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Average annual total returns as of 09/30/21
3Q21

YTD

1-year

3-year

5-year

10-year

Since
inception*

Ariel Fund

-0.17%

25.87%

65.59%

11.83%

13.23%

15.79%

11.48%

Russell 2500TM Value Index

-2.07

20.14

54.38

8.87

10.49

13.35

11.10

Russell 2500TM Index

-2.68

13.83

45.03

12.47

14.25

15.27

11.14

0.58

15.92

30.00

15.99

16.90

16.63

11.01

3Q21

YTD

1-year

3-year

5-year

10-year

Since
inception*

Ariel Appreciation Fund

-2.95%

17.57%

45.27%

10.09%

13.36%

10.60%

Russell Midcap® Value Index

-1.01

18.24

42.40

10.28

10.59

13.93

11.35

Russell Midcap® Index

-0.93

15.17

38.11

14.22

14.39

15.52

11.69

0.58

15.92

30.00

15.99

16.90

16.63

10.49

S&P 500® Index
* The inception date for Ariel Fund is 11/06/86.
Average annual total returns as of 09/30/21

S&P 500® Index

9.39%

* The inception date for Ariel Appreciation Fund is 12/01/89.

Performance data quoted represents past performance. Past performance does not guarantee future results. All performance assumes the
reinvestment of dividends and capital gains and represents returns of the Investor Class shares. The investment return and principal value of an
investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance
may be lower or higher than the performance data quoted. Any extraordinary performance shown for short-term periods may not be sustainable
and is not representative of the performance over longer periods. Performance data current to the most recent month-end for Ariel Fund and Ariel
Appreciation Fund may be obtained by visiting our website, arielinvestments.com.
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DEAR FELLOW SHAREHOLDER:
On the surface, the third quarter returns for the broad
market, as measured by the S&P 500, might appear placid
since the large company index managed to eke out a
+0.58% gain for the period. Beneath the surface, there
was an undertow. As The New York Times noted, “…[In
September], the S&P 500 suffered its worst monthly drop
since the start of the pandemic, as investors jettisoned tech
stocks, small companies and industrial shares…”1
Against this backdrop, Ariel Fund declined -0.17% during
the quarter, ahead of the Russell 2500 Value Index’s
-2.07% loss as well as the Russell 2500 Index’s -2.68%
decline. By contrast, Ariel Appreciation Fund fell short
of its primary and secondary benchmarks—giving back
-2.95% compared to -1.01% for the Russell Midcap Value
Index and -0.93% for the Russell Midcap Index.
Although the Funds differ by market capitalization, some
overlapping holdings and sector biases resulted in common
performance drivers during the quarter. In the case of
Ariel Fund, our Consumer Discretionary and Real Estate
holdings were strong contributors. Still, our hefty Industrial
exposure as well as our underweight in the top-performing
Energy sector hurt. We have learned the hard way that
navigating commodity cycles is not within our circle of
competence which explains our avoidance of Oil and
Energy. Meanwhile, a complete lack of exposure to the
beaten-up tech sector and a bit of cash marginally insulated
Ariel Appreciation Fund from softness across every other
industry group. In our experience, when underperformance
is more widespread and less stock specific, style—in our
case our value and industry biases—becomes the key
driver of results.
TRAINED!
One of the most poignant scenes in the movie, Man on Fire,
features lead actor, Denzel Washington, preparing
Dakota Fanning for a swim meet. Washington is the child’s
bodyguard. After a series of drills designed to teach her

1
2
3

how to better react to a race’s starting gun, Washington
asks the engrossed diver:
Washington: Are you tough?
Fanning: I am as tough as you.
Washington: There is no such thing as tough. Either you are
trained or untrained. Now, which are you?
Fanning: Trained.
Washington shouts: WHICH ARE YOU???
Fanning shouts back: TRAINED!!!
Washington: Trained. Okay. Let’s go again.
This exchange reminds us of some recent client meetings
where questions often center on the state of the current
bull market. Many clients express concern stocks are long
overdue for some form of a correction or even worse.
As The New York Times recently reported, “There were
53 new highs through the end of August, the most at that
point in the year since 1964.”2 We know some are less than
satisfied when we say, “we don’t know when or why the
market might turn.” Crystal balls are in short supply these
days. That is why, in these conversations, we also
emphasize that 38 years of patient investing in a broad
range of investment environments and four distinctly
different market cycles have solidly prepared us for the
good, the bad, and even—the ugly. We do not “tough out”
difficult times or problem stocks; we are trained for them.
We do not fear the future because we are trained.
In Erwin McManus’s book, The Way of the Warrior, the
author writes, “The warrior trains for the unexpected
moment. They know life is unpredictable, they are
undaunted by this reality, for though they cannot plan
what life will bring, they know they are prepared for it.”3
Often when we think of warriors, we think of conditioning.
According to Encyclopedia Britannica, “Conditioning is a
form of learning in which either (1) a given stimulus (or
signal) becomes increasingly addictive in evoking a response
or (2) a response occurs with increasing regularity in a
well-specified and stable environment.” Physiologist
Ivan Pavlov conducted the most famous conditioning

Phillips, Matt. “The Stock Market’s Hot Summer Became a Swoon. Where Does It Go Next?” The New York Times. October 18, 2021.
Phillips, Matt. “The Stock Market’s Hot Summer Became a Swoon. Where Does It Go Next?” The New York Times. October 18, 2021.
McManus, Erwin Raphael. The Way of the Warrior. Pg. 49. Crown Publishing Group. 2005.
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experiment ever when he introduced a ringing bell just
before feeding a group of dogs. Over time, the dogs
began to salivate at the sound of the bell. In a similar way,
down markets, underperforming sectors and even poor
performing portfolio holdings stimulate our contrarian
predisposition and leave us salivating for value.
SEEING GREEN IN RED
There are times when our conviction for a name can be
so high that we hold it across all of our domestic equity
portfolios. Nielsen Holdings (NLSN), one of this quarter’s
poorest performing names, sits in this category. Nielsen
shares slumped -22% during the quarter. Although we hate
losing money, we believe unrealized upside embedded in our
portfolios was boosted as the stock was oversold.
Nielsen is a global leader in tracking television audience
viewership. Having held the position since 2017, we were
pleased to see its shares rally last year after the company
deleveraged its balance sheet by selling its less attractive
Connect business (which measures market share for
consumer products at retail) for $2.7 billion. Once focused
on the more attractive Watch business (which measures
viewership ratings across media), we anticipated continued
recovery. But in September, the Media Rating Council (MRC)
suspended Nielsen’s TV ratings accreditation. MRC alleged
the company was undercounting viewership during COVID
and Nielsen acknowledges the pandemic reduced its rating
panel participant home visits. This setback has been
compounded by the fact that broadcasters have long been
skeptical of Nielsen’s ability to capture all of the ways people
watch broadcast television, particularly on mobile devices.
With new management, the company is now on the cusp of
rolling out Nielsen ONE—the only truly cross platform
media measurement solution. Built from the ground up, this
innovative system incorporates traditional television as well
as streaming viewership. It is worth noting, Nielsen was the
sole accredited service and we expect that accreditation to
be restored in the coming months. Although Nielsen critics
have been sharp in their rebuke, the company is essentially
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the only independent provider of unbiased comprehensive
viewership data. Broadcasters need Nielsen data to price
their ads appropriately. Without this data, a network
reporting its own viewership is akin to students “grading
their own homework.” Meanwhile, ad purchasers need
Nielsen data to appropriately target their buys. Even Netflix
founder and Co-CEO Reed Hastings has cited Nielsen as
the crucial independent arbitrator of the streaming wars.
His competition clearly agrees. YouTube, Roku and Vizio
among others have recently signed onto Nielsen ONE.
OUTLOOK
The Wall Street Journal recently reported, “The economy is
in an unusual position: Demand is strong. Households are
flush with cash and have increased spending briskly this year
on goods and services. But businesses are struggling to find
workers to serve them, part of a broader supply squeeze
that is being felt in the U.S. and globally.”4 While some see
growing inflation as “transitory,” we do not completely
agree. While we believe supply chain disruptions and
shortages will soon pass, once large numbers of people
receive raises to induce them to return to work, there is no
cutting pay. We expect wage inflation to stick. Herein lies the
rub. When it comes to stocks—particularly growth stocks
selling at high multiples—inflation acts as gravity. As interest
rates are likely hiked to dampen inflation, a dollar earned
today becomes more valuable than a dollar earned in the
future. This is the exact opposite of the most recent low
interest rate, growth stock heyday where the value of a
dollar today is no different than one earned in the future.

“When it comes to stocks—
particularly growth stocks selling
at high multiples—inflation acts
as gravity.”
No matter the macro-economic circumstance, just like the
child swimmer in Man on Fire, when the gun goes off, our
team is instinctively ready to go.

Mitchell, Josh. “Job Gains Hit Slowest Pace of the Year.” The Wall Street Journal. October 9-10, 2021. Page A1.
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PORTFOLIO COMINGS AND GOINGS
During the quarter, we added leading supplier of
automatic-dimming mirrors for the automotive industry,
Gentex Corporation (GNTX), to Ariel Fund and Ariel
Appreciation Fund. With over 90% market share and a
long history of technological innovation and manufacturing
capability, the company consistently outgrows the broader
industry, produces best-in-class operating margins, and
generates attractive free cash flows. Recently, the stock has
underperformed due to broad-based supply chain concerns
and the disruption of global automotive production. We
view these worries as overblown and see this as an
opportunity to own a high-quality, niche franchise with
excellent and improving growth prospects, well-positioned
to benefit from growing market adoption of its essential
technologies.
We also purchased shares of professional football club,
Manchester United Plc. (MANU) in those same Funds.
The team plays in the English Premier League (EPL), the
most watched professional sports league in the world.
Unlike most sports franchises, MANU leverages its global
brand to drive a larger revenue base, enabling the
acquisition of top talent which has proven to drive strong
league performance over the long-term. MANU also
distributes and broadcasts live football content directly and
indirectly through partners; owns and operates Old
Trafford Stadium; and also engages in sponsorships,
merchandising and product licensing. Pandemic-related
revenue pressures and investor concerns surrounding
media rights enabled us to build a position at a meaningful
discount to our assessment of intrinsic value.
In Ariel Fund and Ariel Appreciation Fund, we re-initiated a
position in Madison Square Garden Sports Corp
(MSGS). As the owner of two storied sports franchises in
the biggest U.S. market—the New York Knicks (NBA) and
Rangers (NHL)—we believe the company’s scarce and
valuable content should continue to grow and command a
premium as the economic reopening continues.
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On the sell side, in Ariel Fund, we exited leading
manufacturer and supplier of acoustic components to
smartphones, home devices and hearing aid manufacturers,
Knowles Corporation (KN), on valuation. Likewise, in
both Funds, we successfully sold MSG Networks Inc.
(MSGN) upon its acquisition by Madison Square Garden
Entertainment (MSGE).
As always, we appreciate the opportunity to serve you and
welcome any questions or comments you might have.
Sincerely,

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

Mellody Hobson
Co-CEO and President

HAPPY BIRTHDAY ARIEL FUND!
35 years of active patience

