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“Our clients often ask if we see a catalyst to a market shift
on the horizon. Certainly, the death of the unicorn stocks
may be a prelude to a change.”
John W. Rogers, Jr. and Mellody Hobson

“ The market is right to focus on trade. It’s a big deal.”
Charles K. Bobrinskoy

“ While we wait, we are encouraged by the fact that
valuations are decidedly in favor of our asset class and
even more so our portfolios—which trade at discounts
of over 45% to our estimate of private market value.”
David M. Maley

“ In our view, the substantial increase in corporate debt,
along with higher levels of equity prices being bid up
with leveraged money is creating a bubble that presents
one of the most concerning side effects of the widely
adopted central bank policies of today and much of
the past decade.”
Rupal J. Bhansali
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ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: September 30, 1983

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-0.14%

16.59%

16.59%

8.31%

6.23%

11.17%

12.49%

Net of Fees

-0.39%

15.73%

15.73%

7.24%

5.18%

10.07%

11.38%

Russell 2000® Value Index

-0.57%

12.82%

12.82%

6.54%

7.17%

10.06%

10.39%

Russell 2000® Index

-2.40%

14.18%

14.18%

8.23%

8.19%

11.19%

9.04%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

10.99%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: December 31, 2000

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-2.18%

16.35%

-5.60%

8.18%

7.86%

12.39%

8.98%

Net of Fees

-2.43%

15.49%

-6.54%

7.11%

6.80%

11.27%

7.90%

Russell 2500™ Value Index

0.13%

15.41%

-4.35%

6.87%

6.98%

11.00%

8.88%

Russell 2500™ Index

-1.28%

17.72%

-4.04%

9.51%

8.57%

12.22%

8.56%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

6.52%

ARIEL MID CAP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: March 31, 1990

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-1.20%

15.99%

-3.03%

6.78%

6.38%

11.89%

11.38%

Net of Fees

-1.45%

15.13%

-3.99%

5.73%

5.33%

10.78%

10.27%

1.22%

19.47%

1.60%

7.82%

7.55%

12.29%

11.36%

Russell Midcap® Value Index
Russell Midcap® Index

0.48%

21.93%

3.19%

10.69%

9.10%

13.07%

11.36%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

9.93%
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For the third quarter ending September 30, 2019, the Ariel Small Cap Value Tax-Exempt Composite
outperformed its primary and secondary benchmarks returning -0.14% gross of fees (-0.39% net of fees)
compared to the Russell 2000 Value Index which fell -0.57% and the Russell 2000 Index which lost -2.40%.
General weakness across our Consumer Discretionary names continued to weigh on our results. By contrast,
avoiding the recently ravaged Energy sector helped. Year-to-date, our small cap value portfolio leapt
+16.59% gross of fees (+15.73% net of fees) versus +12.82% for the Russell 2000 Value and +14.18%
for the Russell 2000 indices. Over the nine month period, lackluster Consumer Discretionary returns were
more than offset by nice gains amongst our Producer Durables and Health Care issues.
Meanwhile, the Ariel Small/Mid Cap Value Composite fell -2.18% gross of fees (-2.43% net of fees) over the
last three months, which trailed the Russell 2500 Value Index’s slight +0.13% rise as well as the -1.28%
decline of the Russell 2500 Index. Year-to-date through September, the Ariel Small/Mid Cap Value
Composite increased +16.35 gross of fees (+15.49% net of fees) which compares favorably to the Russell
2500 Value Index’s +15.41% return, but trailed the Russell 2500 Index which jumped +17.72%. Once
again, our Consumer Discretionary names were our biggest detractors for the quarter and year-to-date, while
Health Care and a lack of Energy added value during both time periods.
Similar performance themes apply to the Ariel Mid Cap Value Composite which fell -1.20% gross of fees
(-1.45% net of fees) for the quarter versus +1.22% for the Russell Midcap Value Index and +0.48% for the
Russell Midcap Index. For the nine months ending September 30, the Ariel Mid Cap Value Composite’s
+15.99% gross of fees return (+15.13% net of fees) trailed the Russell Midcap Value Index and the Russell
Midcap Index which surged +19.47% and +21.93% respectively. Again, Consumer Discretionary names
dampened results while avoiding Energy and overweighting Health Care contributed to our gains.
As the year continues to unfold, we see a clear performance hierarchy across the benchmarks with large-cap
names beating mid-cap issues; mid-cap securities crushing their small-cap brethren; and in all cases, growth
trouncing value. Against that backdrop, the S&P 500 earned +1.70% during the quarter and +20.55% so
far this year.
Value is Undervalued
Over the course of a quarter, we regularly review our results, portfolios and outlook with our investors.
Having engaged with these constituents for decades, it is clear when a “theme” starts to emerge. Lately,
most of our conversations are centered on the dominance of growth stock investing—at the expense of
value—over the last decade. As The New York Times recently noted, “In the never-ending tug-of-war
between growth and value investing, growth has lately been the strong-armed winner.” 1 This glaring
outperformance—across all cap ranges—has driven growth stock subscriptions and value defections.

1

Norm Alster, “In the Stock Market, Value Again Lags Growth.” The New York Times. April 12, 2019.
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Annualized as of September 30, 2019
5 Years 10 Years
3 Years
Index
Russell 1000® Growth Index
16.89
13.39
14.94
11.46
7.79
9.43
Russell 1000® Value Index
Russell Midcap® Growth Index
Russell Midcap® Value Index

14.5
7.82

Russell 2000® Growth Index
9.79
Russell 2000® Value Index
6.54
Past performance does not guarantee future results.

11.12
7.55

14.08
12.29

9.08
7.17

12.25
10.06

The performance dichotomy is stark but history suggests the large return differential increases the likelihood
of a value rebound. As Barron’s recently noted, “. . . value and momentum are like opposite ends of a
pendulum: When one side does well, the other doesn’t. That is called negative correlation, and it is now at
extreme levels. Since 1986, when correlations between value and growth have been this wide, value
outperformed 77% of the time over the next 250 days . . .” 2 While there is certainly an element of mean
reversion at play, we believe the more compelling consideration is the valuation differential. Here Barron’s
adds, “Finally, value is cheaper than usual. The Russell 2000 Value Index trades at about 17 times trailing
earnings compared to 27 times for the Russell 1000 Growth Index. The 10-point gap is one of the largest
divergences since the global financial crisis.” 3
Trees Don’t Grow to the Sky and Unicorns are Not Real
The thing about momentum is that it keeps going . . . until it stops. Growth stocks have had the wind at
their backs—propelled by low interest rates, a weak dollar and fervent tech buying. This “risk on” trifecta
creates the perfect environment for surging growth indices. Here, it is important to note definitions of risk
have morphed in recent years. More specifically, some now view tech stocks as “safe growth.” We believe
those eagerly piling into what they believe to be risk-free names are re-committing the sins of the 2001 tech
wreck that caused the dotcom bubble to burst. Like that ’00-’01 period, many of these higher octane issues
will have a hard time growing into their monster valuations. And should markets turn south, euphoria will
quickly turn as it did for 5 days in September when growth stocks precipitously sold off in what looked like a
mini factor “flash crash.” As the legendary investor Phillip Fisher once stated, “The stock market is filled with
individuals who know the price of everything, and the value of nothing.”
Our clients often ask if we see a catalyst to a market shift on the horizon. Certainly, the death of the unicorn
stocks may be a prelude to a change. These private companies boasting pre-IPO valuations exceeding $1
billion were widely hailed to be “sure things” . . . until they weren’t. Some like ride sharing platform, Uber
Technologies Inc. (UBER), traded down as it staggered into the public markets. And then there is the We
Company (a.k.a. WeWork) whose aborted public offering wiped out more than $40 billion of its value; single
handedly cooled the IPO market; and now calls into question private equity valuations. On that last point,
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Darren Fonda, “Value Stocks Had Been Left For Dead. Their Revival Could Be the Real Deal,” Barron’s. September 17, 2019.
Fonda, “Value Stocks Had Been Left for Dead.”
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private equity firms may need to re-think their exit strategies if their own valuations continue to exceed public
equity prices.
Meanwhile, in the new world of risk, value names with the slightest whiff of cyclicality are considered
dangerous—even if their low multiples come with healthy fundamentals and strong cash flows.
Interestingly, stocks with any nexus to China trade or global weakness are priced for a worst-case scenario
which means if geopolitical tensions deteriorate, we do not expect a huge sell-off in value shares. Case in
point, Kennametal, Inc. (KMT) is a supplier of tooling and industrial materials often used in big drilling
projects. As investors, we like drills because they wear out. This week, the company cut 2020 EPS guidance
by 37% and the stock rallied +10% on the news. This odd and unexpected outcome underscores Wall
Street’s feeble expectations. With such dim views, value shares appear to trade with limited downside. And
should the trade or global outlook improve, we believe these widely misunderstood and ignored securities
will rally—making value the best value around.
Portfolio Comings and Goings
During the quarter, we initiated a position in marketing communication company, Interpublic Group of Cos.,
Inc. (IPG) in our small cap portfolios. We believe the company is poised to deliver solid revenue and
operating profit growth in coming years and also expect its recent acquisition of Acxiom Marketing Solutions
will enable IPG to better serve clients using advanced data analysis. We also added Snap-On, Inc. (SNA)
which manufactures and markets high-quality differentiated tools and repair systems. Meanwhile, we
successfully exited alternative asset manager Oaktree Capital Group, LLC (OAK) and art auction house,
Sotheby’s (BID) on the news of their acquisitions. We also eliminated bar code manufacturer, Zebra
Technologies Corp (ZBRA) when it grew beyond our market cap parameters.
Although we did not add any new holdings to our small/mid cap portfolios this quarter, we successfully
exited alternative asset manager Oaktree Capital Group on the news of its acquisition. We also sold Brady
Corporation (BRC), when the manufacturer and supplier of workplace safety products reached our estimate of
private market value.
We did not purchase or eliminate any mid cap positions during the quarter.
As always, we appreciate the opportunity to serve you and welcome any comments you might have.
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Ariel People Update
Paul Lussow, who joined Ariel in a newly created position of chief operating officer, will be moving on at the
end of the year. Although his stay with us has been short, we appreciate Paul’s contributions over the last
several months. Despite being his first stint in the asset management industry, he made headway on a
number of initiatives, including hiring a new chief technology officer, and creating a good foundation on
which we can build. On that point, Paul will work directly with long-time Ariel board member, David Vitale
to ensure a seamless transition over the coming months. Dave recently agreed to formalize a special
advisory role providing leadership to our operating committee of department heads charged with prioritizing
and executing key initiatives. Dave has previously served in a similar consulting capacity, most recently as
advisor in the creation of our Co-CEO structure and ownership model.
As many know, Dave has been a member of our company board of directors for 19 years, chairing our
compensation committee for much of that time. Going forward, he will continue in these roles and also
dedicate time each week to being at Ariel. Dave knows us well—and we know him. With deep industry
experience—including having served as vice chair and a director of Bank One—he has been a trusted voice
as we have navigated our growth and development over the years. While there is no burning issue at hand,
we know we will be a better firm with regular access to his wisdom and strategic thinking.
We will also be bidding farewell to Phyllis Brady—a 12-year Ariel veteran who has overseen human capital.
Phyllis plans to leave at year-end to take some time off before starting her next professional challenge. It is
fair to say she has been everyone’s confidante and we will miss her kind and warmhearted approach to
supporting our most valuable assets. In anticipation of her departure, Doniel Sutton has been working
closely with Phyllis as a human resource consultant for several months and has become integral to our search
for a permanent leader. Doniel is the former chief human resources officer of PayPal and a tremendous talent
who teaches us new things every day. Her enormous knowledge has already contributed to a re-imagined
human capital effort.
On behalf of the entire firm, we sincerely appreciate Paul and Phyllis’ efforts and wish them the very best as
they embark upon future endeavors.
Please do not hesitate to contact us should you have any questions or need additional information.
Sincerely,

John W. Rogers, Jr.
Chairman and Co-CEO

Mellody Hobson
Co-CEO and President
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Investing in small- and mid-cap companies is more risky and volatile than investing in large cap companies.
The intrinsic value of the stocks in which the portfolios invest may never be recognized by the broader
market. The portfolios are often concentrated in fewer sectors than their benchmarks, and their performance
may suffer if these sectors underperform the overall stock market.
Past performance does not guarantee future results. Performance results are net of transaction costs and
reflect the reinvestment of dividends and other earnings. Net performance of each Composite has been
reduced by the amount of the highest fee charged to any client in each Composite during the performance
period. Actual fees may vary depending on, among other things, the applicable fee schedule and portfolio
size. Fee information 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. Ariel’s small, small/mid and mid cap portfolios differ from their primary
benchmarks with fewer holdings and more concentration in fewer sectors. Effective August 1, 2010, the Ariel
Mid Cap Value Composite was redefined to exclude pooled funds due to differences in performance
calculation methods.
A growth investment strategy seeks stocks that are deemed to have superior growth potential. Growth stocks
offer an established track record and are perceived to be less risky than value stocks. A value investment
strategy seeks undervalued stocks that show a strong potential for growth. The intrinsic value of the stocks in
which a value strategy invests may be based on incorrect assumptions or estimations, may be affected by
declining fundamentals or external forces, and may never be recognized by the broader market.
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 9/30/19, the Ariel Small Cap Value (representative portfolio) held the following positions referenced:
Kennametal, Inc. 3.84%; Interpublic Group of Cos., Inc. 2.83%; and Snap-On, Inc. 1.92%. As of 9/30/19,
the Ariel Small/Mid Cap Value (representative portfolio) held the following positions referenced: Interpublic
Group of Cos., Inc. 3.28%; Kennametal, Inc. 3.02%; and Snap-On, Inc. 2.77%. As of 9/30/19, the Ariel Mid
Cap Value (representative portfolio) held the following positions referenced: Interpublic Group of Cos., Inc.
4.18%; Kennametal, Inc. 3.42%; and Snap-On, Inc. 2.37%. 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 Composites.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors
cannot invest directly in an index. The Russell 2000® Value Index measures the performance of the smallcap value segment (companies with lower price-to-book ratios and lower forecasted growth values) of the
U.S. equity universe. The Russell 2000® Index (a subset of the smallest 2000 companies of the Russell
3000® Index) measures the performance of the small-cap segment of the U.S. equity universe. The Russell
2500™ Value Index measures the performance of the small to mid-cap value segment (companies with
lower price-to-book ratios and lower forecasted growth values) of the U.S. equity universe. The Russell
2500™ Index (a subset of the smallest 2500 companies of the Russell 3000® Index) measures the
performance of the small to mid-cap segment of the U.S. equity universe. The Russell Midcap® Value Index
measures the performance of the mid-cap value segment (companies with lower price-to-book ratios and
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lower forecasted growth values) of the U.S. equity universe. The Russell Midcap® Index measures the
performance of the mid-cap 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. The S&P 500® Index is the most widely
accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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Memorandum
To:

Friends of Ariel Investments

From:

Charlie Bobrinskoy, Vice Chairman and Portfolio Manager

Date:

October 28, 2019

Re:

Ariel Focused Value 3Q19 Client Letter

ARIEL FOCUSED VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: March 31, 2005

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-0.47%

17.38%

-5.62%

8.67%

5.35%

9.73%

6.66%

Net of Fees

-0.64%

16.81%

-6.23%

7.97%

4.67%

8.86%

5.75%

Russell 1000® Value Index

1.36%

17.81%

4.00%

9.43%

7.79%

11.46%

7.36%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

8.83%

In the third quarter, the Ariel Focused Value Composite declined -0.47% gross of fees (-0.64% net of fees) compared
to a +1.36% increase for the Russell 1000 Value Index and a +1.70% rise for the S&P 500 Index. Year-to-date, Ariel
Focused Value returned +17.38% gross of fees (+16.81% net of fees) compared to +17.81% for the Russell 1000
Value Index and +20.55% for the S&P 500. Stocks helping relative performance in the quarter included Western
Union Company (WU), Zimmer Biomet Holdings, Inc. (ZBH) and Blackstone Group, Inc. (BX). Meanwhile, Viacom, Inc.
(VIAB), CBS Corporation (CBS) and Mosaic Company (MOS) were the largest detractors.
The Wisdom of Adam Smith
In the third quarter, trading in U.S. equity markets was dominated by developments around a key foundation of
modern economic theory; the benefits of free trade. For the first time since perhaps the Great Depression, a bipartisan
consensus around reducing trade barriers has been called into question. The current administration has made it clear it
believes our trading relationships are not working for the American people. As a result, the administration has been
willing to risk near-term economic growth in order to secure more beneficial trade terms. Press reports, rumor and
speculation relating to the prospect of trade deals (or the absence thereof) moved markets throughout the quarter.
In 1776, Adam Smith released The Wealth of Nations and changed the world. Before Smith, most governments and
economists believed in mercantilism; the idea that a nation could increase its wealth producing a trade surplus;
exporting as much as possible while limiting imports. Tariffs reduced imports, while subsidies for local industries
improved exports. Smith argued that free trade and a focus on competitive advantage would maximize the wealth of
any one nation and the wealth of all nations taken as a whole. Assume America is good at producing software but
poor at growing coffee. Assume also Brazil has comparatively fewer software engineers but an ideal coffee climate.
According to Smith, both America and Brazil should concentrate on doing what each does best. America should
produce innovative software programs and sell them to Brazil. Likewise, Brazil should focus on growing great coffee
and sell its surplus to the U.S. Both countries would be richer with the lowest possible trade barriers. Attempts to
8

“promote local industry” by blocking Brazilian coffee in America or Microsoft Excel in Brazil would result in lousy,
expensive coffee in New York and ineffective spreadsheets in São Palo.
Today, support for free trade combined with opposition to protectionism is one of the few things on which economists
across the political divide agree. Wall Street believes in Adam Smith and the economists. Tariffs and trade wars are
bad for business, bad for profits and bad for stock prices.
Which brings us to current headlines and third quarter volatility. General support for free trade amongst Republican
and Democratic administrations has resulted in relatively low restrictions on Chinese imports. As a result, imports from
China have gone from $296 billion in 2009 to $540 billion in 2018. Unfortunately, a complex set of restrictions make
it very difficult to export U.S. manufactured goods into China. Over the last decade, America’s trade deficit with China
has increased from $227 billion in 2009 to $420 billion in 2018.1
Fast forward to the third quarter of 2019. The Trump Administration is seeking to pressure the Chinese government to
reduce restrictions on U.S. companies to produce a win/win trade agreement with more trade and greater prosperity
for all. There is always the risk that China will drag its feet on a new deal, believing it will get better terms after the
2020 election. If the first “deal” scenario comes true, U.S. equity markets will likely rally. By contrast, the “no deal”
scenario, will continue to weigh on stock prices. Normally, we tend to ignore short-term market gyrations driven by
headlines. But trade is different. A return to the bad old days of mercantilism and protectionism would not be good
for China, the U.S., or our portfolio. The market is right to focus on trade. It’s a big deal.
Taking Stock
Western Union is a company Wall Street loves to hate. As we go to print, WU is the most contrarian name in our
portfolio, with more “sell” ratings than “buys”—a rare occurrence on Wall Street. Analysts love to predict its demise
as payment services like Venmo make it easy to transfer money between smartphones. But these same bears
underestimate the difficultly of sending money across international borders. Federal regulation of cross border
transactions is increasing, and WU’s regulatory compliance systems are a competitive advantage. Despite concerns
around restrictions on global immigration, cross border remittances continue to increase, although at a modest pace.
At a recent investor day, WU management outlined a plan to accelerate earnings growth through cost reductions from
technology investments. As we go to press, the company trades for less than 12 times our estimate of forward
earnings—an unloved market leader trading at a bargain price. WU returned +17.49% in the third quarter and
+39.86% for the year-to-date.
Zimmer Biomet rose +16.80% for the quarter and +33.11% for the year-to-date. ZBH is exactly what we look for in
a Focused Value portfolio holding—a leading company in a growing industry with some short-term challenge which
causes its stock to trade below its long-term value. In the case of ZBH, the near-term issue was regulatory trouble at
manufacturing facilities acquired in the Biomet acquisition. As a result of restrictions imposed by the Federal Drug
Administration (FDA), ZBH was unable to meet demand for critical replacement hip and knee products. Fortunately,
ZBH is now on track to resume full production at the same time that its Rosa robotic knee replacement device is
gaining traction. With more people remaining physically active later in life, hip and knee replacements are in demand.
ZBH remains a long-term growth company that, in our view, is getting its short-term problems behind it.
Blackstone Group continued its strong recent performance, up +11.02% in the quarter and +69.83% for the year-todate. As previously discussed, BX management’s decision to restructure the company as a C-Corp allowed index
funds to purchase its shares. As the stock surged and approached our private market value estimate, we have
reduced our position.

1

U.S. Census Bureau, https://howmuch.net/articles/the-us-trade-deficit-with-china-2009-2018 (accessed October 11, 2019).
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The two companies having the largest negative impact on our relative performance—CBS and Viacom—will become
one in 2020. We like the deal; Wall Street doesn’t. As such, CBS shares declined -18.77% in the quarter and -6.60%
for the year-to-date. VIAB fell -18.93% in the quarter and -4.47% for the year. As we write, CBS and VIAB are
trading at price/earnings ratios of 6 and 5 times next year’s earnings compared to the S&P 500 which trades at 17
times. The market is clearly signaling it believes the new ViacomCBS is a declining business destined to be ravaged by
cord cutting and streaming. We disagree. We believe advertising revenues will rise over the next five years, albeit at
a modest pace. CBS-owned TV stations in local markets will continue to receive growing political advertising. VIAB
leveraged improved ratings to produce its first increase in advertising revenue in several years. We believe combining
the two companies will improve negotiating control with traditional distribution companies as well as new “skinny
bundles.” Current valuations seem to assign no value to Paramount, the owner of a valuable library of movie titles as
well as recent hits like The Quiet Place. We also believe recent estimates of cost synergies from the merger are low.
Expect to see ViacomCBS become one of our largest positions post-merger.
Finally, Mosaic Company declined -17.87% in the quarter and -29.41% for the year-to-date. Everything that can go
wrong has gone wrong for MOS. Floods in South America shut recently acquired mines in Brazil. Unusual levels of
rain in North America meant many farmers lost an entire planting season and thus, their need for fertilizer. U.S./China
trade disputes reduced grain prices. A weak dollar reduced the value of MOS’s overseas earnings while making its
U.S. mines less price competitive. Despite these negative forces, our long-term investment thesis remains intact.
Demand for fertilizer will increase with a growing world population and improving diets. In the case of MOS, the
short-term challenges have been so numerous and so substantial it is hard to argue the market has overreacted. We
are holding our position but not adding.
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Ariel People Update
Paul Lussow, who joined Ariel in a newly created position of chief operating officer, will be moving on at the end of
the year. Although his stay with us has been short, we appreciate Paul’s contributions over the last several months.
Despite being his first stint in the asset management industry, he made headway on a number of initiatives, including
hiring a new chief technology officer, and creating a good foundation on which we can build. On that point, Paul will
work directly with long-time Ariel board member, David Vitale to ensure a seamless transition over the coming
months. Dave recently agreed to formalize a special advisory role providing leadership to our operating committee of
department heads charged with prioritizing and executing key initiatives. Dave has previously served in a similar
consulting capacity, most recently as advisor in the creation of our Co-CEO structure and ownership model.
As many know, Dave has been a member of our company board of directors for 19 years, chairing our compensation
committee for much of that time. Going forward, he will continue in these roles and also dedicate time each week to
being at Ariel. Dave knows us well—and we know him. With deep industry experience—including having served as
vice chair and a director of Bank One—he has been a trusted voice as we have navigated our growth and
development over the years. While there is no burning issue at hand, we know we will be a better firm with regular
access to his wisdom and strategic thinking.
We will also be bidding farewell to Phyllis Brady—a 12-year Ariel veteran who has overseen human capital. Phyllis
plans to leave at year-end to take some time off before starting her next professional challenge. It is fair to say she
has been everyone’s confidante and we will miss her kind and warmhearted approach to supporting our most
valuable assets. In anticipation of her departure, Doniel Sutton has been working closely with Phyllis as a human
resource consultant for several months and has become integral to our search for a permanent leader. Doniel is the
former chief human resources officer of PayPal and a tremendous talent who teaches us new things every day. Her
enormous knowledge has already contributed to a re-imagined human capital effort.
On behalf of the entire firm, we sincerely appreciate Paul and Phyllis’ efforts and wish them the very best as they
embark upon future endeavors.
Please do not hesitate to contact us should you have any questions or need additional information.
Sincerely,

John W. Rogers, Jr.
Chairman and Co-CEO

Mellody Hobson
Co-CEO and President
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Investing in equity stocks is risky and subject to the volatility of the markets. Investing in small- and 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. A focused portfolio may be subject to greater
volatility than a more diversified investment.
Past performance does not guarantee future results. Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. Net performance of the Ariel Focused 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 Focused Value Composite differs from its benchmark with dramatically fewer holdings concentrated 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 9/30/19, the Ariel Focused Value Composite (representative portfolio) held the following positions referenced:
Western Union Company 5.07%; Zimmer Biomet Holdings, Inc. 4.87%; CBS Corporation 3.91%; Mosaic Company
3.10%; Blackstone Group, Inc. 2.89%, and Viacom, Inc. 2.12%. The portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication of the performance of other portfolio holdings of Ariel
Focused Value Composite.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell 1000® Value Index measures the performance of the large-cap value segment
(companies with lower price-to-book ratios and lower expected growth values) 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. The S&P 500® Index is the most widely accepted barometer of large cap U.S. equities. It includes
500 leading companies.
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Deep Value

Memorandum
To:

Friends of Ariel Investments

From:

David M. Maley, Lead Portfolio Manager

Date:

October 28, 2019

Re:

Ariel Micro-Cap Value and Small Cap Deep Value 3Q19 Client Letter

ARIEL MICRO -CAP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: July 31, 2002

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-2.49%

16.41%

-5.03%

0.87%

-2.74%

5.44%

7.42%

Net of Fees

-2.79%

15.33%

-6.20%

-0.38%

-3.94%

4.14%

5.39%

Russell Microcap® Value Index

-1.98%

9.78%

-11.57%

7.69%

7.59%

10.42%

8.90%

Russell Microcap® Index

-5.45%

7.92%

-15.98%

5.32%

6.15%

9.81%

8.48%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

9.34%

ARIEL SMALL CAP DEEP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: October 31, 2013

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-4.40%

10.94%

-13.29%

1.48%

-0.96%

-2.49%

Net of Fees

-4.63%

10.11%

-14.15%

0.47%

-1.94%

-3.46%

Russell 2000® Value Index

-0.57%

12.82%

-8.24%

6.54%

7.17%

6.18%

Russell 2000® Index

-2.40%

14.18%

-8.89%

8.23%

8.19%

7.12%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

11.60%

A Decisive First Move for Small-Cap Value?
Growth and momentum have continued to outshine value, and large-cap stocks have raced ahead of small-caps. The
duration of these trends has reached truly historic levels. The table below illustrates the magnitude of this dichotomy:

Index
Russell Top 200 Growth Index
Russell Microcap Value Index

Annualized as of September 30, 2019
YTD
1 Year
3 Years
5 Years
22.65%
3.20%
17.66%
14.20%
9.78% -11.57%
7.69%
7.59%

1

Yet, a crack in the armor of both growth and large-cap appeared during the second week of September. For the five
days ending Friday, September 13th, the following returns occurred:
Russell Top 200 Growth Index
Russell Microcap Value Index

-0.31%
+7.93%

Many market watchers described the abrupt shift in leadership as “violent.” According to J.P. Morgan Strategist
Dubravko Lakos-Bujas, roughly 5 months of Momentum outperformance was given back in 3 days, a 99.8 percentile
rotation based on the past 30 years.1 Of course, this is only one week, and the year-to-date numbers are still
decidedly in favor of large growth. Something clearly changed, however, and we believe this dramatic short-term
event portends a possible long-term shift. Investors reacted to real economic events—events which have the power to
drive a sustained turn in the market cycle.
Last year I wrote about the causes of this decade-long large-cap growth-driven market.2 In the aftermath of the
financial crisis, extraordinarily low interest rates and a fear-based market psychology rewarded dependability. These
factors, combined with a major move to passive investing, have driven investors to embrace momentum and size.
According to Lakos-Bujas, the rotation in September was triggered by a combination of factors that run counter to
these trends: “better than expected economic data, monetary and fiscal stimulus, easing trade tensions, stabilization in
yields, all at a time when factor positioning (long Momentum and short Value) was at an extreme.”3 In essence, the
market has been pricing in a slowing global economy, diminishing governmental growth tactics, worsening trade
relations, and declining interest rates. These are ripe conditions for large-cap growth stocks. As investors crave
certainty, extremely low interest rates make a growth company’s future earnings more attractive.
Most market participants are positioned for a continuation of the past decade. However, this environment is not
guaranteed to last. In fact, a strong case can be made that a reversal will occur. When the market sensed this
possibility in early September, small- and micro-cap value stocks rallied. While we wait, we are encouraged by the
fact that valuations are decidedly in favor of our asset class and even more so our portfolios—which trade at
discounts of over 45% to our estimate of private market value.4 A sustained move in our direction is long overdue.
The week of September was merely a shot across the bow.
Portfolio Comings and Goings
We eliminated long-time holding TeleNav, Inc. (TNAV) from both strategies when it became evident its competitive
position had weakened considerably. Fortunately, we had been selling the stock aggressively as it had risen by as
much as +187% since year-end and it ended up being our top contributor year-to-date in small-cap deep value and
our second best in micro-cap. In micro-cap, we also eliminated Stabilis Energy, LLC (SLNG), which had been formed
by a merger with former holding American Electric Technologies, Inc. (AETI).
We added a new position in AquaVenture Holdings Ltd (WAAS) in small-cap deep value. This company has a unique
collection of water assets including medium-scale desalination plants, wastewater treatment facilities, and point-ofuse filtered water dispensers. Its water-as-a-service (WaaS) model bodes well given the global scarcity of pure water
and the recurring revenue streams these assets produce.

Lukos-Bujas et al. “US Style Positioning: Rotation to Value,” Global Equity Strategy and Quantitative Research. J.P. Morgan. September 12,
2019.
2
David Maley, 2Q18 Micro-Cap Value and Small Cap Deep Value Client Letter
3
Lukos-Bujas et al.
4
The quarter-end average PMV is a weighted average calculation of the quarter-end holdings.
1

2

Of note, we significantly reduced our position in telecom solutions provider PCTEL, Inc. (PCTI) as the stock rallied hard
after a positive earnings report and approached our view of full value. On the buy side, we added meaningfully to
AstroNova, Inc. (ALOT), a maker of durable avionic printers and other data processing and display products, where we
had previously reduced the holding on valuation. After a disappointing but far from disastrous earnings report, its
stock fell by a full -37.16% during the quarter, giving us an opportunity to reload at a very compelling price. We also
significantly built up our holdings in both digital streaming provider Gaia, Inc. (GAIA) and Enzo Biochem, Inc. (ENZ), a
diagnostic laboratory company, where we had initiated positions in recent months.
As always, we appreciate your interest and welcome any questions.

3

Ariel People Update
Paul Lussow, who joined Ariel in a newly created position of chief operating officer, will be moving on at the end of
the year. Although his stay with us has been short, we appreciate Paul’s contributions over the last several months.
Despite being his first stint in the asset management industry, he made headway on a number of initiatives, including
hiring a new chief technology officer, and creating a good foundation on which we can build. On that point, Paul will
work directly with long-time Ariel board member, David Vitale to ensure a seamless transition over the coming
months. Dave recently agreed to formalize a special advisory role providing leadership to our operating committee of
department heads charged with prioritizing and executing key initiatives. Dave has previously served in a similar
consulting capacity, most recently as advisor in the creation of our Co-CEO structure and ownership model.
As many know, Dave has been a member of our company board of directors for 19 years, chairing our compensation
committee for much of that time. Going forward, he will continue in these roles and also dedicate time each week to
being at Ariel. Dave knows us well—and we know him. With deep industry experience—including having served as
vice chair and a director of Bank One—he has been a trusted voice as we have navigated our growth and
development over the years. While there is no burning issue at hand, we know we will be a better firm with regular
access to his wisdom and strategic thinking.
We will also be bidding farewell to Phyllis Brady—a 12-year Ariel veteran who has overseen human capital. Phyllis
plans to leave at year-end to take some time off before starting her next professional challenge. It is fair to say she
has been everyone’s confidante and we will miss her kind and warmhearted approach to supporting our most
valuable assets. In anticipation of her departure, Doniel Sutton has been working closely with Phyllis as a human
resource consultant for several months and has become integral to our search for a permanent leader. Doniel is the
former chief human resources officer of PayPal and a tremendous talent who teaches us new things every day. Her
enormous knowledge has already contributed to a re-imagined human capital effort.
On behalf of the entire firm, we sincerely appreciate Paul and Phyllis’ efforts and wish them the very best as they
embark upon future endeavors.
Please do not hesitate to contact us should you have any questions or need additional information.
Sincerely,

John W. Rogers, Jr.
Chairman and Co-CEO

Mellody Hobson
Co-CEO and President
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Investing in micro-cap and small-cap companies is more risky and volatile than investing in large companies. The
intrinsic value of the stocks in which the portfolios invest may never be recognized by the broader market.
Past performance does not guarantee future results. Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. Net performance of each Composite has been reduced by the amount
of the highest fee charged to any client in each Composite during the performance period. Actual fees may vary
depending on, among other things, the applicable fee schedule and portfolio size. Fee information 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 Small Cap Deep Value
Composite and the Micro-Cap Value Composite differ from their primary benchmarks with fewer holdings
concentrated in fewer sectors.
Net returns of the Ariel Micro-Cap Value Composite beginning May 2009 reflect the deduction of the advisory fee. Net
returns of the Ariel Micro-Cap Value Composite prior to May 2009 are net of a 20% incentive fee, other expenses,
management fees, and profit allocations. The performance results prior to April 30, 2009 were achieved while David
Maley managed the strategy at his prior firm using a substantially similar investment style. Mr. Maley began
managing this strategy at Ariel on April 30, 2009. The performance results achieved at Mr. Maley’s prior firm are
linked to the performance results of the Ariel Micro-Cap Value Composite. The strategy will on occasion hold cash
when values are difficult to identify. Also, the strategy at times includes temporary investments in Exchange Traded
Funds (ETFs) while seeking other investment opportunities. During June 2004 through January 2008, the investment
strategy included periodically holding short positions in certain ETFs. This practice may have had a material effect on
returns.
The opinions expressed are current as of the date of this commentary but are subject to change. The information 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 9/30/19, the Ariel Micro-Cap Value Composite (representative portfolio) held the following positions referenced:
Gaia, Inc. 2.66%; AstroNova, Inc. 2.19%; PCTEL, Inc. 1.91% and Enzo Biochem, Inc. 1.83%.
As of 9/30/19, the Ariel Small Cap Deep Value Composite (representative portfolio) held the following positions
referenced: Gaia, Inc. 2.84%; AstroNova, Inc. 2.36%; PCTEL, Inc. 1.91% Enzo Biochem, Inc. 1.84%, and Aqua
Venture Holdings Ltd. 1.21%.
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 Micro-Cap Value Composite or the Ariel Small Cap Deep Value
Composite.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell Microcap® Value Index measures the performance of the microcap value
segment (companies that are considered more value oriented, relative to the overall market) of the U.S. equity market.
The Russell Microcap® Index measures the performance of the microcap segment (1,000 of the smallest securities in
the small-cap Russell 2000® Index) of the U.S. equity market. The Russell 2000® Value Index measures the
performance of the small-cap value segment (companies with lower price-to-book ratios and lower forecasted growth
values) of the U. S. equity universe. The Russell 2000® Index measures the performance of the small-cap segment
(2000 of the smallest securities of the Russell 3000® 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
5

written consent. Russell does not promote, sponsor or endorse the content of this communication. The S&P 500®
Index is the most widely accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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Global

Memorandum
To:

Friends of Ariel Investments

From:

Rupal J. Bhansali, Chief Investment Officer, International and Global Equities

Date:

October 28, 2019

Re:

Ariel International and Ariel Global 3Q19 Client Letter

ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: December 31, 2011

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

0.91%

9.21%

-0.81%

3.54%

3.79%

6.76%

Net of Fees

0.71%

8.56%

-1.59%

2.72%

2.97%

5.89%

MSCI EAFE

-1.07%

12.80%

-1.34%

6.48%

3.27%

6.83%

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: December 31, 2011

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

1.15%

9.32%

-0.76%

4.71%

4.24%

7.14%

Net of Fees

0.95%

8.67%

-1.55%

3.88%

3.41%

6.23%

MSCI ACWI ex-US

-1.80%

11.56%

-1.23%

6.33%

2.90%

5.85%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: December 31, 2011

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

-0.54%

10.59%

-1.89%

6.83%

5.90%

9.63%

Net of Fees

-0.73%

9.93%

-2.67%

5.98%

5.05%

8.71%

MSCI ACWI Index

-0.03%

16.20%

1.38%

9.71%

6.65%

9.64%

International equities posted a modest loss in the quarter, with the ACWI, ACWI ex-USA and EAFE indices
down -0.03%, -1.80% and -1.07%, respectively. Escalating trade tensions, a strong U.S. dollar, uncertainties
surrounding Brexit and cooling economic momentum took a toll on earnings growth and investor confidence abroad.
Despite these headwinds, markets are up double-digits so far this year, as coordinated central bank easing set the

1

scene for the current “risk-on” rally. As such, lower quality stocks and bonds, as well as growth oriented assets
continue to outperform their higher quality and value counterparts.
Actively Aware
The market’s robust 2019 performance contrasts with current fundamentals. Adverse developments from trade policy,
a global contraction in manufacturing, weakening economic indicators across Asia and an inverted U.S. yield curve
suggest rising risks. The associated uncertainty has rattled business confidence. Earnings growth abroad is under
pressure, capital expenditures have stalled and corporate debt continues to surge, particularly within the lowest
investment grade BBB credit tier. On that point, the universe of riskier BBB rated bonds is now bigger than the highest
rated speculative grade BB rated bonds combined. 1 Nonetheless, global equity valuations across the marketplace are
near record highs, particularly when viewed from the perspective of enterprise value relative to price/earnings ratios.
As a result, our “risk-aware” portfolios continue to be underweight cyclical sectors, such as Materials and Real Estate.
We also continue to avoid commodity-like Financial Services companies, often found with banks, especially in Europe.
Meanwhile, we remain overweight differentiated Health Care and large-scale Telecommunications companies, where
barriers to entry are high. In turn, margins, returns on capital and balance sheets for these uniquely positioned
holdings are solid. They also generate a significant amount of free cash flow, increasing the possibility for higher
dividend yields, share-enhancing stock buybacks and industry consolidation over the long term.
Although our investment holdings have generally remained unchanged, our current positioning generated strong
relative performance in 2018, when sentiment turned bearish as the Fed was tightening, the European Central Bank
(ECB) ended quantitative easing and Chinese officials voiced concerns about high debt levels from previous episodes
of stimulus. Given deteriorating fundamentals underpinning asset prices this year, we mindfully remain on the
sidelines of what we view as “risky” price-action.
The Return of Zero Interest Rate Policy (ZIRP)
Twenty years ago, the Bank of Japan implemented a zero interest rate policy to stabilize the country after a
catastrophic real estate bubble burst. In so doing, they set a precedent of aggressive monetary policy for financial
crises to come.
Following the Great Financial Crisis of 2008, major central banks, including the Fed, ECB, the Bank of England and the
Bank of Canada followed a similar playbook, calling for unconventional expansion in money supply, which began as
quantitative easing (QE) and in certain countries resulted in ZIRP, or a 0% nominal interest rate. These actions drove
investment in riskier assets with higher yields, including stocks, junk bonds, real estate and commodities. At the
corporate level, lower rates supported greater leverage and boosted asset prices. Overall, the “wealth effect” spurred
consumption and economic growth. And the substantial rebounding of global equity markets over the last decade,
appear to partly point to the success of such unconventional policies.
In 2018, central banks began to reduce the monetary supply, however uncertainties surrounding Brexit shook the
United Kingdom and economic growth slowed from the Eurozone to China. The reversal was short lived. In 2019,
stimulus was re-initiated and ZIRP returned, as the ECB’s policy rate drove Germany to negative levels. Today across
the globe, more than $17 trillion of government debt carries a zero or negative yield. 2

1
2

Jelle Brons and Lillian Lin, “Investment Grade Credit: Be Actively Aware of BBB Bonds,” Viewpoints Blog, PIMPCO, accessed October 15, 2019.
John Ainger, “The Unstoppable Surge in Negative Yields Reaches $17 Trillion,” Bloomberg, August 20, 2019.
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Pseudo Wealth Effect
The effect of holding rates near zero for so many years, as well as the recent return of QE and ZIRP has direct
implications on global equity markets today.
Unconventional monetary policy has placed a burden on banks, where profit is a function of net interest margin or
how successful the firm invests funds in comparison to its expenses on the same investment. Generally, as interest
rates contract, so do a bank’s profit and margin. Thus, depressed rates in both the U.S. and Europe, as well as the
recent return of ZIRP suggest earnings growth for institutions that accept deposits and offer loans, may be pressured
for years to come. In addition, following the financial crisis, regulators instituted higher capital requirements for
banks. These rules have weighed on the industry’s overall profitability and resulted in declining returns on equity. As
macro-aware investors, we incorporate such considerations into our bottom-up intrinsic value analysis. Accordingly,
we have been underweight banks impacted by QE and ZIRP for more than a decade.
QE and ZIRP have also driven a surge in government borrowing, over $33 trillion 3 to be exact, reaching $62 trillion in
2018. 4 However, nonfinancial corporate debt has grown by the same amount in absolute terms—a notable
development—totaling $71 trillion in 2018. 5 While the deepening of corporate bond markets and diversification of
corporate financing is good for the global financial markets, there are risks. Accommodative monetary policy has
distorted the hurdle rate companies and investors use to determine whether an investment is worth the risk/return.
Lower capital costs have also provided an incentive for corporations to access debt markets to fund acquisitions and/or
repurchase shares already selling at inflated prices. Meanwhile, average credit fundamentals are declining, especially
on the lower end of the scale. The BBB segment has seen a +170% gain since 2008 and the number of covenant lite
leveraged loans given to corporate borrowers with poor credit profiles, now make up 79% of the segment. 6 In our
view, the substantial increase in corporate debt, along with higher levels of equity prices being bid up with leveraged
money is creating a bubble that presents one of the most concerning side effects of the widely adopted central bank
policies of today and much of the past decade.
Furthermore, since interest is the price of using money over time, these low rates imply that the value of cash flow
today is less than its potential earning capacity in the future—thereby creating a distortion in pricing between value
and growth stocks. Said another way, low rates depress the relative present value of a company with stable cash flow
in the near term, and enhance the relative value of firms who appear less profitable today, but are perceived to
generate much higher earnings and cash flow growth in the future. Thus, with the return of QE and ZIRP, riskier
growth assets have outperformed, re-instituting growing headwinds for value investors.
Exit Costs
In the investing world, we have all come to know the notion of “the bubble.” Unfortunately, most bubbles are only
truly understood after the damage is done. Central banks have driven up the price of risky assets, increased leverage
and created a simulated wealth effect. And yet, most agree that asset prices cannot continuously outpace real
economic momentum forever. When bubbles get too big, they inevitably burst. The question becomes, what will
unconventional monetary policy ultimately cost?
As always, we appreciate the opportunity to serve you and welcome any questions or comments you might have.
Lund et al. “Rising Corporate Debt Peril or Promise,” Mckinsey Global Institute (June 2018), 5.
Jeff Cox, “Global debt is up 50% over the past decade, but S&P still says next crisis won’t be as bad,” CNBC, March 2, 2019.
5
Cox, “Global debt is up 50%.”
6
Cox, “Global debt is up 50%.”
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Ariel People Update
Paul Lussow, who joined Ariel in a newly created position of chief operating officer, will be moving on at the end of
the year. Although his stay with us has been short, we appreciate Paul’s contributions over the last several months.
Despite being his first stint in the asset management industry, he made headway on a number of initiatives, including
hiring a new chief technology officer, and creating a good foundation on which we can build. On that point, Paul will
work directly with long-time Ariel board member, David Vitale to ensure a seamless transition over the coming
months. Dave recently agreed to formalize a special advisory role providing leadership to our operating committee of
department heads charged with prioritizing and executing key initiatives. Dave has previously served in a similar
consulting capacity, most recently as advisor in the creation of our Co-CEO structure and ownership model.
As many know, Dave has been a member of our company board of directors for 19 years, chairing our compensation
committee for much of that time. Going forward, he will continue in these roles and also dedicate time each week to
being at Ariel. Dave knows us well—and we know him. With deep industry experience—including having served as
vice chair and a director of Bank One—he has been a trusted voice as we have navigated our growth and
development over the years. While there is no burning issue at hand, we know we will be a better firm with regular
access to his wisdom and strategic thinking.
We will also be bidding farewell to Phyllis Brady—a 12-year Ariel veteran who has overseen human capital. Phyllis
plans to leave at year-end to take some time off before starting her next professional challenge. It is fair to say she
has been everyone’s confidante and we will miss her kind and warmhearted approach to supporting our most
valuable assets. In anticipation of her departure, Doniel Sutton has been working closely with Phyllis as a human
resource consultant for several months and has become integral to our search for a permanent leader. Doniel is the
former chief human resources officer of PayPal and a tremendous talent who teaches us new things every day. Her
enormous knowledge has already contributed to a re-imagined human capital effort.
On behalf of the entire firm, we sincerely appreciate Paul and Phyllis’ efforts and wish them the very best as they
embark upon future endeavors.
Please do not hesitate to contact us should you have any questions or need additional information.
Sincerely,

John W. Rogers, Jr.
Chairman and Co-CEO

Mellody Hobson
Co-CEO and President
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Investments in foreign securities may underperform and may be more volatile than comparable U.S. stocks because of
the risks involving foreign economies and markets, foreign political systems, foreign regulatory standards, and foreign
currencies and taxes. The use of currency derivatives, exchange-traded funds (ETFs) and other hedges may increase
investment losses and expenses and create more volatility. Investments in emerging markets present additional risks,
such as difficulties in selling on a timely basis and at an acceptable price. The intrinsic value of the stocks in which the
portfolios invest may never be recognized by the broader market.
Past performance does not guarantee future results. Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. Net performance of each Composite has been reduced by the amount
of the highest fee charged to any client in each Composite during the performance period. Actual fees may vary
depending on, among other things, the applicable fee schedule and portfolio size. Fee information 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 International (DM) Composite differs from its benchmark, the MSCI EAFE Index, because: (i) the Composite
has fewer holdings than the benchmark, (ii) the Composite will invest in Canada, and (iii) the Composite will at times
invest a portion of its assets in the U.S. and emerging markets. The Ariel International (DM/EM) Composite differs
from its benchmark, the MSCI ACWI (All Country World Index) ex-US, because: (i) the Composite has fewer holdings
than the benchmark and (ii) the Composite will at times invest a portion of its assets in the U.S. The Ariel Global
Composite differs from its benchmark, the MSCI ACWI (All Country World Index), because the Composite has fewer
holdings than the benchmark.
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.
Investors cannot invest directly in an index. MSCI EAFE Index is an unmanaged, market-weighted index of companies
in developed markets, excluding the U.S. and Canada. The MSCI ACWI (All Country World Index) ex-U.S. is an
unmanaged, market-weighted index of global developed and emerging markets, excluding the United States. MSCI
ACWI (All Country World Index) is an unmanaged, market weighted index of global developed and emerging markets.
The MSCI Index net returns reflect the reinvestment of income and other earnings, including the dividends net of the
maximum withholding tax applicable to non-resident institutional investors that do not benefit from double taxation
treaties. MSCI uses the maximum tax rate applicable to institutional investors, as determined by the companies’
country of incorporation. Source: MSCI. MSCI makes no express or implied warranties or representations and shall
have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further
redistributed or used to create indices or financial products. This report is not approved or produced by MSCI.
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Ariel Investments
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Chicago, IL 60601
312.726.0140 phone
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212.824.4330 phone
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Australia
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800.292.7435 toll-free
• arielinvestments.com
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• instagram.com/arielinvestments
• twitter.com/arielinvests

Slow and steady wins the race.
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