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The embedded risks for investors from conflicts of interest in state-owned

enterprises (SOEs) is something we’ve highlighted in recent months. A quantifiable

example of this conflict is unfolding right before our eyes and lends some insight into

how the market can rapidly re-price this risk.

On Friday, February 19, Brazilian President Jair Bolsonaro removed the head of Petróleo

Brasileiro SA (Petrobras), a state-owned Energy company. Bolsonaro argued that CEO

Roberto Castello Branco was “not showing commitment to Brazil,” as the country’s economy

struggles to keep up with rising gasoline and diesel prices.

The market’s immediate reaction to the replacement of Castello Branco—a University of

Chicago-educated economist—with former military general Joaquim Silva e Luna was not

favorable. Shares of Petrobras fell more than 25% from Friday’s opening prices. The rest

of the Brazilian equity market, which is tracked by the Ibovespa Index, also suffered

losses, with other state-owned companies joining Petrobras on the way down.

Cumulative Performance Petrobras (Year-to-Date)

Petrobras is no stranger to political scandal. In 2014, the company was at the center of

Operation Car Wash in which the Federal Police of Brazil investigated cases of money

laundering at the company. This investigation shook the country and led to the

impeachment and removal of then-President Dilma Rousseff. 

Ex-State-Owned Enterprises Index

In 2014, WisdomTree launched the WisdomTree Emerging Market ex-State-Owned Enterprises

Index (EMXSOE) which removes companies with significant government participation from

its investable universe. Removing these companies has improved the Index’s growth,

profitability and ESG metrics compared to the broad MSCI EM Index.

Importantly, it aims to side-step the risk of owning state-owned companies that can

experience a situation like the one we are seeing transpire with Petrobras.
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Excluding SOEs has also been a significant driver of excess performance since EMXSOE’s

inception, resulting in 377 basis points (bps) of annualized outperformance versus the

MSCI EM Index. During this period, SOEs in the MSCI EM Index have underperformed non-

SOEs by 750 bps and have been a negative contributor to performance.

This is why we believe removing SOEs should be a common approach for  an investor’s core

EM exposure.

 

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

ESG  : An acronym for environmental, social and governance, ESG standards quantify the

degree to which a company is socially responsible. &nbsp.

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Basis point : 1/100th of 1 percent.
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