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Not many investors in 2020 give much consideration to the days of European and Asian communism.    

But maybe they should.

The map below shows the reach of the USSR in the postwar years. Stalin negotiated well.

One legacy the Cold War had on our industry was to leave us with a laundry list of state-owned enterprises (SOEs) that
litter indexes such as MSCI Emerging Markets. Placing profits below political consideration, these bureaucratic bloats—
mostly incorporated before the fall of the Berlin Wall and still comprising one-quarter of that Index—often drag
performance and add risk. So it is with geopolitical hot potatoes.

Figure 1: “Application of Soviet Pressure, 1946–53”

When the World Bank’s Antoine van Agtmael coined the term “emerging markets” in 1981, it was probably assumed
that by 2020 many of them would have, ahem, emerged. But most are still stuck in the category. Some, like South Korea
and Poland, are in that purgatory where some indexers have graduated them to “developed” status but other indexers
still declare them emerging. Others, like Israel, built up a tech sector and graduated. And some unfortunates went the
other way: “submerging.” Venezuela, for example.

China is now the elephant in the room.

None of us had equities in that country 40 years ago. It was not even “a thing.”

Though Deng Xiaoping started to open the country shortly after Mao’s 1976 death, let’s get real: it could only be
engaged by Western capital in the last quarter century or so, and in a heavily restricted manner at that. For that matter,
everywhere else with a red star on the Cold War map above was basically uninvestable, too. Even after the USSR finally
crumbled in 1991, Eastern Europe remained a mess throughout the 1990s.

With 25% of the MSCI Emerging Markets Index still populated by the Cold War’s leftover SOEs, many investors have
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significant capital tied up in companies that incorporated under Mao Tse-tung and Joseph Stalin.

Figure 2 shows the founding years of the 10 largest underweights in the WisdomTree Emerging Markets ex-State-Owned 
Enterprises Index, which kicks these companies out.

Figure 2: WisdomTree Emerging Markets ex-State-Owned Enterprises Index’s Underweights’ Founding Year  

You thought you were in emerging markets to capture 21st century growth, right?

Look at China Construction Bank, incorporated in 1954, 18 years before Richard Nixon visited the country. How about
Sberbank? That one makes the Chinese banking monoliths look like fintech start-ups. Forget Stalin or Khrushchev; this
Russian megabank came into being during Tsar Nicholas I’s reign.

Not that old companies are “bad,” per se. Procter & Gamble has been around since 1837, Pfizer since 1849. But those
are U.S. companies, founded to turn a profit.

State-owned companies are often a different animal.

Figure 3 shows the over-weights in our Index. Of the six that are Chinese, Mao never met them. The median founding
year for the list is 1994.

Figure 3: Founding Year, 10 Biggest Overweights in the WisdomTree Emerging Markets ex-State-Owned
Enterprises Index 

When we look at the emerging world, there are hundreds of listed SOEs that make their way into indexes such as MSCI
Emerging Markets. If we could write their real mission statements, is it “to further the interests of entrenched
politicians?” I think it is.

WisdomTree has three emerging market ETFs that are designed to stay away from SOEs.
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Because really, why own them if you do not have to?

The ETFs are:

XSOE: WisdomTree Emerging Markets ex-State-Owned Enterprises Fund (Expense ratio = 0.32%)

CXSE: WisdomTree China ex-State-Owned Enterprises Fund (Expense ratio = 0.32%)

IXSE: WisdomTree India ex-State-Owned Enterprises Fund (Expense ratio = 0.58%)

 

To see their performance, please see their factsheets here for XSOE, here for CXSE and here for IXSE.

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

There are risks associated with investing, including possible loss of principal. Foreign investing involves special risks, such
as risk of loss from currency fluctuation or political or economic uncertainty. CXSE focuses its investments in China,
including A-shares, which include the risk of the Stock Connect program, thereby increasing the impact of events and
developments associated with the region, which can adversely affect performance. CXSE’s exposure to certain sectors
may increases its vulnerability to any single economic or regulatory development related to such sector. As this Fund can
have a high concentration in some issuers, the Fund can be adversely impacted by changes affecting those issuers. IXSE
focuses its investments in India, thereby increasing the impact of events and developments associated with the region,
which can adversely affect performance. Investments in emerging, offshore or frontier markets such as India are generally
less liquid and less efficient than investments in developed markets and are subject to additional risks, such as risks of
adverse governmental regulation and intervention or political developments. Due to the investment strategy of IXSE, it
may make higher capital gain distributions than other ETFs. Funds focusing their investments on certain sectors and/or
regions increase their vulnerability to any single economic or regulatory development. This may result in greater share
price volatility. Investments in currency involve additional special risks, such as credit risk and interest rate fluctuations.
CXSE, IXSE and XSOE invest in the securities included in, or representative of, their Index regardless of their investment
merit, and the Funds do not attempt to outperform their Index or take defensive positions in declining markets. Please
read the Fund’s prospectus for specific details regarding the Fund’s risk profile.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

State-owned enterprise  : Companies in which governments have a significant ownership stake and the potential to
influence the firms’ actions over time.

MSCI Emerging Market Index  : The MSCI Em (Emerging Markets) Index is a free-float weighted equity index that
captures large and mid cap representation across Emerging Markets (EM) countries.
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