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While pandemic driven lockdowns across the globe sent
markets into bear territory in March, massive fiscal and
monetary stimulus propelled a monumental recovery. The
S&P 500 logged its best quarter in percentage terms in
more than 22 years, however the market’s rally has since
slowed. A resurgence in coronavirus cases has paused or
reversed reopening plans across twenty-one states. High
unemployment, income losses and weaker consumption
due to the lockdown, as well as U.S. election uncertainty
have blurred the path ahead. Yet, it’s important to be
mindful that equities continue to receive meaningful
support from record levels of stimulus, sustained ultra-low
interest rates and ongoing non-inflationary growth. While
we expect volatility in the second half, we believe the U.S.
economy will continue its recovery as restrictions ease. For
the quarter, the Ariel Mid Cap Value Composite advanced
+19.45% gross of fees (+19.16% net of fees), just short
of the Russell Midcap Value Index’s gain of +19.95% and
trailing the Russell Midcap Index, which returned
+24.61%.

YouTube TV and continued growth in streaming. Other bright
spots included the return of live golf on television and green
shoots in advertising. Subsequently, VIAC announced it hired
Naveen Chopra as Chief Financial Officer, a licensing deal with
NBCU’s Peacock streaming service and affiliate agreement
renewals with DISH Network and local broadcaster, Sinclair. In
our view, premium video content is the most valuable part of
the media ecosystem. Based on our sum of the parts analysis,
VIAC is currently trading 43% below our estimate of private
market value. At today’s valuation, we continue to believe
VIAC’s risk/reward is extremely skewed to the upside.
Additionally, shares of used and wholesale vehicle auction
operator, CarMax, Inc. (KMX) advanced in the quarter. Sales
were down at the peak of the pandemic, but began to
strengthen as stores opened with occupancy restrictions in late
May and June. In addition, web traffic has reached a new alltime high, with leads for the customer experience centers
returning to pre-COVID levels. Given these improving trends,
KMX has called back more than 85% of its furloughed
associates and expects to return to full operating levels as
occupancy requirements relax and inventory builds meet
demand. In our view, KMX’s omni-channel presence and
initiatives targeted at personalizing the consumer experience
seamlessly combine the company’s world-class in-store
experience and online offerings.

Several stocks in the portfolio delivered strong returns in
the quarter. Shares of specialty cutting tool insert maker
Kennametal, Inc. (KMT) jumped following the
announcement that the company would be accelerating its
structural cost reduction plans to mitigate headwinds from
COVID-19. KMT continues to adjust production levels and
is focused on managing costs while executing on its
simplification/modernization and restructuring initiatives.
We believe the scale, scope, quality, low-cost production
and the value proposition of the cutting tools themselves
also mitigate pricing pressure. Additionally, KMT continues
to execute on its strategic plan to improve economies of
scale and generate margin improvement, while gaining
share in the marketplace.

Alternatively, other positions weighed on performance. After
being a top contributor to results last quarter, leading
manufacturer of consumer food products, J.M. Smucker Co.
(SJM) detracted from performance in the period. Although SJM
delivered a fiscal fourth quarter and full year 2020 earnings
beat from high consumer demand for the company’s staple
products driven by shelter-in-place orders, management issued
Fiscal 2021 guidance below consensus expectations. We
believe management’s underlying sales growth for the year
ahead are reasonable and expect SJM will maintain financial
discipline and continue to strengthen its bottom line. At today’s
valuation, we continue to see the risk/reward skewed sharply
to the upside.

Leading entertainment company, ViacomCBS Inc. (VIAC)
was another top contributor in the quarter, with shares
benefitting from solid earnings results driven by revenue
growth across advertising, content licensing and its
subscription categories. VIAC also reported a deal with
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at which point, we think MSGE is positioned to see a more
rapid return to higher usage than peers.

Leading global financial franchise, Northern Trust Corp.
(NTRS) also weighed on relative returns in the quarter.
NTRS is a trusted name in private banking and wealth
management, as well as a leader in the asset servicing
industry with over 125 years of history and 25 years of
consecutive profits. The bank operates in a favorable
industry with a diversified product offering and high
barriers to entry. While NTRS delivered an earnings beat in
the quarter, management commentary suggested
headwinds from the macro low interest rate environment
and Fed rate cuts will pressure net interest margin and net
interest income as we move ahead. Nonetheless, we
believe NTRS has proven the quality of its franchise and
the value of its conservative, operating approach. At
current levels, NTRS is trading at a 25% discount to our
estimate of private market value.

We also initiated a position in the largest retail drugstore
operator in the U.S., Walgreens Boots Alliance Inc. (WBA). We
think current valuations reflect an overly pessimistic outlook. In
our view, WBA’s nationwide footprint and optimal store
locations are well positioned to benefit from an aging
population, increased consumer decision making around value
based healthcare and escalating costs for prescription and nonprescription drugs.
By comparison, we exited six names in the quarter. Global
manufacturer of industrial products and equipment, Illinois Tool
Works Inc. (ITW) and bar code manufacturer, Zebra
Technologies Corporation (ZBRA) reached our estimate of
private market value. Additionally, we took profits on
alternative asset manager, The Blackstone Group Inc. (BX) and
Madison Square Garden Sports Corporation (MSGS). We also
sold out of Jones Lang LaSalle (JLL) to consolidate our real
estate position. Lastly, we exited U.S. Silica Holdings Inc. (SLCA)
to pursue more compelling opportunities.

Lastly, while marketing communication company,
Interpublic Group (IPG) reported a solid quarter, shares
traded lower as the near-term uncertainty and extent of
macroeconomic pressure from the pandemic on marketers
and the business remains unknown. Investors are
concerned about the future advertising spend of branded
consumer product companies. They also fear more ad
spend will be directed toward digital. We believe this
spending fragmentation will benefit IPG, particularly as
advertising is required to maintain a brand presence during
these challenging times. In our view, IPG’s management
team has demonstrated that the business model and
financial standing of the company is sound and that they
can successfully navigate through difficult times. The
balance sheet also remains robust. In our view, IPG is best
positioned to weather such concerns as they buy media
directly for clients and are known to be honest and
transparent.

Looking ahead, we believe U.S. stocks will overcome the
obstacles created by COVID-19. The Federal Reserve has
pledged to do whatever it takes to support markets and the
economy. Actions thus far have included cutting rates to zero,
quantitative easing, committing to purchase investment grade
and high yield corporate bonds, forgivable loans to small
businesses, as well as extended unemployment benefits equal
to wage income for the median worker. A Phase Four Stimulus
package also appears to be on the way. Amidst this backdrop,
we expect a solid recovery for equities and earnings as early as
the fourth quarter of 2020 or first quarter of 2021. Meanwhile,
we stand ready to take advantage of any pull backs in the
market on negative news. We strongly believe the dedicated,
contrarian, patient investor that stays the course and
consistently owns differentiated business models with solid
competitive positioning and robust balance sheets will deliver
superior returns over the long-run.

Also in the quarter, we added Madison Square Garden
Entertainment Corporation (MSGE) to our holdings. The
company owns scarce and well positioned venue assets in
New York City and Las Vegas. MSGE was spun out from
Madison Square Garden Company on April 17. Given
current restrictions on large gatherings, we entered the
name at a meaningful discount to our estimate of private
market value. With $1.4 billion in cash and investments,
we believe the company has enough liquidity to withstand
the current cash burn until event attendance normalizes –

________________________________________
Investing in mid-cap companies is more risky and volatile than
investing in large cap companies. The intrinsic value of the
stocks in which the portfolio invests may never be recognized
by the broader market. The portfolio is often concentrated in
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fewer sectors than its benchmarks, and its performance
may suffer if these sectors underperform the overall stock
market.

Index returns reflect the reinvestment of income and other
earnings. Indexes are unmanaged, and investors cannot invest
directly in an index. The Russell Midcap® Value Index
measures the performance of the mid-cap value segment
(companies with lower price-to-book ratios and lower
forecasted growth values) of the U.S. equity universe. The
Russell Midcap® Index measures the performance of the midcap segment (a subset of the smallest securities Russell 1000®
Index) of the U.S. equity universe. Frank Russell Company
(“Russell”) is the source and owner of the trademarks, service
marks and copyrights related to the Russell Indexes. Russell®
is a trademark of Frank Russell Company. Neither Russell nor its
licensors accept any liability for any errors or omissions in the
Russell Indexes or underlying data and no party may rely on
any Russell Indexes and/or underlying data contained in this
communication. No further distribution of Russell data is
permitted without Russell’s express written consent. Russell
does not promote, sponsor or endorse the content of this
communication.

Past performance does not guarantee future results.
Performance results are net of transaction costs and reflect
the reinvestment of dividends and other earnings. For the
period ended 06/30/20 the performance (net of fees) for
the Ariel Mid Cap Value Composite for the 1-, 3-, and 5year periods was -11.35%, -1.69%, and +1.00%,
respectively. For the period ended 06/30/20 the
performance for the Russell Midcap Value Index and the
Russell Midcap Index for the 1-, 3-, and 5-year periods
was -11.81%, -0.54%, and +3.32%, and -2.24%,
+5.79%, and +6.76%, respectively. Net performance of
the Ariel Mid Cap Value Composite has been reduced by
the amount of the highest fee charged to any client in the
Composite during the performance period. Actual fees may
vary depending on, among other things, the applicable fee
schedule and portfolio size. A complete fee schedule is
available upon request and may also be found in Ariel
Investments LLC’s Form ADV, Part 2. Returns are expressed
in U.S. dollars. Current performance may be lower or
higher than the performance data quoted. The Ariel Mid
Cap Value Composite differs from its primary benchmark in
that it has fewer holdings and more concentration in fewer
sectors.
The opinions expressed are current as of the date of this
commentary but are subject to change. The information
provided in this commentary does not provide information
reasonably sufficient upon which to base an investment
decision and should not be considered a recommendation
to purchase or sell any particular security.
As of 06/30/20, Kennametal, Inc. constituted 3.95% of the
Ariel Mid Cap Value Composite (representative portfolio);
ViacomCBS Inc. 2.96%; CarMax, Inc. 2.10%; J.M. Smucker
Co. 3.61%; Northern Trust Corp. 4.39%; Interpublic Group
3.98%; Madison Square Garden Entertainment
Corporation 0.95%; and Walgreens Boots Alliance Inc.
1.75%. Portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication
of the performance of other portfolio holdings of the Ariel
Mid Cap Value Composite.
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