, 1988).
the interests of the controlling common shareholders are different from the interests of shareholders who own preferred shares, which have rights to the company's cash flows.
In this way, the controlling shareholders, who own the right to vote, can expropriate the right to cash flow from holders of preferred shares. La Porta et al. (1999) point out that the power of controllers to expropriate minority shareholders' rights is limited by the financial incentive not to do so. Therefore, the greater the controlling shareholder's right to cash flows, the more likely it is to respect the rights of minority shareholders and holders of non-voting shares.
Claessens et al. (2000) argue that there is a positive relationship between the greater ownership of cash flows by controllers and the market value of companies, thus reducing agency costs. Carvalhal da Silva (2004) states that there is a negative relationship between the coefficient of concentration of voting rights by cash flow rights and the value of the company.
Board Directors 
The Board of Directors is a fundamental power within the entity's Governance, being primarily responsible for the strategic direction and for conducting the entity's business. It is also an important governance guardian of governance, transparency, and integrity. Comprised mostly of independent members, the body is the entity's main decision-making body (CDN, 2020).

The Board of Director's objective is to protect and enhance the equity and maximize the return on investment. The Board of Directors is responsible for monitoring the actions of the company's executive board and for defending the interests of shareholders (BEINER et al., 2004).

Another important point is the independence of the Board. According to Hermalin (2003), the financial results achieved by the company are better when the Board is independent. That is when members of the executive board do not belong to the Board of Directors, and especially when the CEO is not the chairman of the Board of Directors. The results of Agrawal (1996), show that the independence of the Board of Directors is directly related to the company's value. Shleifer (1988), emphasize that the member who belongs to the Board and the executive board will have greater influence over decisions, which may increase agency conflicts.
Shareholder rights
According to the IBGC (2004), in a country like Brazil, where the existence of preferred shares without voting rights is a common fact, there is a need for mechanisms to protect the rights of preferred shareholders. The institute recommends the “one share, one vote” rule, proposing that the right to vote should be guaranteed to all shareholders, even those who own preferred shares. For the Institute, “the proportional link between the voting power and the participation in the capital is fundamental to favour the alignment of interests among all the partners. Indeed, voting is the best and most efficient inspection tool”. However, the results of Leal (2005) show that ninety percent of Brazilian companies surveyed do not grant additional voting rights. Still, thirty percent of companies do not have insufficient liquidity to their shareholders since they present a free-float portion of less than 25% of the issued shares.
2.5 Corporate governance and the company's market value
Studies have tried to relate corporate governance with company value in several countries around the world. Durnev and Kim (2002) found a positive relationship between one factor and another, with the market value being represented by Tobin's Q
 and a sample of 859 companies in 27 countries were used for the analyse. (Durnev and Kim, 2002).

La Porta et al. (1998, 2000, 2002) analysed the relationship between investor protection and companies' market value, finding results that indicated that greater investor protection can be associated with a higher market value of companies and more developed financial markets. The authors point out that, since investors' interests are protected by the country's law, investors are willing to pay more in exchange for stability and security.

The connection between corporate governance and companies' market value is also recognized by the OECD (2004), which states:

“The presence of an efficient corporate governance framework, both inside individual companies and throughout the economy, contributes to obtaining the level of confidence required for a market economy to function properly. This results in lower capital raising costs, which encourage companies to use resources more effectively, thus enabling sustainable growth (p. 11).”

Gompers, Ishii, and Metrick (2003) built a governance index after evaluating more than 1,500 American companies. They concluded that those with a higher GC level have higher market value, and lower cost of capital. Black, Jang, and Kim (2005), after analysing a sample of 526 companies in Korea, found a positive relationship between the company's governance structure and its market value, also represented by Tobin's Q. The authors built an index composed of six sub-indices, each representing a dimension of the CG.
Agrawal and Knoeber (1996), using the ordinary least squares (OLS) regression method, found a statistically significant relationship between the concentration of capital held by insiders (internal shareholders), number of external advisers, level of corporate debt, the probability of takeovers and the company's performance. According to the authors, the concentration of capital held by insiders is positively related to the company's performance, while the other variables are negatively related. When using a system of simultaneous equations, the coefficients no longer had statistical significance, except for the effect of external directors, which remained significant and negatively related to the company's performance.
In Brazil, Carvalhal da Silva (2004), analysing the control and preference structure in the distribution of dividends (cash flow rights) of a sample of more than 250 Brazilian companies, found a good relationship between the corporate governance and the company's performance. Still, Perobelli, Silveira and Barros (2005), after analysing 150 companies found a positive relationship between market value and governance structure. 
2.6 Conceptual Framework
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2.7 Conclusion

With this first premise, we can infer that the introduction of best corporate governance practices in Brazil was the result of a demand from the market itself, eager for a more comprehensive protection for minority shareholders and with efficient mechanisms that seek to curb any conflicts of interest between a given company and its managers, not allowing for decisions within the business society that result in harm to them, in particular the devaluation of their shares in the market (in the case of publicly-held companies with shares traded on the FBOVESPA).
According to the above theory, it is extremely advantageous for a company to adopt the best corporate governance practices, as its shares increase in value. The marketplaces greater trust in the company's shares with a differentiated level of corporate governance, joining a BM&FBOVESPA listing segment has an impact on share appreciation, increases trading volume and increases liquidity.
Unanimous in the Doctrine is the relationship between the migration to Bovespa's governance segments and the appreciation of the shares of the company that underwent some level of listing on the Bovespa, considering that moving to a higher level of
governance increases the degree of security offered to shareholders, as well as improves the quality of information provided by companies. The expected result would be lower stock volatility and above-market returns.
3 Methodology and Research Design
3.1 Overview

This chapter will compare several sorts of study. The chapter begins by discussing the most often used research paradigms and their consequences. This lays the groundwork for a more in-depth examination of the merits and disadvantages of qualitative and quantitative research approaches. The chapter finishes with an examination of the justification for selecting the study technique and data analysis strategy in light of the various methodological approaches, research topic, and research setting. Finally, a section is devoted to research ethics and the concerns surrounding the insider deductive process.
3.2 Research Philosophy and Approach
3.3 What is research? 

The term "research" has been defined variously by many individuals. Perhaps the easiest way to comprehend it is by a concise summary of its primary qualities.

Research is the pursuit of knowledge. Research is the methodical study and examination of a subject area to establish new facts, reach new conclusions, or update existing data, ideas, and applications. (The advance learner’s dictionary of current English).

Kerlinger (1973) define as the term "research" refers to the systematic, controlled, empirical, and critical examination of hypothesized relationships between natural events (Kerlinger,1973).

Any study for knowledge that is only based on the researcher's personal experience and subjectivity will result in not just selective observations, but also inaccuracies and overgeneralisations. On the other hand, a systematic and organized search for information is more of a planned approach, concentrated and confined to a certain scope. Conducting research follows a framework or procedure. A predefined set of processes and stages is followed throughout the organized scientific process (Pria, 2013).

3.4 Research paradigm

The American Thomas Samuel Kuhn (1922-1996), physicist and philosopher of science, in his book “The Structure of Scientific Revolutions” designated as a paradigm the “scientific achievements that generate models that, for a more or less long period and in a manner explicit, guide the further development of research exclusively in the search for a solution to the problems raised by them.”
3.4.1.1 Positivist and postpositivist 

Positivism refers to a mathematically interpretable empirically based universe. However, scientists finally realized that all observation, even objective reality, is faulty, leading to the development of the post positivist paradigm. Some writers believe that everything that cannot be quantitatively proven is not objective reality. 

According to O'Leary (2004), post positivism is intuitive and holistic, inductive, and exploratory, and yields qualitative discoveries. This concept of post positivism appears to be at contradiction with Mertens's (2005), more generally accepted definition. Positivist and postpositivist studies are frequently associated with quantitative data collecting and analysis methodologies.

3.4.1.2 Interpretivist and Constructivist

Constructivism is a method of conducting research. This is one of the most misunderstood approaches due to its novel approach to confirm technique. Constructivism is founded on the concept that human behaviour is determined by their respective experiences with and perceptions of society. Constructivists consider that rather than embracing the single reality that positivists believe in, human beings build their own realities from their environment. In constructivism, the researcher does not believe in generalizing results or applying the cause-and-effect paradigm to human behaviour (Cohen and Manion, 1994). The researcher is interested in the uniqueness of each human individual, as determined by his family, work environment, friends, and culture. The constructivist research is more likely to use qualitative data, gathering and analysis approaches, or a mixture of qualitative and quantitative.  Quantitative data can be utilized  to supplement or build on qualitative data, therefore successfully deepening the narrative. (Mertens, 2005).
3.4.1.3 Descriptive and Analytical

Analytical and descriptive are research approaches with distinct sorts of writing. However, these are the writing styles that writers generally use when delivering essays or reports in advanced schools or when writing for a journal.

The purpose of descriptive research is to ascertain, describe, or identify what is or existing. It describes a situation using description, categorization, measurements, and comparisons. Instructors may use the following terms to suggest that they prefer descriptive writing: summarize, gather, describe, enumerate, report, and identify (McLeod & Evert, 2016).

Analytical study is concerned with elucidating “why and how”. It is frequently concerned with the cause–effect correlations between variables. (McLeod & Evert, 2016)

The primary goal of analytical approach is not to present the reader with information or facts, but to study, contrast, and evaluate those facts to reach a conclusion. Often, analytical writing makes it simple to establish cause and effect relationships (McLeod & Evert, 2016).

McKenzie and Knipe (2006) give the table below, which classifies the key research paradigms according to the language with which they are related.

Table 1: Language connected with significant research paradigms.
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Source: McKenzie and Knipe (2006)
3.4.1.4 Qualitative and Quantitative Research

Qualitative research is a method for delving into the subjective dimensions of social phenomena and human behaviour. Qualitative research is concerned with phenomena that occur across time, space, and culture. Qualitative research employs procedures and instruments that do not generate discrete numerical data. It entails the accumulation of a huge amount of narrative material to gain insight into events.

Quantitative research seeks objective and quantifiable outcomes based on experiments. This is a common strategy in the precise and natural sciences.
3.4.2 what is a survey?

A survey is a technique for gathering data from a specific group population. The replies to surveys are then used to provide evidence and information that enable you to form conclusions about a subject. A survey's sample size is representative of the greater population.

The types of questions you ask will be determined by the types of research (quantitative or qualitative) you plan to conduct.

3.4.3 Quantitative survey

Quantitative surveys extract facts and figures from data. It is most frequently utilized to support or refute a theory developed through qualitative research. The analysis step examines the statistical data to form conclusions about your hypothesis, such as verifying or disproving it.

3.4.4 Quantitative survey Advantages and Advantages 

There are various advantages to collecting data via a quantitative survey. For one thing, a quantitative survey enables you to test and validate your conclusions. The analysis phase is typically uncomplicated, as it entails examining numbers. You are not required to assess short written responses, or the adjectives used to describe anything by a participant. There are no subjective judgments or detailed responses involved. On the other hand, quantitative surveys are not always optimal because they necessitate a bigger sample size to arrive at a reasonable result. For instance, if you conduct a survey to 100 people but your store has millions of consumers, it's safe to assume that the responses of your 100 respondents do not accurately represent your whole client community.
3.5 Research Philosophy and Approach Selection 
The purpose of the research is to ascertain the corporate governance impacts on listed companies market value, to evaluate those impacts, understanding the investors knowledge in relation corporate governance practices is fundamental. 
After understanding the different philosophy and approach, the author selects the quantitative methods, both in the application of the Corporate Governance Index and in determining its impact on the company's market value. To get at general conclusions, descriptive statistics were used to examine the author's hypothesis, the 2SLS was chosen (regression analysis).
Therefore, the most appropriate influence for this study is the Positivism philosophy, the choice of this philosophy was made based on its principles which link with the research approach. 
To ascertain if the study is descriptive of the phenomenon under examination, caution is taken to ensure its impartiality. Additionally, statistical, and mathematical methods are used, which are fundamental to positivist science.
3.6 Research Strategy
3.7 Research Question and Objectives Revisited

Given the need to estimate the impacts of governance practices adopted by the companies, and influences on market valuation, was proposed the fallowing research question:

What is corporate governance impacts financially on the market value of publicly traded companies in Brazil?

3.7.1  General Objective

From the research question, the general objective of the work was raised as:

• Calculate the financial impact of adopting the corporate governance framework, on the market value of publicly traded companies in Brazil.

3.7.2 Specific objectives

Specific objectives were drawn up to guide the research and enable the achievement of the general objective.

• Apply the Corporate Governance Index, developed based on the recommendations of the Brazilian Securities Commission (CVM) and the Brazilian Institute of Corporate Governance (IBGC).

• Measure the financial impact of those adopted practices, focusing on the "Novo Mercado level".
3.8 Research Strategy Selection 

After considering the research question, objectives and population, the author selects a quantitative method, using surveys, statistical data and secondary questionaries as the data gathering tool.
To measure the level of Corporate Governance of the companies in the sample, this research used the Corporate Governance Index (IGC) proposed by Carvalhal-da-Silva and Leal (2005), the level of governance practices will be evaluated based on constructs composed of variables that refer to the presence or absence of specific governance attributes, which includes four different dimensions of corporate governance: Transparency, Control and conduct, Composition and functionality, and Shareholder rights.

The IGC is composed of 23 questions that must result in yes or no answers. If the answer is "yes", 1 point is added to the company, in case the answer is "no" which is considered 0 points. The greater number of points accumulated by the company means the greater quality of its governance. Those method was also used by Kapler and Love (2002) and Nobili (2006).  

The questions from the IGC are presented on appendix C. It is noteworthy that these questions were prepared based on the context of the Brazilian capital market, so that aspects that suggest good corporate governance may not make sense in other institutional contexts.
3.9 Collection Primary Data

3.9.1 Sources

The author gathered both primary and secondary data. To obtain the control variables necessary for this investigation and for the company's market value data, the Economatica® database was used. The data are annual, accumulated, and refer to the last working day of the years analysed.
Primary data 

An electronic survey with 8 multiple-choice questions was conducting, it was sent through e-mail and LinkedIn to 2 groups, the first group was composed by people who intend to invest foreseeable future and the second was an investors group on the Brazilian stock exchange (BOVESPA), that were included in this study. This data allows the author to ascertain the extent to which individuals are aware of the Governance Corporate practices. The electronic Survey was developed using the Monkey survey platform and the author received 106 responses. 
Secondary data 

For the collection of secondary data, to calculate the corporate governance index, a questionnaire with questions referring to the determination of the company's CG structure, covering the four dimensions already mentioned, developed by Leal and Silva (2005), was answered by listed companies. 

The Economatica® database was also used to enable the collection of financial and equity data, necessary in the construction of the variables (Market Value, Return on Assets, Indebtedness, and Earnings per Share), as well as the BM&FBOVESPA website, the CVM, and IBGC.
The sample is composed by 99 Brazilian companies listed on the Stock Exchange (B3) from 2018 to 2020 and does not include businesses with insufficient or unavailable data.
3.9.2 Access and Ethical Issues

The public listed company was the crucial choice to access the statistics because those companies have an obligation to public their results. Thus, access to the data were not an obstacle. 

The information about how and when did the company stop adopting governance practices and resulting in negative impacts to the shareholders or even the environment is confidential material that, if disclosed, can be harmful to the organization, that suggests that certain companies could face damage. Although businesses may not be telling all the facts in the study, the danger remains. To avoid those ethical issues the results will not be linked with the company's names present on the sample.
Also, the analysis took care that readers cannot deduce or decide the businesses submitted direct information based on the details included in the final report.

The author's background is in Human resources. Therefore, to avoid conflict of interested, companies with close relationships with the author were not selected. 

In conclusion, there are critical ethical considerations to make when conducting studies. Not all the above-mentioned problems will extend to any research project. There may be significant ethical considerations for programs in other fields. 

3.10 Definition of variables

Dependent variable - Tobin's Q

The Tobin coefficient is represented by the market value of the assets divided by the replacement cost of the assets. A difficulty, in this case, is to obtain the market value of third-party capital or debt since the market value of equity can be obtained from the financial statements of companies.

We chose to adopt the simple approach for calculating Tobin's Q. the numerator of Tobin's Q was calculated as the book value of assets (BVA) minus the book value of equity (BVCE) plus the market value of equity (MVCE). The numerator was obtained from the book value of assets (BVA).

Independent variable – Governance 

Governance variables were used as independent variables, in order to verify their relationship and their impact on the company's market value. One of the governance variables used was the Corporate Governance Index, whose questions are available in Appendix C. 

The dimensions of the IGC were also used as governance variables, in order to verify the impact that each one of them produces, separately, on the market value. There are four dimensions of the IGC: DMI1, which represents the transparency dimension; DMI2, which represents the composition and functionality of the Board Directors; DMI3, which represents ethics and conflicts of interest; and DMI4, which represents the shareholders rights.

Control variable 
To obtain the effects of adopting a good structure corporate governance practice on the company's market value, independent variables, called control variables, must be considered. The company's indebtedness level, growth, size, volatility associated with the company, and ROA (Return on Assets) were used. to avoid any distortion in the data, due to the difference between the size of the companies in the sample, it was decided to adopt the natural logarithm of total assets instead of their currency value.
The last variable is NM, which represents the listing at the differentiated level (Novo Mercado), whose requirements are stricter and tend to contribute to increasing the firm's value. This result is shared by Fama (2003).
The following table summarizes all the variables used in the work, presenting their description, denomination code and formula used:
	NM
	Adherence to the Novo Mercado
	Binary variable (dummy) that indicates the company's adherence to the level
	1 if the company is listed on the NM level

0 if the company is not listed no

new market level on Bovespa

	CGI
	Governance

Corporate Index
	Sum of the scores for each of the 23 questions that make up the IGC
	23

∑ Qj 

1

1 if the answer is yes 0 if the answer is no

	DMI1
	transparency dimension
	scores` sum for questions 1 to 6 of the IGC.
	23

∑ Qj 

1

1 if the answer is yes 0 if the answer is no

	DMI2
	composition and functionality
	scores` sum for questions 7 to 12 of the IGC.
	23

∑ Qj 

1

1 if the answer is yes 0 if the answer is no

	DMI3
	ethics and conflicts
	scores` sum for questions 13 to 18 of the IGC.
	23

∑ Qj 

1

1 if the answer is yes 0 if the answer is no

	DMI4
	shareholders rights
	scores` sum for questions 19 to 23 of the IGC.
	23

∑ Qj 

1

1 if the answer is yes 0 if the answer is no

	
	
	
	

	VOL
	Volatility
	daily stock deviation of returns in São Paulo Stock Exchange
	√(∑ (Pav – Pi)2 / n)

	Q
	company Market value


	The numerator is the book value of assets (BVA) less the book value of Equity (BVA) plus the value of Equity market (MVCE). The denominator is the book value of assets (BVA)
	Q = BVA-BVCE+MVCE

BVA

	IND
	Indebtedness Level of


	The ratio between total third-party capital (CT) and total assets (AT), on the last day of the year, multiplied by 100 (one hundred)
	CT x 100
TA

	ROA 
	Return on assets
	Ratio between net income (NI) and total assets (AT).
	NI

TA

	SIZE
	Company Size 
	Natural logarithm of the company's total assets(TA), measured on the last day exercise.
	Ln (TA)


3.11 Approach to Data Analysis
The estimation method used was multiple regression analysis, applying the two-stage least squares method - 2SLS. The option for the 2SLS occurred as endogeneity was verified between the variables used and in the specification of the research problem, whose interest is in the impact of corporate governance on the company's market value.

Due to the suspicion of endogeneity, in this work, we chose the 2SLS – Two-Stage Least Squares method, which does not correct the endogeneity of the variables, but can estimate reliable and unbiased parameters in its presence (WOOLDRIGDE, 2003). The method that uses instrumental variables, essentially exogenous, must necessarily have the following properties, considering the linear regression equation and the following premises:
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z is an exogenous instrumental variable; y2 the endogenous independent variable; ix, the exogenous independent variables; and u, the error term. Thus, the instrumental variable must not have covariance with the error and must present a relationship, either positive or negative, with the endogenous independent variable in the equation. Instrumental variables have the function of identifying as endogenous variables, avoiding possible biases in parameter estimation (WOOLDRIGDE, 2003).
Considering that variables y1 and y2 are endogenous variables - that is, correlated with error, the model used in this study can be represented by equation [3.7.1] and follows the following premises:
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Once the instrumental variable, zk, is selected for the endogenous explanatory variable, y2, which must satisfy the conditions [3.7.2] and [3.7.3], the model can be calculated. If the variable is considered exogenous, it can itself be used as an instrumental variable, since it satisfies the conditions (Greene, 2003). 

When using 2SLS, regressions are done in two stages. In the first stage, the following regression is considered:
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to calculate an adjusted value for the endogenous variable y2. In the second stage, the regression of y1 on 2 yˆ and on the exogenous explanatory variables is performed, using the method of ordinary least squares. Upon completion of both stages, which do not happen simultaneously, consistent estimators are obtained, called "two-stage least squares estimators"(Greene, 2003).
3.12 Conclusion
This research is founded on a combination of research approaches. The reason for this is because the primary data was qualitative in nature but was analysed quantitatively.
The conceptual framework, hypotheses, and research questions were defined following the current literature on this subject.
The conducted research employs both descriptive and statistics methods and procedures for the purpose of data analysis.
4 Presentation and Discussion of the Findings

4.1 Overview
The following sections will provide the themes identified through the surveys, in accordance with the set hypotheses and the link between the variables illustrated in the conceptual framework built and discussed in Chapter 2.

After data collection and observation, descriptive statistics data were calculated from all variables used in this study, such as governance, ownership, and control variables. Additionally, for those variables related to the financial market, were necessary to use the 2SLS regression method. 

To make the analysis clearer, was decided to display the results by variables type.
4.2 Findings
4.3 Investors Impacts

To analyse the relationship between Investors and Corporate Governance Impacts, a survey was conducted to ascertain the extent to which individuals are aware of the Governance Corporate practices when choosing investments. The survey and graphics are available on the appendix E. 
Investor CG awareness
The Question 3 and 4 aimed to identify the degree of the respondent’s knowledge in relation to the governance board. It is possible to observe that most respondents have little or no knowledge of the corporate governance board, it is noteworthy that about 20% of respondents had an average knowledge, and less than 10% considered themselves to have great knowledge about the corporate governance board.  The results show that 53% of respondents consider the company's governance structure when making the decision to invest. 

Transparency and Efficiency
The Question 5 and 8 aimed to identify if the investors feel secure about the transparency and efficiency of companies towards them. It is possible to observe that 70% of the selected sample are satisfied with the companies’ transparency and believe that the interests and shareholders rights are being attended to, while 20% have a contrary opinion, which is consistent with the review literature.
Corporate Governance Levels 
Approximately 73% of respondents have some knowledge of the levels of corporate governance implemented on the Brazilian stock exchange, only 26.26% are aware of these levels. In addition, the results showed that 62% of respondents do not invest in companies that do not have any degree of governance, however, a considerable part 38% still invest in companies that do not have a board of directors.
To test the consistency of the results, the behaviour of investors will be compared with the results obtained by the companies in the sample. Below is the descriptive analysis.
4.4 Companies' market value descriptive statistics
To verify the effects of the quality of corporate governance practices on the performance of publicly traded companies, descriptive statistics of main variables are used in the tables below.
Table 3 - descriptive statistics
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Source: Author's elaboration.
It appears that there was an average increased in Q of 11.18% from 2018 to 2019 and 21.81% from 2019 to 2020, totalling a positive variation of 35.42%. This increase follows the variation of the IBOVESPA index in the same period, which grew between 2018 and 2020 of 45.5%, according to the São Paulo Stock Exchange (BOVESPA, 2020). Leal and Silva (2005) obtained results considerably lower than those found in this work when analysing the years 1998, 2000, and 2002. 
Despite choosing to calculate the annual average to verify the annual evolution of each variable, the values found were relatively higher. This fact is mainly due to the development of the Stock Exchange, which between 2018 and 2020 had its capitalization increased. (BOVESPA, 2020).

The descriptive statistics of the control variables and their annual variations are in the fallowing table.    

Table 4 - Control variables
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Analysing the data shown above, it appears that the average size of companies remained practically constant in the three years analysed. The small variation shows that there were no major changes between the total asset companies levels analysed in this period. 

In relation the growth variable, there is a reduction in the average variations in sales revenue of the company researched. A reduction between 2018 and 2019 may still have been affected by outliers as the maximum value found for the year 2018 and the minimum for the year 2019. 
The year 2020, however, reveals a drop in the average, without being affected by any observations that may distort the results.[image: image9.png]INDEBTEDNESS - INDB
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Source: Author's elaboration.
The average level of indebtedness of companies, analysed by their average, did not change much, remaining between 29% and 26%, but it is interesting to note the value found between 2018 and 2020 has decrease, which indicates a reduction in the participation of third-party capital in the company's capital. 
Regarding the ROA variable, there is a considerable increase between 2018 and 2019, remaining practically stable in 2020. The average obtained for the volatility variable indicates a decrease in the analysed period. Therefore, since volatility is directly related to the risk perceived by the investor (DROBETZ and FIX, 2003), it is possible to affirm that the perception of risk for the São Paulo Stock Exchange is decreasing. This data is in line with the increase in the capitalization of BOVESPA, already mentioned above.

The representative variables of the company's corporate governance structure were also analysed, namely the corporate governance index and the score of each dimension. 

Table 5 - IGC descriptive statistics 
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Source: Author's elaboration.
The average found for the IGC ranged from 10,31 in 2018 to 11,55 in 2020, indicating an improvement in the companies’ corporate governance quality. This result confirms the growing trend found by Leal and Silva (2005), indicating a greater companies’ interest in improving their level of governance. However, as the maximum score of the IGC is 23 points, it appears that the averages found are still low. The maximum score was 17 points in 2018 and 2019 and 18 points in 2020. This fact shows that even the companies which obtained the highest scores comply only 75% of the recommendations considered IGC in 2020. Companies that are on average fit only 43% of the recommendations.

The descriptive statistics found for the four IGC dimensions are presents on Table 6.  Table 6 - Corporate governance dimensions
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Source: Author's elaboration.
The transparency dimension (DMI1) obtained the highest averages, around 4 points in the three years, with companies that did not obtain any points and companies with the maximum score of 6 points. This result shows that Brazilian companies obtain most of their points in the IGC, from adjustments related to transparency. One reason for this is that transparency suggestions are easier to adopt. Question 5, for example, deals with the financial statement’s publication in US GAAP format. If the company has an ADR, the body that regulates the American capital market, the SEC (Securities Exchange Commission) requires to the company provide the financial statements according to the ADR standard. Another interesting issue is addressed in the question 6, the IAN form, which is mandatory for companies listed on the Bovespa, already requests the disclosure of the CEO and the board`s remuneration. Therefore, companies are already used to this standard.

Despite having lower average scores than the transparency dimension (DMI1), the Board Directors Council (DMI2) and shareholder rights (DMI4) dimensions are the ones with the greatest positive variation, indicating greater companies’ dedication to improve governance aspects related to these dimensions (explained in the literature review). Another relevant aspect is that many of the recommendations contained in DMI2 are covered by the Bovespa requirements levels. Despite the DMI4 score being the dimension that less contributed to the overall index score, with averages ranging between 1.25 and 1.55, this dimension had an increase of 24% between 2018 and 2020, indicating that companies are choosing to increase the governance structure on issues related to shareholder rights. On the other hand, the ethical dimension (DMI3) and show a decrease in their average. This fact is mainly due the convictions of some companies by competent bodies, such as the CVM. It is noteworthy that this finding does not indicate that companies are committing more infringements, but that the CVM is monitoring and judging more processes.

Table 7 - Correlation between Q and independent variables
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Source: Author's elaboration
In addition to the relationships between the variables and Q, were analysed correlations between all variables, the table is available in Appendix D. Among the correlations, it is worth highlighting the results found between the CGI and the indebtedness level (IND),
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are positive and significant. As stated by Perobelli et al. (2005), the corporate governance level can reduce the company's cost of capital, thus increasing the indebtedness level. This relationship is also positive for the NM variable, significant at 1%. The relationship between CGI, NM, and VOL is negative and significant, according to the correlation table, showing that the level of corporate governance is inversely proportional to the daily stock returns.

4.4.1 Estimation Analysis results

Regressions were performed using the 2SLS method and the results were tested for heteroscedasticity, multicollinearity, and normality. The problems found were fixed, and new regressions were calculated for the three years analysed.

First, the corporate governance index (IGC) was used in the regression as a corporate governance variable, together with the control variables. The results found are shown in the following table:

Table 6 - 2SLS & IGC and independent variables
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F-statistic 7,356,761 1,050,171 2507507
Prob (F-statistic) 0,000000  0,000000  0,000000

* Significant at 10%
** Sign nt at 5%
** *Significant at 1%





The above table shows a positive and significant coefficient in the ROA and IND variables. The NM variable has also a positive result in the three years analysed and its coefficient is significant in 2019. It is worth emphasizing the magnitude of the coefficient value found, which is only not greater in terms of absolute values when comparing with the VOL coefficient found in this same year. This result indicates that adherence to the highest level of demand in terms of adequacy to governance standards increases companies value. As expected, ROA also contributes to increasing the company's performance, showing similar significance and values in the three years analysed.

The coefficient of determination R2 of the regression is 0.67, indicating a reasonable level of regression adjustment efficiency. Moving on to Adjusted R2, the determination coefficient, measures the explainable level of the dependent variable by the proposed model, considering the number of independent variables and the sample size, it appears that this presents a high value, making it possible to understand that the model is adjusted. 

However, the coefficient found for the CGI is negative in 2018 and 2019 and positive in 2020, although in the last two years they have not been significant. Obtaining a negative coefficient goes against the results expected and found in theory, including those found by Leal and Silva (2005). From the perspective of analysis, results such as these would indicate that the increase in the level of governance contributes to reducing the company's value, which is contrary to the theoretical knowledge already mentioned.

Regressions were performed using the four ICG dimensions as the corporate governance variable. The results found were like those described above.

The coefficient DMI1variable (represents the transparency dimension) is negative and significant for 2018 and 2019. In 2020, it appears positive but not significant. In the case of variable DMI2, its coefficient is negative in all three years analysed and not significant in any of them. Variable DMI3 is negative and significant throughout the period selected for study, in this case, the years 2019 and 2020, leading to the understanding that, the increase in attempts to maintain ethics and avoid interest's conflicts, can result to a decrease in company's market value. Variable DMI4 is the only one that presents a positive coefficient in both years, although only in 2020 it presented a significance level of 10%.

All these results, except for those found for variable DMI4, are contrary to the theory studied and conflict with those results obtained by Leal and Silva (2005), except for the DMI3 negative coefficient also found by the authors, which the justification does not appear in the original work. In this work, the other control variables appear with results as expected and eventual significances.

It is important emphasizing the positive results and predominant significance of ROA in all the years and regressions performed, with a single exception for the regression shown in Table 7, together with the other results.
Table 7- Four Dimensions & 2SLS 
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The NM variable has a positive result in all the regressions performed, the coefficient being significant in six of them. The value found for the coefficients is also noteworthy, as it is among the highest found. These results state that the option for listing on the Novo Mercado (new market) on Bovespa causes an increase in the company's market value, which in line with the results found by Famá (2005) and Bridger (2006). The coefficients of determination, both R2 and Adjusted R2, in practically all regressions present considerably high values, indicating the efficiency of adjustment of the chosen model.
4.5 Discussion
Explanations were sought to justify the results that indicated the inadequacy of the governance index and its dimensions, which suggested that those dimensions could not be variables representative of the corporate governance level of public companies listed in the São Paulo Stock Exchange. For this, were analysed again the questions that composed the IGC, to find any evidence that would provide this justification, also the Novo Mercado regulation.
The investigation has shown that, from 23 questions addressed by the IGC, 10 were considered mandatory in the Regulation of the Novo Mercado. This shows that 42% of the recommendations included in the IGC are adopted by companies that opted for listing in the Novo Mercado level. Considering that the average score found by the IGC in the three years was around 43%, the fact that the company is listed in the new market already covers most of the adaptations presented by the companies.
Special attention should be given to questions 13 and 14 of the IGC, which deal with the condemnation of companies by the CVM. According to Leal and Silva (2005), these questions are aimed at verifying whether companies follow the legislation governing publicly traded companies and with the recommendations of the CVM, responsible for monitoring them. However, the same authors claim that the CVM's monitoring and judgment system is not effective, as there are not as many convictions as it should. Thus, it is concluded that the verification of convictions and punishments by CVM is not a good determinant of compliance with the law by companies, as it does not effectively translate this fact. Therefore, it is believed that questions 13 and 14 represent inaccurate information and can distort the CGI variable.
Question 22 also deserves attention. As highlighted by Andrade and Rossetti (2004), property in Brazil is concentrated and practically controlled by families. Therefore, the cross-property is not relevant since the verified concentration is already high when considering the direct property. Based on this evidence, it is possible to see that question 22 is also irrelevant and may bias the corporate governance measure represented by the IGC and its dimensions.
The questions 17 and 18 bring difficulties to answer when dealing with a company listed in the new market. This is because they address the conflict between owners of shares with voting rights and those with the right to cash flow. This fact may also have contributed to the results contrary to the theory found, given the use of the IGC and its dimensions as representative variables of corporate governance. However, as the number of companies listed in the Novo Mercado segment increased, there is a need to reformulate questions 17 and 18.
It is important to highlight the question 5, which considers the hiring of one of the leading audit firms such as Deloitte and Ernst & Young. All analysed companies scored on this question in the three years analysed. Since the sample is representative of the general market capitalization (it represented 85% of the total capitalization in 2018, 78% in 2019 and 84% in 2020), it appears that hiring reputable auditing firms is natural for companies that represent most of the market capitalization. Thus, it is believed that this question is not relevant to verify the level of corporate governance of the company, since it does not present any differential between the companies.
4.6 Conclusion
Surprisingly, the findings reported that the Leal and Silva (2005) model and its dimensions presents inconsistencies, from the 23 questions, it is believed that 8 questions were irrelevant, representing inaccurate information and therefore can distort the CGI variable. Tt is possible to ask only 16 of them, a number that represents 66% of the total. Such questions may have led to the results found, which are contrary to the theory, due to possible biases and an inadequate representation of the companies' corporate governance structure.
It can therefore be assumed that the hypothesis 1 of this study can only be partially confirmed, since it was verified for the studied sample, that the governance proxies proposed by Leal and Silva (2005) are not adequate. However, by choosing the NM variable as representative of the corporate governance structure, its financial impact on the market value of publicly traded Brazilian companies can be confirmed. As Carvalho (2003) and Bridger (2006) attest that the option for listing on the New Market is an adequate variable to represent the corporate governance structure adopted by companies, this conclusion can be supported by previous studies and, therefore, it's valid.

In relation to the Hypothesis 2, it was found that the transparency dimension is the one that most contributes to the company's governance structure, based on the analyses of the corporate governance index by Leal and Carvalhal da Silva (2005). However, it is not possible to relate this dimension to the company's market value, since the IGC variable was inadequate for such analysis.
Given the above, it appears that the corporate governance index, should be reassessed, as it presents inconsistencies and does not reflect the listing conditions at the different levels presented, also those of the Brazilian reality in terms of punishments and ownership.

Also from this analysis, it is possible to confirm that the new market variable is representative of the corporate governance structure of the Brazilian companies investigated since it covers a large part of the contributions contained in the index and does not present inconsistencies. Therefore, it appears that, for the analysed sample, the Novo Mercado variable is the most adequate to represent the company’s corporate governance structure.
5 Concluding Thoughts on the Contribution of this Research, its Limitations and Suggestions for Further Research

5.1 Implications of Findings for the Research Questions

The DMI3 control and ownership variable, for the year 2018 was not considered for the 2SLS regression analysis. This is due to the determination R2 coefficient and the Adjusted R2 negative results found, showing that there was no efficiency in the model adjustment. According to Greene (2003), this occurrence may be due to the use of inappropriate instrumental variables. Substitutions of the instrumental variables were made, but the problem could not be resolved for that specific year. Due to the time and difficulty of collecting new data and finding a more adjusted instrumental variable, it was decided to exclude this specific regression from the analysis this year. This decision can be based on the results of Leal and Carvalhal da Silva (2005), who chose not to present the results of the first years analysed.
5.2 Contributions and Limitations of the Research

The research's primary limitations occur due to lack of data for several years, which limited the sample size and precluded the use of other econometric methodologies to address potential issues of reverse causation between governance and performance.
5.3 Recommendations for Practice
To improve the carried-out study, aiming to achieve better understanding of Corporate Governance practices and impacts, recommended a few themes that emerged during the preparation of this work, which could bring further clarification, depth, and complementarity for future research. 

Recommendations:

· Analyse companies by sectors of activity.
· Add macroeconomic variable models.
· Assess the companies' Shares effects after obtaining the different Governance certifications (levels 1 and 2).
· Evaluate the possible effects that IFRS (International Financial Reporting Standards) the set of new accounting rules introduced in 2007 by Law 11,638, may have had after its implementation.
Is also recommended for future studies to be carried out using the same variables with another statistical analysis techniques, such as simultaneous equation systems, to test the consistency of the results. 
5.4 Recommendations for Future Research

It should be noted that the experimental results do not agree with the theoretical suggested model. This may be due to the inconsistent questions and variables. Therefore, is recommended to analyse later years, to obtain a longer analysis horizon in relation to institutions listed in the new market level. In addition, due to the current research having accessed data until 2020, the Covid-19 influences for the Corporate Governance practices should also be accessed. 
Another suggestion is to compare these results with those obtained by similar surveys in countries whose financial markets are in similar conditions of development, to verify the governance practices that effectively contribute to the market value of companies.
5.5 Final Conclusion and Reflections

The results of this investigation show that it is possible to confirm the hypothesis that corporate governance contributes to financially increasing the companies’ valuation. However, this study has identified that the variables first chosen to represent corporate governance were not adequate, as they provided inconsistent and contrasting results with the theory studied and with the original study by Leal and Carvalhal da Silva (2005).
However, it was decided to adopt another variable representing governance, the NM, due to the option for listing at the Novo Mercado level on the Bovespa. By choosing this proxy for governance, the results found were consistent and significant, confirming the financial contribution of governance to the increase in market value.
Therefore, it was found that for the studied sample and for the period studied, the corporate governance index model, and its dimensions are not adequate proxies to represent the level of corporate governance in Brazil. On the other hand, corporate governance can be represented by adherence to the New Market level, whose requirements considerably raise the company's corporate governance level.
Hubbard and Vetter (1991) state that 60% of the re-applications in finance lead to conflicting results with the original study and only 20% find full confirmations. According to the authors, the failure to confirm the results of the original study indicates the need for a more detailed investigation on the topic. Similar results were also found in Hubbard and Armstrong (1994) and Reid, Soley and Wimmer (1981).
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PLAIN LANGUAGE STATEMENT 

Introduction to the Research Study

Research Study Title:  The Financial Impact of Governance Corporate on the Company's Market Value: Evidence from Brazil

University: Griffith College, Graduate Business School.

Principal Investigator: Dr Garrett Ryan. 

Researcher Name: Perla Correia da Conceicao

Email: perlacorreia@icloud.com

II.
Details of what involvement in the Research Study will require

This project involves taking part with completion of a survey.  The survey responses will be recorded, and seek to gather information on your experience related investments. Questions are directed towards your thoughts on whether Governance Corporate adherence level  is a crucial factor when choosing to invest. I estimate the survey will take no longer than 3 minutes to complete. 

III.
Potential risks to participants from involvement in the Research Study (if greater than that encountered in everyday life) I do not anticipate any risk to participants as a result of participation in this Research Study.

IV.
Benefits (direct or indirect) to participants from involvement in the Research Study

The objective of this Research Study is to gain new knowledge that will enable the financial impact of Governance Corporate on the Company's Market Value. This study may, therefore, be of benefit to you by providing you with the opportunity to contribute to body of knowledge on finances and Corporate relations on listed companies, In addition to the study relevance, verifying the influence of governance on the economic and financial performance of companies helps to prove and publicize the relevance of this issue,  so that you and or society may benefit.

V.
Advice as to arrangements to be made to protect the confidentiality of data, including that confidentiality of information provided is subject to legal limitations 

Every effort is made to ensure the confidentiality of the participant. Participant names will not be recorded, as all participants will be assigned a code. Where used, recorded survey data will be downloaded to a password-controlled computer, survey results are held within password-controlled documents. Participant biographical details and or mention of other persons will be omitted in the final report. Confidentiality of information provided is subject to legal limitations.   

VI.
Advice as to whether or not data is to be destroyed after a minimum period 

Survey data will be destroyed on the successful completion of this master’s degree in full compliance with GDPR regulations.  
VII.
Statement that involvement in the Research Study is voluntary

Involvement in this Research Study is voluntary.  Participants who decide to take part may withdraw from the Research Study at any point.  There will be no penalty for withdrawing before all stages of the Research Study are complete..  

If participants have concerns about this study and wish to contact an independent 

person, please contact: 

Dr Garrett Ryan
Graduate Business School
Research Committee
Griffith College
South Circular Road, Dublin 8, Ireland
 
Phone:  + 353 1 416 3324
Email: garrett.ryan@griffith.ie
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INFORMED CONSENT FORM 
I.
Research Study Title:  The Financial Impact of Governance Corporate on the Company's Market Value: Evidence from Brazil
University: Griffith College, Graduate Business School.

Principal Investigator: Dr Garrett Ryan. 

Researcher Name: Perla Correia da Conceicao

Email: perlacorreia@icloud.com

II.
Clarification of the purpose of the research

The aim of this research is to gain an understanding of the financial impact of governance corporate on the companies capitalization, Furthermore, through a combination of your participation and the latest research into governance corporate, this research will add to the body of academic understanding of finances and governance corporate relationship. 

III.
Confirmation of particular requirements as highlighted in the Plain Language Statement

Every effort is made to ensure the confidentiality of the participant. Participant names will not be recorded, as all participants will be assigned a code. Where used, recorded survey data will be downloaded to a password-controlled computer, survey results are held within password-controlled documents. Participant biographical details and or mention of other persons will be omitted in the final report. Confidentiality of information provided is subject to legal limitations. 

Participant – please complete the following (Circle Yes or No for each question)

Have you read or had read to you the Plain Language Statement
Yes/No
Do you understand the information provided?


  Yes/No
Have you had an opportunity to ask questions and discuss this study?  Yes/No
Have you received satisfactory answers to all your questions? 
   Yes/No
Are you aware that interviews will be audiotaped?


   Yes/No
IV.
Confirmation that involvement in the Research Study is voluntary

Involvement in this Research Study is voluntary.  Participants who decide to take part may withdraw from the Research Study at any point.  There will be no penalty for withdrawing before all stages of the Research Study are complete.  

V.
Advice as to arrangements to be made to protect confidentiality of data, including that confidentiality of information provided is subject to legal limitations 

Survey data will be destroyed on the successful completion of this master’s degree in full compliance with GDPR regulations.  
VI.
Participant Signature:
I have read and understood the information in this form.  My questions and concerns have been answered by the researcher, and I have a copy of this consent form.  Therefore, I consent to take part in this research project

Participants Signature:








Name in Block Capitals:








Witness:












Date:














Appendix C – 

[image: image22.png]Questionnaire applied to Brazilian Companies — CGI

Each question corresponds to a “Yes” or “No” answer. If the answer is “Yes”, the value of 1 point is
assigned to the question. Otherwise, the value 0 is assigned. The Index is the sum of the points for
each question and the maximum value is 23. The index dimensions of the index are for presentation
purposes and there is no weighting between questions. All questions are answered from publicly
available information and not through interviews.

Transparency Dimension:

1.

Does the company's annual report, website, or any other communication mechanism
include information about potential conflicts of interest, such as related party
transactions?

Does the company specify in its annual report or any other communication mechanism
sanctions against management or management in case of violation of proposed
corporate governance practices?

The company prepares the financial reports required by law within the prescribed
period.?

The company uses international methods of accounting. (ASB or US GAAP)?

The company uses one of the leading companies in global audit? (PWC, Coopers &
Lybrand, KPMG, Ernst & Young, Deloitte, Touche & Tohmatsu)

Does the company report on its website or annual report the remuneration of the CEO
and members of the Board of Directors?




[image: image23.png]Board Directors Dimension:

7. The chairman of the board and the general director of the company are different people?

8. Does the company have monitoring committees such as compensation, nomination, or
audit committees?

9. Is the board clearly composed of external and possibly independent (non-controlling)
directors?

10. The board has between 5 and 9 members, as recommend by the IBGC?

11. Board members have a mandate of a year, as recommended by the IBGC?

12. There is a permanent fiscal council in the company?

Ethics and conflicts Dimension:

13.Is the company free from any current lawsuit at CVM regarding bad corporate
governance practices?

14. The company is free from any conviction or fine imposed by the CVM in relation to
bad corporate governance practices or any other violation of securities laws in the last
five years?

15. Does the company use the Arbitration Chamber instead of the regular legal systems, in
case of bad corporate governance practices?

16. The controlling group, considering the agreement of shareholders, own less than 50%
of the voting shares?




[image: image24.png]17. The percentage of non-voting shares 1s less than 20% of the total capital?
18. The index of controlling shareholders of rights of cash flows for voting rights is greater
than or equal to 1?

Shareholders' rights Dimension:

19. Does the company's articles of incorporation or consolidated shares facilitate the voting
process for all shareholders beyond what is required by law?

20. Does the company allow tag-along rights beyond those required by law? (legal
requirements 80% for shares with voting rights and no tag-along rights for non-voting
shares).

21. Are pyramidal property structures that decrease the concentration of control present?

22. Are there shareholder agreements that reduce the concentration of control?

23.Is the company's free-float greater than or equal to what is required by the Sdo Paulo
stock exchange for the "Novo Mercado" (25%)?





Appendix D – Correlation
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DMI1 | DMI2 DMI3 DMI4 ROA IND
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IND 0,05 0,062
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* Significant at 10%





Appendix E – Investors Survey 

[image: image26.png]Q1 Did you have the opportunity to read the consent form? (Vocé teve a
oportunidade de ler a declaragdo de consentimento?)

Answered: 106  Skipped: 0
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[image: image27.png]Q2 How many investments do you have? (Quantos investimentos vocé
tem ?)

Answered: 106  Skipped: 0
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[image: image28.png]Q3 How would you rate your knowledge of the Governance Council of the
companies in which you invested? (como vocé avaliaria 0 seu
conhecimento sobre o conselho de governanca das empresas em que
investiu?)

Answered: 106  Skipped: 0
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[image: image29.png]Q4 On what scale of importance would you classify the Corporate
Governance structure when choosing new investments? (em qual escala
vocé classificaria a importancia de uma boa estrutura de governanca no

momento da escolha de novos investimentos?)

Answered: 106  Skipped: 0

Other (pleast
specify)
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[image: image30.png]Q5 As a stakeholder, how would you assess the transparency and
efficiency of companies (from investments)? (Como parte interessada,
como vocé avalia a transparéncia e a eficiéncia das empresas?)

Answered: 105  Skipped: 1
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[image: image31.png]Q6 How often do you participate in public meetings with analysts and
investors? (Com que frequéncia vocé participa de reunides publicas com
analistas e investidores)

Answered: 106  Skipped: 0

0
1

2
3
4
5

Other (pleast
specify)

0% 10% 20% 30% 40% 50% 60% 70%  80%  90% 100%




[image: image32.png]7 How many companies without a governance board or which do not
adopt any corporate governance practices do you invest in? (Em quantas
empresas sem conselho de governanga ou que ndo adotam nenhuma
préatica de governanca corporativa vocé investe)

Answered: 106 Skipped: 0
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[image: image33.png]Q8 As a stakeholder, do you believe that the interests and rights of
shareholders are being met? (vocé acredita que os interesses e direitos
dos acionistas estdo sendo atendidos?)

Answered: 106  Skipped: 0
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� Tobin Coefficient: proxy used to measure the company's market value (LEAL and CARVALHAL DA SILVA, 2005)
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