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Introduction 

• This session is focused on several issues including : 

– Corporate governance (CG) of pension funds; 

– Communication/education of pension fund beneficiaries; 

– The role and influence of pension funds on corporate 
governance of the companies they invest in. 

• I will focus mainly on the third issue as an OECD priority 
because of the positive influence that pension funds can 
have on CG, capital markets and economic growth.   

• The OECD’s Latin American Corporate Governance 
Roundtable has found that pension funds have played a 
leading role in increasing the attention given to 
corporate governance in the region. 

• Yet, how far pension funds should be expected or 
required to go is a subject of much current debate. 



OECD Principles of Corporate Governance 

recommendations for institutional investors 

• The OECD CG Principles, which are currently under 
review to be updated, make the following 
recommendations for institutional investors: 

– Principle II.F: The exercise of ownership rights by all 
shareholders, including institutional investors (IIs), should be 
facilitated. 

– II.F.1: IIs acting in a fiduciary capacity should disclose their 
overall corporate governance and voting policies with respect to 
their investments, including the procedures that they have in 
place for deciding on the use of their voting rights 

– II.F.2: IIs acting in a fiduciary capacity should disclose how they 
manage material conflicts of interest that may affect th exercise 
of key ownership rights regarding their investments. 

–  II.G: IIs should be allowed to consult with each other on issues 
concerning their basic shareholder rights…subject to exceptions 
to prevent abuse. 



What’s new since the OECD Principles were last revised? 

• Recognition that IIs have not played the CG role that 

OECD has encouraged. 

• Why not? Many types of investors, funds and strategies 

with different incentives which do not encourage active 

engagement on CG issues.  Business models and 

incentives tend to drive II behaviour more than legal or 

regulatory requirements. 

• IIs often passive, yet shareholder voting has increased 

along with reliance on proxy advisory services. 

• These services may apply one-size-fits-all or box-ticking 

advice and may have conflicts of interest. 

• Therefore, current reluctance to impose requirements to 

mandate consideration of CG in investment decisions or 

voting that may have unintended consequences.  

 



Should pension funds be considered differently? 

• Pension funds play a special role because in many cases 
they manage compulsory savings, so have a duty to serve 
the public interest and to exercise vigilance in protecting 
the future benefits of retirees. 

• With low liquidity in most Latin American markets, 
pension funds have a long-term stake in the market, 
giving stronger reasons to consider corporate governance 
practices to improve company value over longer term. 

• In some countries such as Chile, Colombia and Peru with 
small number of large funds, structure and size may 
facilitate effective influence on CG. 

• If they succeed in positively influencing the growth and 
viability of local capital markets, beneficiaries will 
benefit. 



Strengthening Latin American Corporate Governance: the 

Role of Institutional Investors 

An ongoing priority topic of the Latin 

American Roundtable on Corporate 

Governance over the last 5 years 

Governance 
 

Report and Recommendations published in 

English and Spanish in 2011 at: 
 

http://www.oecd.org/daf/ca/latinamericanroundtable

oncorporategovernance.htm 

 

Other OECD publications include: “The Role of 

Institutional Investors in Promoting Corporate 

Governance” (2011) and “Institutional Investors as 

Owners – Who are they and what do they do?” 

(2013) 

http://www.oecd.org/
http://www.oecd.org/daf/ca/latinamericanroundtableoncorporategovernance.htm
http://www.oecd.org/daf/ca/latinamericanroundtableoncorporategovernance.htm
http://www.oecd.org/daf/ca/latinamericanroundtableoncorporategovernance.htm


Key recommendations (1): CG in investment decisions 

• Distinguishing better-governed companies for investment 
purposes: 

• Legislators and regulators should enact measures that 
enable or encourage Institutional Investors (IIs) to 
efficiently include governance analysis in their 
investment appraisal process (e.g. by investing higher 
amounts in well-governed companies or limiting their 
investments in companies that don’t meet governance 
standards). 

• Colombia requires its pension funds to take corporate 
governance into account in its investment decisions, 
and Peru also has requirements for pension funds to 
invest in companies with good governance practices.  

• Makes most sense in countries with small number of 
large pension funds.  Uniform requirements make less 
sense in diverse PFA environment such as in Mexico 
and Brazil. 

 
 



Key recommendations (2): Formulating and 

disclosing CG policies 

• IIs should formulate CG policies including what 
they consider in their investment decisions and 
communicate these to the market. 

– This may take form of publicly disclosed governance 
codes or guidelines concerning the expectations they 
have of their clients. Stronger signal to market if all 
pension funds have such codes. 

– PFs in Brazil, Chile and Peru have issued such codes. 
Colombia references national code in its decisions. 



Key recommendations (3): Voting  

• OECD Principles of Corporate Governance do not prescribe an 
optimal degree of investor activism but suggest that “many investors 
are likely to conclude that positive financial returns and growth can 
be obtained by undertaking a reasonable amount of analysis and by 
using their voting rights.”  

– Chile, Peru and Colombia (and Israel) have instituted such 
requirements for pension fund shares above certain threshholds. 

– Main benefit: has raised the profile of the importance of 
corporate governance and issuer responsiveness to minority 
shareholder requests for information. 

– Important to include provisions to deal with conflicts of interest 
so that PFs do not vote in such cases. 

– Legal framework should provide for sufficient and timely 
information, electronic voting, to facilitate informed voting. 

• Even if not required to vote, IIs should develop and disclose their 
policies and procedures for using their voting rights. 

 



Key recommendations (4): board composition and 

remuneration 

• IIs should seek to influence the composition of 
boards to include independent and non-
executive directors, including through 
nomination of candidates where legally allowed. 

– Brazilian and Chilean legal frameworks facilitate 
election of board members by minority shareholders. 

– Peru and Chile PFAs have used “head-hunter” firms 
to identify good independent candidates. 

• IIs should seek to ensure that executive 
compensation is linked to managers’ 
performance and that their incentives are 
aligned with those of shareholders. 



Key recommendations (5): Internal corporate 

governance 

 

 
• IIs should  be required to follow advanced CG 

standards on issues such as:  

– Accountability of fund managers to their 
beneficiaries; 

– Proper Board/Trustee oversight of management; 

– Mechanisms for dealing with and disclosing how they 
manage conflicts of interest; 

– Aligning fee structures in favor of quality, interests of 
beneficiaries, rather than “churning”; 

– OECD Guidelines for Pension Fund Governance 
provide more detailed guidance at 
www.oecd.org/dataoecd/18/52/34799965/pdf . 

http://www.oecd.org/dataoecd/18/52/34799965/pdf


Considerations for the future 

• Roundtable serves as a platform for promoting 
implementation of these recommendations. 

• Reports from Brazil, Chile, Peru on actions and 
further plans for implementation 

• Next version of the OECD Principles of Corporate 
Governance will need to consider ongoing debate on how 
far legal and regulatory framework should go in trying to 
impose or encourage IIs to promote CG and exercise 
their rights. 

• Important to recognize diversity of models for II 
business strategies, and not to impose one-size-fits-all 
requirements. 



  

 

Thank you for your attention! 

  
www.oecd.org/daf/corporate 

 


