Ariel Global Composite

Quarter Ended March 31, 2019

Quarter Ended March 31, 2019
Global capital markets swiftly reversed course during the
first quarter of 2019, marking a dramatic pivot from the
prior quarter’s double digit correction. Recent more dovish
policies from both the U.S. Federal Reserve and the
European Central Bank suggest the global economy is
slowing. More specifically, the European Central Bank
resumed its low cost loan program and the U.S. Federal
Reserve announced it will stop reducing the bond portfolio
accumulated during many years of quantitative easing.
These actions gave investors the impetus to return to the
very “risk-on” assets they had so recently abandoned.

Microsoft continues to be a top performer as investors
recognize the value we have long appreciated in the company’s
business model. As we have discussed previously, the company
holds an unrivaled position as an enterprise staples vendor
driven by its Windows and Office franchise. Additionally,
Microsoft has created incremental value for shareholders
through both its hybrid cloud-oriented Azure platform and Xbox
based gaming platform. Specifically, Azure has gained traction
against Amazon Web Services in the enterprise cloud based
computing market. Furthermore, by combining expertise gained
from its Xbox franchise and the capabilities of Azure, we are
optimistic about Microsoft’s ability to succeed with a cloudbased gaming platform. We remain enthusiastic about the
company given its continued growth as well as the stability in
the recurring revenues from enterprise software.

Understandably, our risk-aware portfolio trailed its
benchmark during this feverish period. Specifically, the
Ariel Global Composite appreciated +9.52% gross of fees
(+9.30% net of fees) for the quarter ended March 31,
2019 while the MSCI ACWI Index rose +12.18%.

Berkshire Hathaway, one of the least risky and best managed
businesses in our portfolios, was the single largest source of
underperformance in the first quarter, underscoring our view
that the swift market rebound was driven by a recovery in
riskier assets. Berkshire’s weak relative performance reflects
near term concerns related to the cyclicality of business trends
at BNSF railroad operations coupled with pricing and margin
pressures within Berkshire’s insurance operations. Overall, we
see these issues as transitory and continue to hold the shares.

With such a prolonged bull market, we believe the market
to be richly valued and remain wary of the amount of
leverage on corporate balance sheets. In many cases,
stocks are pricing in all of the upside and none of the risk.
That said, we are continuing to find attractive investment
opportunities in Telecom, Health Care and Information
Technology.
On an aggregate basis, our holdings within Consumer
Staples and Energy were the strongest contributors to
performance in the quarter. By comparison, stock selection
within Information Technology and Communication
Services detracted from our results.

China Mobile detracted from performance in the period, despite
its share price rising +6%, as investors gravitated toward risk
and overlooked the high quality and defensive characteristics of
the company’s cash flow. China Mobile’s strong competitive
position is exemplified by its roughly 60% market share in
mainland China wireless and the growth of data usage and
average revenue per user (ARPU). Additionally, we find comfort
in the excess cash flow returned to shareholders in the form of
dividends, notwithstanding continued investments in the fixed
line network.

From a bottom up perspective, Philip Morris International
was the top contributor for the quarter. Its share price
rebounded as investors realized concerns related to
competition and regulation were premature—if not
unwarranted—as the company reaffirmed its medium-term
earnings guidance. We regard Philip Morris as a
responsible participant with progressive policies on
reducing tobacco consumption and converting adult
smokers to less harmful, next generation products such as
IQOS. Additionally, the company’s scale and strong
balance sheet allows it to invest in product development.

In summary, the early 2019 rally exemplifies a classic risk-on
market; one in which stocks and bonds of lower quality or
lower rated businesses outperform their higher quality
counterparts. As always, we remain focused on investing in
sound and sustainable bottom-up opportunities while
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minimizing risk. Overall, we are pleased with portfolio
positioning and see significant unrealized appreciation
potential across current investment holdings.

5.21% and China Mobile ADR 0.61%; Philip Morris
International, Inc. 5.11%; and Berkshire Hathaway Inc. 3.55%.
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 Global Composite.

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 portfolio invests may never be
recognized by the broader market.

Investors cannot invest directly in an index. The 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.

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 3/31/19, the performance (net of fees) of the
Ariel Global Composite for the 1-, 3- and 5-year periods
was +2.38%, +7.31% and +5.72%, respectively. For
the period ended 3/31/19, the performance of the MSCI
ACWI for the 1-, 3- and 5-year periods was +2.60%,
+10.67% and +6.45%, respectively. Performance of the
Ariel Global 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 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.
As of 3/31/19, Microsoft Corp. constituted 9.86% of the
Ariel Global representative portfolio; China Mobile Ltd.
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