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Abstract

This paper sets forth tha t governanc e b rokerage c an be regarded as a
na tura l outg rowth of the ac tua l p rac tic e of Corpora te Governanc e. To
lay the foundations of our sub jec t, firstly we delve into the dua l na ture of
any transac tion. Then we move on to define what the e xpression
“ governanc e b roker”  means, underlining five p rofessiona l a rrangements
from whic h governanc e intermed ia tion c an be ac hieved . Next, it is shown
how trade sp lits up ec onomic agents’ information sets, g iving rise to the
brokerage of asymm etric information. Afterwards, we acc ount for the
ways a governanc e b roker meets his goa ls in dyad ic and polyad ic
re la tionships, b ring ing forward d istinc tive c ourses of ac tion: c linic a l
assistanc e, c onsultanc y to foster g rowth and va lue, governanc e
en g ineering , tutoring on g loba l standards of governance, med ia tion in
c onflic ts of interests, even interna tiona l intermed ia tion.

JEL: G30, G34, G20

Key words : governanc e b roker, information sets, dyad ic and polyad ic
re la tionships,  b rokerage of asymmetric information, c orpora te
governanc e.
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INTRODUCTION

Whene ver any intermed ia ry fulfills his p rofessiona l tasks, he a lso c arries out
the ro le of a broker of asymmetric informatio n1. In this paper, we a rgue
tha t governanc e p rac tic e in everyday life g ives rise to governanc e
brokers2. To acc omplish our ob jec tives, we a re going to develop the
following top ic s:

Sec tion 1 dea ls w ith information sets, moving on ne xt to the dua l na ture of
any transac tion.  In sec tion 2, it w ill be introduc ed what a governanc e
broker stands for, pointing to some rea l p layers in suc h b rokerage fie ld .

It is for sec tion 3 firstly to show how the governanc e b rokerage ac tua lly
does sp lit up information sets and , sec ond ly, to point up d istinc tive
en vironmen ts in whic h e c onomic agen ts and b rokers trade upon
asymm etric information.

Last of a ll, sec tion 4 add resses the ro le of a governanc e b roker foc using
on dyad ic and tryad ic re la tionships through which he b inds himself w ith
othe r ec onomic agents who ask for his p rofessiona l assistanc e.

1. INFORMATION SETS

Eithe r by trad ing stra ight w ith another party, or by means of a third agent
who ac ts on his beha lf as an intermed ia ry, any politic a l or ec onomic
ac tor3 makes up his mind on the basis of ava ilab le information4, whic h
springs from his own stoc k or, still furthe r, from the one supp lied by his
c ounterpart or intermed ia ry. In this c ontext, trad ing refers to a w ide range
of events or p roc esses which c omprises the buying and selling e ithe r of
merc hand ises or services, intermed ia ting , c ontrac ting , kee p ing long or
short future positions in the c omm od ities, financ ia l or labor markets,

                                               
1 Apreda (2001) is an introduc tion to this issue, and the p lac e where it was co ined the
exp ression “ the brokerage of asymm etric informa tion” .
2 This paper contributes to the researc h line on the field o f governanc e into which I have
bee n engaged the last eight years. I p resented a prior dra ft w ith the underlying
ma thema tic a l founda tions, a t the Eastern Financ e Assoc ia tion 2006 Annua l Mee ting,
held in Philadelphia. A stronger rendering of our research work has been our rec ently
pub lished book “ Differentia l Ra tes, Residua l Informa tion Sets, and Transac tiona l
Algeb ras” , Nova Pub lishers, New York, 2006a.
3 It goes without saying tha t “ ec onomic or po litic a l ac tor (or agent)”  stands for both
ind ividua ls and organiza tions.
4 As from now, a lthough most o f wha t c an be pred ic a ted upon informa tion sets is
a ttac hed either to po litic a l or ec onomic ac tors, we restra in ourselves to the la tter in the
rema inder o f this paper.
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c onsulting , negotia ting a peac e agree ment, even d isc ussing in
Parliamen t for a Bill to be passed .

Neverthe less, and narrowing down the e xamples to mee t this paper’ s
ob jec tives, we a re partic ula rly c onc erne d with those e xc hanges in whic h
organiza tions bec ome involved when reshap ing their governanc e
struc tures. It does not seem fa rfetc hed to regard most of wha t takes p lac e
in those environments as stemm ing from the e c onomic units’ underlying
information sets.

Definition 1 Information Sets

By an Information Set  of c erta in e c onomic ac tor “  e “  at da te “  t “  is
meant a ll the ava ilab le information he gets acc ess up to tha t da te.

We denote suc h a set as
WW( t ; e )

and the fac t tha t past information up to tha t da te is a lso stored in the
c urren t information set c an be transla ted by the ne sting c ond ition:

WW( t – j  ; e )    ÍÍ     WW( t ; e )    ;      j : 1, 2, 3, ......

While this is a w idely known definition, some qua lific a tions a re worth
notic ing for the sake n ot only of semantic s but rigor, as well.

a ) We sa id tha t the agen t stores only a tta inab le information
to him. In othe r words, he reac hes his dec ision, in most c ases, w ith
only a frac tion of the whole information to whic h he c ould get
acc ess othe rwise.

b ) Whe reas information sets c an be regarded as p lausib le
da tabanks for any agen t, they a lso c onvey the idea of too lkits for
dec ision-making. In fac t, they inc lude mathematic a l models and
he uristic p roc edures, points of v iew and beliefs, market trends,
b iases, error ana lysis and learning skills. Also past experien ces,
tec hnolog ic a l resourc es, and p rofessiona l c redentia ls, just to g ive
some partic ula r examples of wha t is a highly pervasive notion.

c ) Although in this paper we a re going to hand le them as
synonyms, some fie lds of researc h trea t information sets and
knowledge sets  like being d ifferen t. The la tter usua lly c omprises not
only c urren t c ontents of information sets, but a lso any learning eac h
ec onomic agen t had been mastering w ith suc h information in the
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span of time lead ing to tha t da te. To avoid amb iguity, some
sc hola rs have sta rted to substitute knowledge spaces  for the
expression knowledge sets5.

Turning now to the p rominent ac tors who swap information among them,
we h ave to be aware tha t t rad ing in markets involves a t least four parties6:

·  buyers, who demand goo ds and servic es;

·  sellers, who supp ly goo ds and servic es;

·  intermed ia ries, who a re e xperts a t hand ling transac tiona l
ne tworks to p rovide buyers and sellers w ith p ric ing and
c ontrac tua l linkages, c ost reduc tion, c onvenienc es, and
innova tive delivery servic es;

·  regula tors, who set up c ond itions and p roc edures upon whic h
intermed ia ries, buyers and sellers c an ultimately round off the ir
transac tions.

What does it foster the ro le of intermed ia ries? The answer lies on the
d ifferent en dowments of imperfec t information whic h ec onomic agents
ga in acc ess to. Nevertheless, intermed ia ries a lso perform m anifo ld re la ted
tasks:

 i. the y take advantage of their investmen t in technology as well as
human c ap ita l to enhanc e their line of busine ss and own
information sets;

 ii. the y w illing ly b ring about opp ortunities for making buyers and
sellers revea l some of the ir p riva te information;

 iii. the y supp ly their own p riva te information as a worthy
c onvenienc e devised for both buyers and sellers' markets a t the
same time.

Whene ver any intermed ia ry fulfils the se p rofessiona l servic es, he bec omes
a broker of asymmetric information .

                                               
5 Doignon and Fa lmagne (1999) o ffer an appea ling trea tment o f knowledge spac es.
6 This has been a long-stand ing fea ture in comm od ities exc hanges and cap ita l ma rkets
for c enturies. The la tter, a t least with their nowadays p roperties, were a lready estab lished
by 1850, in sp ite o f wide gaps with our current informa tion tec hnology, financ ia l
enginee ring and regula tory frameworks. However, they are muc h o lder institutions and
Meier Kohn (1999) g ives a surp rising ac count o f cap ita l markets prior to 1600.
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The refore, as we app roac h rea l world transac tions, e ithe r transien t or
permanent one s, information sets not only kee p rec ords about things to
be traded , but a lso about how trade is to be performed, inc lusive of the
agen ts' needs and those e xpec ta tions c losely c onnec ted w ith the whole
proc ess.  It is from this viewpoint tha t the n otion of duality deserves to be
introduc ed .

Definition 2 The dual nature of transactions

While e xc hang ing goo ds and servic es among them, buyers, sellers, and
intermed ia ries jo intly engage in a twofold p roc ess we a re going to c a ll the
dual nature of a transaction :

·  on the one hand , there is an ac tua l trade tha t involves
merc hand ises, servic es, sec urities, or deriva tives c ontrac ts
grounded on othe r goo ds or sec urities;

·  on the othe r, there is a virtua l barga ining of sma ller information
subsets inc luded in the ac tors’ information sets so tha t the y go
through a lea rning c ourse of ac tion tha t b ind the m within the
boundaries of their c omm on knowledge.

Three remarks must be n otic ed in c onne c tion w ith our definition:

a ) Although it is usua lly sa id tha t in a fric tionless market any agen t
gets acc ess to a ll ava ilab le information a t no c ost and no delay
whatsoever, suc h sta temen t has c ome to be regarded in the fie ld
of Financ ia l Ec onomic s a ra the r misp lac ed and p reposterous one,
to say the least. In fac t, transac tion c osts (inc lusive of taxes,
financ ia l and information c osts, market mic rostruc ture c osts, trad ing
c osts), c red it risk, reputa tion, financ ia l d istress, bankrup tc y and
c orrup tion, agenc y p rob lems and information asymm etries a re
utterly ruled out in perfec t markets.

b ) Even worse, suc h an idea l world d oes not take intermed ia ries
into acc ount. On the whole, neoc lassic a l Ec onomic s c a st aside the
whole issue of information sets and intermed ia tion like a g iven
notion in the dark, ob livious of any c ostly and non-shared
information7.

                                               
7 More bac kground on this sub jec t in Ap reda (2006a ). Spulber (1999) g ives an upda ted
rendering on the ro le o f intermed iaries from a market mic rostruc ture viewpoint, while
Miller (2003) p rovides a nurturing d isc ussion of asymm etric informa tion and agency
downsides in modern organiza tions.
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c ) In c ontrad istinc tion, the e nvironment assumed in this paper is,
overwhe lming ly, one of imperfec t and asymm etric markets8,
embedd ed in institutiona l systems of c onstra ints, where
intermed ia ries bec ome key p layers, and opp ortunistic behavior is a
fac t of life .

2. GOVERNANCE BROKERS

Let us sta rt this sec tion w ith a definition9.

Definition 3  Governance Broker

An organiza tion performs as a Governance Broker

GB

if it supp lies othe r organiza tions w ith

·  tec hn ic a l advic e, guidelines and expertise on governanc e issues;

·  c linic a l supp ort and med ia tion on c onflic ts of interests;

·  design of transitiona l or new governanc e struc tures.

A governance b roker, who will be h enc eforth referred to as GB, c ould be
a sing le ind ividua l (an e xpert in the fie ld , for instanc e), or an organiza tion
tha t runs through a sc a le of inc reasing c omplexity (from a well-estab lished
law firm to g loba l institutions like the United Nations.)

Briefly sta ted , a governanc e b roker performs as a c onsultant, med ia tor
and intermed ia ry of information in the fie ld of governanc e, to the e xtent
of p rovid ing even a c linic a l app roac h to help its c ustomers10. Sometimes it
w ill acc omplish the ro le of a service seller, while in othe r sett ings, it w ill
med ia te between buyers and sellers of governanc e struc tures11.

                                               
8 On this rega rd , Sc itovsky's paper (1990) bec omes an essentia l read ing.
9 The wide-ranging semantic s apperta ining to the expression ª governanc e º  is stud ied in
Ap reda (2003, 2006b ).
10 An insightful approach to the c linic a l viewpoint for organiza tions c an be found in
Pranger (1965).
11 In the former environment, we will see the governanc e broker selling governanc e
struc tures, and their design, to o ne or more buyers. In the la tter, we can think the
governanc e b roker is a regula tor, while the c ustomers a re the c ompanies tha t must
fo llow some guidelines about their own governanc e, as when the Sec urities and
Exc hange Comm ission p rescribes wha t is the meaning to be a ttached to the expression
ª independent d irec torº .
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The spec ific s of governanc e intermed ia tion may be ac hieved by a w ide
variety of like ly a rrangements among whic h we a re going to underline
some c onsp ic uous examples only (Exhibit 1  intends to be he lp ful for the
en suing development).

Exhib it 1 The manifo ld ro les of a governanc e broker

a)  The GB as a consultant

For the sake of illustra tion, let us point to a sing le p riva te organiza tion,
frequen tly sma ll or med ium-sized and loc a lly based , e ither any law firm or
aud it firm tha t p rovides the ir c ustomers w ith guideline s to be adop ted in

COMPANIES IN

THE PRIVATE REALM

AND

STATE-OWNED COMPANIES

GOVERNMENT AGENCIES

AT THE FEDERAL,

STATE, AND

MUNICIPAL LEVELS

GOVERNANCE

BROKER

·  co nsultancy and ad vice

·  c linical supp ort and mediation in
co nflic ts of interest

·  intermediary of co mpa rative information
of orga nizations and co untries

·  designer of transitional as well as new
governance struc tures
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c omplianc e w ith regula tions about Corpora te Governanc e. Enforc eab le
provisions in the Sarbane s-Oxley Ac t stand as a c ase in point.

Two la te developments a lso see m worth notic ing :

�  p rofessiona l enterp rises tha t have sta rted to rec ruit and tra in
prospec tive indepen den t Direc tors to be app ointed in
c orpora te Boards;

�  experts in the design of c ompen sa tion and inc entives pac kages
for c orpora te senior exec utives and Direc tors.

b)  Big national organizations

Let us g ive h eed now to those institutions tha t help their members w ith
guideline s and advisory servic es, a ttempting to d raw up new governanc e
en vironmen ts in c omplianc e w ith ma instream standards. Suc h is the c ase
of the Americ an Bar Assoc ia tion, as well as Institutes of Corpora te
Exec utives or Busine ss Chambers spread over the world . It goes w ithout
saying tha t we should inc lude Stoc k Exc hanges when the y p roduc e
referen tia l frames for listed c ompanies so as to sharpen up their
governanc e and good p rac tic es.

On the side of regula tors, we c an c hoose Sec urities Exc hange
Comm issions and c entra l banks, whic h enforce and interp ret laws, sett ing
up p rec ep ts on transparenc y, good p rac tic es, acc ountab ility, aud iting
prac tic es, mone y laundering , transfer p ric es, even transac tions w ith
rela ted parties.

c)  GBs in global financial markets

Sinc e the 70s, institutiona l investors (for instanc e, insuranc e c ompanies,
pen sion funds, mutua l funds, fiduc ia ry investment funds) have been
thriving in the financ ia l markets to the e xtent of bec oming b ig p layers and
powerful stakeholders.  As suc h, they a ttempt to c hange estab lishe d
governanc e styles, as well as to set up new rules of the game 12.

Furthe rmore, and for the last dec ade, governanc e styles a round the world
have c ome under c ritic ism and sc rutiny not only on the g rounds of g loba l
demands for higher standards of information d isc losure and streamline d
va lua tion p roc edures, but a lso in the a ftermath of c orpora te sc anda ls.

                                               
12 Bac kground on governanc e styles and politic a l c onstra ints a re provided by Mark Roe
(2003).
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It should not c ome as a surp rise, therefore, tha t institutiona l investors have
sta rted to embed manifo ld c oven ants in issuanc e c ontrac ts of bonds,
shares, or financ ia l hybrids. Indeed , c oven ants c onstra in c ompanies from
abusing power, while hold ing them acc ountab le for any b reac h of
c ontrac t.

d)  International Institutions as GBs

The most c onsp ic uous intermed ia ries as regards governanc e on a g loba l
sett ing a re interna tiona l institutions.

·  On a reg iona l basis, the re a re institutions (as well agen c ies tha t
manage interna tiona l reg imes) tha t have been help ing na tions
improve the ir governanc e e ithe r in the pub lic or in the p riva te
domain. The Inter-Americ an Development Bank (IDB) stands as a
goo d example, offering expertise and resourc es to set up struc tura l
reforms in the governanc e of La tin Americ an c ountries through
d irec t assistanc e to the ir Centra l Banks, ministries of Ec onomy or
Sec urity Exc hange Comm issions.

·  For the last three dec ades, the United Nations, the OECD, the World
Bank, the Interna tiona l Mone ta ry Fund , a ll of the m have been
involved w ith governanc e a ffa irs. They meet the ir goa ls by
ac ademic p roduc tion from the ir governance c enters of study, a lso
through seminars and round tab les usua lly he ld in d ifferent c ountries.
The y seek to estab lish g loba l standards to be fo llowed by c ountries
and c orpora tions a like among whic h we c an point up the build ing
of governanc e indexes to measure performance and goo d
prac tic es.

·  Within a narrower p rofessiona l fie ld , a lthough one of lasting
relevanc e, we must highlight the work undergone through the Basle
he adquarters of the Bank for Interna tiona l Sett lements (BIS). With
pra iseworthy pac e and p rofic ienc y, the BIS has been b ring ing forth
arrangemen ts to be followed by c entra l banks a round the world .
The se institutions, in turn, behave like c onveyor belts to the banks
under their c ontro l. Among the issues tha t the BIS have been
add ressing for the last dec ade we point to those re la ted w ith
transparen c y, c omplianc e risk, and p roc edures to enhanc e banks'
governanc e 13.

                                               
13 We refer the reader to BIS' papers (2001, 2002, 2003, 2005).
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e)  Governance Gatekeepers

Last, but not least, we must inc lude GBs of another c ast, whic h were kep t
apart from the lot listed above. We refer to ac ademic or techn ic a l
a lterna tives p rovided by universities, researc h c enters, g roups of interest
and non-governmenta l assoc ia tions, lea rned journa ls, and ana lysts in the
busine ss, ec onomic and politic a l markets. Collec tively, they a ll belong to
what we know as gatekeepers . The y streamline c omm on knowledge,
spread ing out innova tions and c ritic isms, d isc losing pub lic find ings and
the oretic a l outc omes, even b ring ing forth misdee ds and d eviant
beh avior.

3. HOW GOVERNANCE BROKERAGE SPLITS UP
INFORMATION SETS

Let us assume two o rganiza tions k and s, and a governanc e b roker GB.
We inten d to delve into the trade and to the e xtent tha t asymm etric
information pervades their re la tionship and b rings about a full pa rtition of
the ir information sets (see Exhibit 2 )14.

For instanc e, WW(t ; k) c an be e xp la ined by four c omponents:

WW( t ; k )  =  [WW(t;k)  ÇÇ  WWC(t;s) ÇÇ  WWC(t;GB)]  ÈÈ  [WW(t;k)  ÇÇ  WW(t;s) ÇÇ  WWC(t;GB)]  ÈÈ

ÈÈ [WW(t;k)  ÇÇ  WWC(t;s) ÇÇ  WW(t;GB)] ÈÈ [WW(t;k)  ÇÇ  WW(t;s) ÇÇ  WW(t;GB)]

whic h a re labeled , namely, by numbers 6, 2, 3, 1, in the above referred
exhib it.

As for WW(t ; k) , it's worth notic ing tha t is a da ted set re lentlessly in p rogress.

Furthe rmore, the overlapp ing of the three information sets bec omes the
c orne rstone of their partition into seven mutua lly exc lusive and exhaustive
subsets 15.  We a re going to c harac terize some environments in whic h the
three p layers inten d to reac h variega ted , a lbeit d istinc tive, transac tions.

Environment 1
Poo ling Information Sets

                                               
14 This method takes advantage of wha t c ould be denoted as the geometric topology of
informa tion sets, an app roac h broad ly developed in Ap reda (2000, 2004 and 2006a ).
15 We had la id d own the founda tions of this sta tement elsewhere (Apreda, 2005).
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When two organiza tions k and s trade w ith the GB, both of them m ay wish
to buy (or sell) him germane governanc e information or struc tures16.

Exhib it 2 Pa rtitioning informa tion sets, or how governanc e
 brokers  ba rga in for asymm etric informa tion

                                               
16 An examp le in which the governanc e b roker purc hases a servic e from a seller would
take p lac e when the former contrac ts with the la tter (for instanc e, a resea rch c enter in
governanc e, a t c erta in University) the supp ly o f tec hnic a l informa tion, da ta co llec tion, or
performanc e indexes.

6
WW(t;k)

 WW(t;k)  ÇÇ  WWC(t;s) ÇÇ  WWC(t;GB)

WW(t;s)
                   2

5
WW(t;k)ÇÇWW(t;s)ÇÇWWC(t;GB)

                                    WWC(t;k)ÇÇWW(t;s)ÇÇWWC(t;GB)

                      3
1

 WW(t;k) ÇÇ WWC(t;s) ÇÇ WW(t;GB)
                                                 WW(t;k) ÇÇ WW(t;s) ÇÇ WW(t;GB)

4

                                                            WWC(t;k)  ÇÇ  WW(t;s) ÇÇ  WW(t;GB)

    WWC(t;k)  ÇÇ  WWC(t;s) ÇÇ  WW(t;GB)
                                                                          WW(t;GB)

7
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Anyway, for the trade to be effec tive, a ll pa rtic ipants c arry on the ir
purposes by sta rting from the c ommon ground information set tha t it w ill
be n amed subset 1 in Exhibit 2  and c omes define d as

WW( t ; k )  ÇÇ  WW( t ; s )  ÇÇ  WW( t ; GB )

By the same token , when a sing le e c onomic ac tor (or organiza tion) k
trades w ith an intermed ia ry GB, they frac tiona lly poo l the ir information
sets, to the e xten t of sharing information so as to round off the e xc hange.
Tha t is to say, they w ill dea l w ith their c omm on knowledge set:

WW( t ; k )   ÇÇ   WW( t ; GB )

whic h fo llows from add ing sets 3 and 1.

If we c a tc h a g limpse to Exhibit 2 , we will rea lize tha t poo ling doesn't
ne c essarily mean re linquishing a ll the p riva te information en dowment
eac h e c onomic ac tor is entitled to. Quite the opp osite, sinc e p riva te
information bec omes the sub jec t matter on whic h ma in ac tors barga in
for.

Environment 2
Priva te knowledge on the side of both agents

Next, le t us now supp ose tha t both agents share some sort of information
tha t is not easily acc essib le to an intermed ia ry like the United Nations or
the World Bank. This c ould be the c ase when two c ountries or
c orpora tions a re c onversant about c erta in c onstra ints or pa ths of ac tion
to which the GB is not ab le to hand le for the time being .  Furthermore, let
us imag ine tha t both traders (perhaps two c rony-c ap ita list c ountries or
c orpora tions) a re w illing to che a t the dea ler and b ring him into a loss of
reputa tion.

Whe re is suc h information to be loc a ted? It is embedd ed in subset 2:

WW( t ; k )   ÇÇ  WW ( t ; s )  ÇÇ  WW C ( t ; GB )

More p rec isely, we should write 17

                                               
17 For a ma thema tic a lly tra ined reader, a ll informa tion sets, a t a c erta in da te t, must be
thought inc luded in the set o f a ll the potentia l informa tion to whic h any agent could get
acc ess to, a lbeit they reach only a frac tion of it on rega rd of constra ints, costs, or
bounded ra tiona lity. Such envelop ing informa tion set is the usua lly ca lled Universe in
ma thema tic a l trea tments, which we are go ing to c a ll the Maxima l Informa tion Set

WW( t ; maximal )
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WW( t ; k )   ÇÇ  WW ( t ; s )  ÇÇ  WW C ( t ;GB )   =

=  { x ÎÎ  WW( t ; s ) and x ÎÎ  WW( t ; k )  and  x ÏÏ  WW( t ; GB) }

Environment 3
Priva te knowledge on the side of the GB

By the same token , let us rephrase the former en vironmen t so as to make
the GB owne r of some priva te information tha t p rovide h im with a c utt ing
edge over those agents tha t c ome to him asking for p rofessiona l
assistanc e.

It is for information subset 7 to g rant the GB with suc h an advantage point,
and c omes define d as

WWC ( t ; k )  ÇÇ  WWC ( t ; s )  ÇÇ  WW( t ; GB )

If we loo ked for an e xample to illustra te this environmen t, it would be
en ough to think about the Sec urities Exc hange Comm ission ac ting as GB
and d isc ussing w ith listed c ompanies on impend ing c hanges in the
regula tory framework perta ining governance issues.

Environment 4
Exc lusive p riva te information

This is the usua l sett ing whe re most c ustomary adverse selec tion p rob lems
arise. Let us assume tha t

WW ( t ; k )

is the information set of a sta te-owne d c orpora tion whic h moves towards
a pub lic offering in the c ap ita l market of bonds or shares about to be

                                                                                                                                           
The fo llowing sta tements ho ld true [further deta ils in Ap reda (2001, 2006a )]:

a ) for every agent k, a t da te t,

WW( t ; k )   ÍÍ    WW( t ; maximal )

b ) WW( t ; k )   ÇÇ  WW ( t ; s )  ÇÇ  WW C ( t ;GB )   =

=   { x ÎÎ  WW( t ; maximal )  :   x ÎÎ  WW( t ; s ) and x ÎÎ  WW( t ; k )  and  x ÏÏ  WW( t ; GB ) }
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issued 18. A p lausib le GB c ould be e ither the Stoc k Exc hange, or the
Sec urity Exc hange Comm ission,

WW ( t ; GB )
while

WW ( t ; s )

stands for an investment bank (or any market-maker for tha t matter)
ac ting on beh a lf of its portfo lio o f stand ing c ustomers and ready to p lac e
purc hasing orders on beh a lf of the m. For the c ompany, opp ortunistic
beh avior may be fostered from subset 6:

WW( t ; k )   ÇÇ  WWC ( t ; s )  ÇÇ  WWC ( t ; GB )

The investment bank benefits from priva te information and financ ia l
sec rec y when dea ling on beh a lf of his c ustomers, henc e resorting to
information subset 5:

WWC ( t ; k )  ÇÇ  WW( t ; s )  ÇÇ WWC ( t ; GB )

In ac tua l p rac tic e, an investmen t bank fulfils fiduc ia ry a fiduc ia ry ro le on
beh a lf of its c ustomers. Basic a lly, this c omes down to duties of loya lty,
c a re, and information19. When the bank hand les numberless purc hasing or
selling orders for c ustomers, it is expec ted tha t its behavior be guided by
the busine ss judgement rule 20.

Briefly sta ted , any information set holds a subset tha t is p rivy to eac h
ac tor. In a sen se, both agents k and s hoard some information under
wraps, a lbeit a frac tion of it may be barga ine d for w ith the governanc e
broker.

It goes w ithout saying tha t the intermed ia ry a lso p rofits from his p riva te
knowledge, as we saw in en vironmen t 3 tha t led to subset 7.

Environment 5 
An agent shares information w ith the GB but not w ith the othe r agen t

                                               
18 The proc ess enta ils looking for investors in the p rivate sec tor, whic h could invo lve dee p
c hanges required by the regula tory governanc e (for examp le, to comp ly with pub lic
offers requirements) and a lso in the governanc e of the issuer itself so as to improve the
c hanc es to be succ essful in the c ap ita l markets.
19 Following the Court of Delaware tradition, some authors would rather highlight care, loyalty and
good faith. A remarkable contribution to this debatable issue can be found in Bainbridge (2003).
20 Easterbroo k and Fisc hel (1996) is the standa rd referenc e on this subjec t ma tter.
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This hab ita t c omes to be an oft-repea ted sett ing, as fa r as b ila tera l
ne gotia tions a re in p rogress. The GB c an improve h is re la tionship w ith
agen t k bec ause both of the m would be willing to share information not
acc essib le to agen t s by means of

WW( t ; k )   ÇÇ  WWC ( t ; s )  ÇÇ  WW( t ; GB )

whic h leads to subset 3 tha t c ould be regarded as information p roduc tion
on beha lf of agen t k, but whic h c omes a t a c ost for agent s.

From the side of the GB, he  c an improve h is c onne c tion w ith agent s
bec ause both of them m ay share information not easily acc essib le for
agen t k, as dep ic ted in subset 4:

WWC ( t ; k )  ÇÇ  WW( t ; s )  ÇÇ  WW( t ; GB )

4. HOW GOVERNANCE BROKERS CARRY OUT
THEIR BROKERAGE OF ASYMMETRIC INFORMATION

It was for sec tion 3 to lay the g roundwork tha t w ill a llow us to expand on
how the governanc e b roker ultimately en gages in the trad ing of
asymm etric information by means of negotia tions, goo d will and
agree men ts.

In point of fac t, asymmetric information (portrayed in Exhibit 2 ) does not
p revent agen t k, for instanc e, from reac hing an agreement by trad ing
upon h is information set

WW( t ; k )

w ith h is c ounterparts, supp lying (or selling ) them a frac tion of his p riva te
information tha t he was keep ing hidd en up to tha t da te in a rea 6:

WW ( t ; k )  ÇÇ  WWC( t ; s )  ÇÇ  WWC( t ; GB )

For the sake of illustra tion, let us move on to a sequenc e c onsisting of two
d ifferent and p lausib le environments:

·  In the first one, the GB dea ls w ith a d istinc tive e c onomic ac tor only
(a dyad ic re la tionship );

·  whe reas, in the sec ond, the GB trades w ith a t least two ec onomic
ac tors (a polyad ic re la tionship ).
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From eac h environmen t we a re going to e lic it two d istinguishing fea tures:

 i. Situa tions in whic h the GB performs its ro le p rofessiona lly.

 ii. The ongoing c orre la tion between tasks and information sets.

4.1 A DYADIC RELATIONSHIP

In this kind of sett ing , we h ave two p layers: the GB and a busine ss
organiza tion tha t w ill be den oted as

O k

Why should this dyad ic re la tionship take p lac e e ven tua lly? The re a re
professiona l reasons for the b roker to take upon h imself a t least four tasks,
namely c linic a l assistanc e, c onsultanc y to foster g rowth and va lue,
governanc e e ng inee ring , and tutoring g loba l standards of governance
(see Exhibit 3 to fo llow the text).

a) Clinical assistance

Here we frame a p ic ture in which organiza tion Ok fac es an impen d ing
c risis and it app roac he s the GB so as to overhaul, enhanc e or, d irec tly, to
c hange its governanc e so as to overc ome the c risis.

A w idespread example is p rovided when c erta in c orpora tion, a fter a
takeover, sta rts to suffer d ra inage of c ustomers, supp liers and investors
a like. This is the sett ing in which the c ompany c ontrac ts w ith a GB for fixing
its a iling struc ture, request a d iagnosis and buy a trea tmen t to sharpen up
its governanc e. In othe r words, the c ompany b ids for c linic a l assistanc e.

b) Consultancy to foster growth and value

In this c ase, a lbeit organiza tion Ok is not going through any c risis, it is a
thriving organiza tion w ith g rowth opportunities, while h indered by a fa iling
governanc e.  For instanc e, let us think in a reg iona l family c ompany tha t
a ttempts to p lay on the n a tiona l market. Here, the GB will perform as a
c onsultant whose ro le c onsists in triggering off the c ond itions under whic h
growth and va lue may bec ome susta inab le.
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Exhib it 3 Professiona l tasks for the governanc e
b roker in a  dyad ic rela tionship

c) Governance engineering

Let us imag ine tha t Ok is a new sta te-owne d en terp rise, an intersta te
agen c y, or a partnership tha t links the government w ith the p riva te sec tor
to undertake some new venture. In this sett ing , whic h ac tua lly perta ins to
Pub lic Governanc e, the GB acts on as an engineer who p rovides the
whole a rc hitec ture, and d esigns a c onstruc t of c ovenants to p revent
deviant beh avior in the n ew en terp rise 21.

d) Tutoring global standards of governance

Now let us en vision listed d omestic c ompanies in the stoc k exc hange of a
develop ing c ountry c a lling for help and tutoria l from an interna tiona l
institution (like the World Bank or the United Nations), so tha t the la tter
c ould d esign new governanc e struc tures, and foster their c ap ita l markets.

                                               
21 Our forthcoming book on Pub lic Governanc e will dea l with a ll these issues: Pub lic
Governanc e, a Blueprint for Politic a l Ac tion and Better Government, by Rodolfo Apreda ,
Nova Pub lishers, New York, forthcoming in 2007.

ECONOMIC
ACTOR

O k

GOVERNANCE
BROKER

GB

A DYADIC RELATIONSHIP

·  CLINICAL ASSISTANCE
·  CONSULTANCY TO FOSTER GROWTH AND VALUE

·  GOVERNANCE ENGINEERING
·  TUTORING GLOBAL STANDARDS OF GOVERNANCE
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Nowadays, and we would say re len tlessly, g loba l markets a re requiring
from c ompanies to fo llow standards of governanc e and good p rac tic es,
while c red it-ra ting firms have sta rted to fac tor governanc e risk into the ir
ra tings.

DEALING WITH ASYMMETRIC INFORMATION

How c ould we ana lyze this dyad ic re la tionship when we mirror it from the
underlying information sets?

Firstly, the GB en ters the re la tionship w ith its c ounterpart Ok to p rofit from
c omm on information. This is dep ic ted in the overlapp ing

WW( t; O
k
 ) ÇÇ WW( t; GB )

of both information sets.

Sec ond ly, e ither the organiza tion Ok or the GB are w illing to partake
priva te information. In Exhibit 4 (dotted line ), we c an see tha t a
c onsequen tia l outc ome of the ir re la tionship amounts to an en la rgement
of the sta rting c ommon knowledge to a reas 4 and 5. This asserts tha t the
GB a llows Ok to embody new information (a rea 5) to c hange its
governanc e, but this was feasib le only bec ause the organiza tion a lso
provides the GB with key information tha t it was keep ing under wraps in
area 4.

4.2 A POLYADIC RELATIONSHIP

The d isc ussion w ill be c onstra ined to a tryad ic re la tionship , a lthough the
extension towards more than three p layers c omes a fter the same line of
a rgumen t (see Exhibit 5  to fo llow the text). Apart from the four tasks we
d isp layed in the c ase of dyad ic re la tionships, when we shift to tryad ic
re la tionships we should add two o thers b rokerage endeavors, namely
interna tiona l intermed ia tion, and med ia tion of c onflic ts of interests.

a) International intermediation

Let us assume tha t two b ig multina tiona ls w ish to b ind eac h othe r, through
a sort of partnership , so as to reap the benefits of huge a c omm on market
a rea . However, mistrust between them c ould a rise, fostered by domestic
g roups of interest tha t would fac e losses if the ir a rrangement were
succ essfully ac hieved .
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Aga inst this bac kground , the GB a ttempts to intermed ia te between both
busine ss g roups, designing the governanc e for the c omm on market a rea
tha t c ould be responsive to most of the demands from stakeholders in
eac h c ompany, shap ing c ovenants to sa feguard the n ew arrangemen t.
The United Nations, the World Bank, the IMF, a g loba l investment bank, or
even the OECD c ould take c harge of these n egotia tions, even tua lly.

Exhib it 4 The GB enlarges the comm on knowledge
by lessening asymm etric informa tion

b)  The GB as a mediator of conflicts of interests

Now, c onsider the c ase in whic h two ec onomic ac tors

Ok and Om

1
WW( t; O

k
 )

4
This area is jointly
shared with

       WW  ( t; GB )

2
3

WW( t; Ok ) ÇÇ WW( t; GB )

This area is jointly
shared with

            WW( t; Ok )

        5

WW( t; GB )
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are c onfronted w ith a serious c onflic t of interest22. This c an refer to power
strugg les, w ithin the same c ompany, betwee n two b loc k-holders tha t
c onten d for ultimate c ontro l.

Exhib it 5 Professiona l tasks for the governanc e
b roker in a  tryad ic rela tionship

                                               
22 The reader should bear in mind tha t these kind of conflic ts in g loba l sett ings rea lly
c ha llenge the ana lyst, sinc e the overlapp ing between Corpora te and Pub lic
Governanc e b lurs not only contents but a lso the sc ope of d isc ussion. From a more
genera l viewpoint, this fea ture was c leverly forecasted and ana lyzed by Hanna Arend t in
her grea t book The Human Cond ition (1998).

ECONOMIC
ACTOR

O k

ECONOMIC
ACTOR

O m

A POLYADIC RELATIONSHIP

·  INTERNATIONAL INTERMEDIATION

·  MEDIATION IN CONFLICTS OF INTERESTS

·  CLINICAL ASSISTANCE

·  CONSULTANCY TO FOSTER GROWTH AND VALUE

·  GOVERNANCE ENGINEERING

·  TUTORING GLOBAL STANDARDS OF GOVERNANCE

GOVERNANCE
BROKER
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Another example c ould a rise from a c lash of interests between
stoc kholders and managers. Let us assume tha t the former owns an open
c orpora tion in which there is a w ide d ispersa l of ownership rights. The
la tter, perhaps c ollud ing and sc he ming w ith the Board of Direc tors, may
c a ll into question the leadership and leg itimac y of the stoc kholders.

Pressures from g loba l markets and institutiona l investors have bec ome so
dec isive tha t, instead of pursuing the med ia tion through c ourts, in many
c irc umstanc es the GB may be he ld in regard like a more func tiona l and
effic ac ious veh ic le to sett le the d ispute.

DEALING WITH ASYMMETRIC INFORMATION

The interac tion p rocess among partic ipants in any polyad ic re la tionship
turns out a simila r outc ome to the one a rising w ithin the dyad ic p roc ess,
a lbeit more c omplex than the la tter. To foc us on a tryad ic p roc ess, shared
information c an be loc a ted in four p lac es, as we c an c he c k out by taking
a loo k to Exhibit 2 , namely the a reas 1, 2, 3, and 4. The refore, the se four
reg ions a re like ly to be bene fited from the governanc e b rokerage.
However, the succ ess of the GB is not a lways a foregone c onc lusion, sinc e
any partic ipant c ould be re luc tant not only to furnish information but a lso
to bec ome a w illing he lper to c ounterparts, spoiling ne gotia tions in the
en d .

For the b rokerage to be effic ac ious, both the c ustomers and the GB
should be e ager to shrink their a reas of p riva te information so as to stretc h
out the ir c ommon knowledge. The ultimate outg rowth c onsists in
improving acc ountab ility and transparen c y, as well as c urb ing of
opp ortunistic beh avior.

CONCLUSIONS

In p rac tic e, Corpora te Governanc e b rings into existenc e a new
intermed ia ry whose defining job c onsists in the b rokerage of governanc e.

The paper b rings to light the dua l na ture of any transac tion by which the
intermed ia ry ultimately turns out to be a b roker of asymmetric information.

In defining what governanc e b rokers a re, we h ave p rovided five
illustra tive sett ings through whic h they usua lly may perform their ro le.

Whene ver one or more e c onomic agen ts trade w ith a governanc e
broker, their underlying information sets sp lit up . Furthe rmore, c ompetition,
c ontest and asymm etric information must be fac tored into the rules of the
game.
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In the e nd , the governanc e b roker stands ready to p rovide h is c ustomers
with a c ompac t of p rofessiona l qua lific a tions and c reden tia ls, among
whic h we stressed c linic a l assistanc e, c onsultanc y to foster g rowth and
va lue, governanc e e ng inee ring , tutoring g loba l standards of governanc e,
interna tiona l intermed ia tion, and med ia tion in c onflic ts of interests.
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