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Central banks around the world worked to reign in
inflation with interest rate hikes, while quantitative
tightening (QT) represented a regime change. Both efforts
drove all major indices into the red this quarter.
Meanwhile, Russia’s war in Ukraine, China’s zero-Covid
policy, record debt and concerns over the economic
outlook for the Eurozone pose further threats to the global
economy. Recession watch has taken hold as many
investors fear a full-blown energy crisis and central bankinduced hard landing. While Wall Street sits on edge and
markets remain erratic, we continue to steer clear of what
we call the 4Ls: Lofty Valuations, Loss Making Companies,
Leveraged Balance Sheets and Liquidity Risk. Our low
portfolio turnover continues to underscore our patient
approach as we believe our global portfolios, which are
heavily weighted towards undervalued, higher dividend
yielding and better-quality defensive holdings, should
produce strong long-term performance. Against this
backdrop, the Ariel International DM Composite declined
-13.72% gross of fees (-13.89% net of fees) in the quarter,
trailing the -9.36% loss posted by the MSCI EAFE Index
and the -10.21% return of the MSCI EAFE Value Index.

availability and pricing for energy heading into the high
demand winter season presented additional tailwinds from
higher volumes of energy derivatives.
Global pharmaceutical and diagnostics leader Roche Holding
AG also advanced in the quarter on a top- and bottom-line
earnings beat. The pharmaceutical portfolio is performing well,
and the diagnostics segment continues to demonstrate strong
growth momentum as it experiences a further normalization of
post-pandemic trends. Roche’s deep research and development
(R&D) franchise enhances our enthusiasm for the name. As we
consider risk throughout each step of our investment process,
we prefer to invest in companies with proven capabilities,
rather than those with binary outcomes such as future earnings
hinging on the approval of one super drug. We view Roche as
a quality defensive name with a rich suite of best-in class
pipeline opportunities, including those with favorable
risk/reward potential for Alzheimer’s disease.
Dutch international grocer Koninklijke Ahold Delhaize
N.V. reversed course from serving as a detractor in the prior
quarter to becoming a top performer in the period. The strong
value proposition of Ahold’s brands are driving incremental
market share gains as food-at-home consumption remains
sticky. Despite inflationary headwinds and the associated
increases in operating expenses, robust sales growth and solid
execution on cost-saving initiatives drove an earnings beat and
subsequent raise in full-year earnings per share and free cash
flow guidance. We continue to believe Ahold’s strong market
share, stable business model and solid balance sheet has it
well-positioned to navigate the current market environment.

Ariel’s non-consensus approach seeks to identify
undervalued, out-of-favor, franchise-quality companies that
are misunderstood and mispriced. The Ariel International
DM strategy continues to be significantly overweight
Utilities, Communication Services, Health Care and
Consumer Staples. The portfolio is meaningfully
underweight Industrials, Energy, Information Technology
and Real Estate and continues to lack exposure to
Materials. At the sector level, Financials and Real Estate
were the largest sources of positive attribution. By
comparison, stock selection within Communication
Services, Utilities and Health Care were the greatest
detractors from performance in the quarter.

By comparison, healthcare leader GSK plc was the largest
detractor from performance in the quarter. Investors are
concerned about legal liabilities associated with its antacid
drug Zantac. While it is impossible to know the outcome with
certainty, our preliminary assessment suggests that the decline
in market capitalization exceeds the likely financial impact on
the company.

Leading market maker in European derivatives, Deutsche
Boerse AG, which operates the Frankfurt stock exchange,
was the top contributor to performance. Shares advanced
as high market volatility and rapidly rising rates drove
increased demand for interest rate derivatives. Deutsche
Boerse’s clearing business is also benefiting from the
macro backdrop, as uncertainty around the future

British home and auto insurer Direct Line Insurance Group PLC
traded lower in the period as elevated prices for new and used
cars alongside a tight global automotive supply chain have
increased the cost of claims across the auto insurance industry.
We remain enthusiastic about this investment
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opportunity given its high levels of normalized profitability.
We expect the company to benefit from price increases in
future premiums.
Finally, shares of German mobile telecommunications
company Telefonica Deutschland Holdings AG traded
down in the quarter. Investors are concerned with nearterm headwinds, including the impact of rising energy
costs on operating profits, as well as the effect an
unwinding of CapEx payables into 2023 will have on cash
flow. Shares also traded lower on speculation that
competitor Drillisch will gain market share upon the
completion of its network build-out. We believe changes
to the currently benign competitive environment in
Germany are not likely. Meanwhile, Telefónica
Deutschland continues to showcase stable market share,
solid average revenue per unit (ARPU), low churn, solid
cash generation and a robust dividend yield. And with the
peak of 5G capital spending at hand, we think the free
cash flow dynamics for Telefónica Deutschland are likely to
improve significantly in the years ahead.
Also in the quarter, we added British multinational
consumer healthcare company Haleon PLC following its
spin-off from long-time holding GSK plc. The company’s
world-class portfolio of health brands is delivering doubledigit organic revenue growth and margin expansion across
channels and geographies. We continue to see potential
for significant incremental value creation from a more
focused and independent consumer health franchise in the
years ahead. We did not exit any positions in the quarter.
High and persistent inflation, supply chain disruptions and
lingering demand-related distortions have forced
policymakers to reverse course from quantitative easing
(QE) towards a new regime defined by quantitative
tightening (QT). However, QT and rapidly rising interest
rates may help curb inflation but likely at a great cost to
economic growth. Although stocks look considerably less
expensive than they did at the start of the year, we do not
believe broad market valuations have come down enough
to reflect the impact further rate hikes will have on
corporate profits, as greater debt servicing costs weigh on
the bottom-line. Taken together, we view these factors to
be an increasing source of vulnerability for market
multiples. In our view, the repricing of risk across asset
classes is not yet done. For this reason, we expect lower
quality equities to be among the most vulnerable. We
think the sweet spot will be owning undervalued, high
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dividend yielding, quality companies with resilient business
models and strong balance sheets. We have strong conviction
in our current positioning and believe our global portfolios are
poised for long-term outperformance.

Investments in foreign securities may underperform and may be
more volatile because of the risks involving foreign economies
and markets, foreign political systems, foreign regulatory
standards, foreign currencies and taxes. The use of currency
derivatives, 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. The portfolio is
often concentrated in fewer sectors than its benchmarks, and its
performance may suffer if these sectors underperform the
overall stock market. Investing in equity stocks is risky and
subject to the volatility of the markets.
Past performance does not guarantee future results.
Performance results are shown net of the highest management
fee charged to any client in the Composite during the
performance period. Net returns reflect performance returns
after the deduction of advisory fees and transaction costs and
assume the reinvestment of dividends and other earnings. For
the period ended 9/30/2022, the performance (net of fees) for
the Ariel International (DM) Composite for the 1-, 5-, and
10-year periods were -19.45%, -2.01%, and +3.69%,
respectively. For the period ended 9/30/2022 the performance
for the MSCI EAFE Index and the MSCI EAFE Value Index for the
1-, 5-, and 10- year periods were -25.13%, -0.84%, and
+3.67% and -20.16%, -2.74%, and +2.39% respectively.
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 and (ii) the Composite will at times invest a portion
of its assets in the U.S. and emerging markets.
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
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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 9/30/2022 Deutsche Boerse AG constituted 9.43% of
the Ariel International (DM) Composite (representative
portfolio); Roche Holding AG 8.36%; Koninklijke Ahold
Delhaize 4.66%; GSK plc 5.07%; Direct Line Insurance
Group Plc 3.64%; Telefonica Deutschland Holding 2.74%
and Haleon PLC 1.09%. 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 International (DM) Composite.
A glossary of financial terms provided herein may be found
on our website at www.arielinvestments.com.
Indexes are unmanaged. An investor cannot invest directly
in an index. The MSCI EAFE® Index is an equity index of
large and mid-cap representation across 21 Developed
Markets (DM) countries around the world, excluding the
U.S. and Canada. Its inception date is May 31, 1986. The
MSCI EAFE Value Index captures large and mid-cap
securities exhibiting overall value style characteristics
across Developed Markets countries around the world,
excluding the US and Canada. Its inception date is
December 8, 1997. All 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 company’s country of incorporation. 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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