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The MSCI ACWI and S&P 500 closed 2020 at all-time
highs—a stunning outcome, few would predict amidst a
global pandemic. Record levels of fiscal stimulus, ultra-low
interest rates and low-inflation collectively set the tempo to
an equity anthem. While growth trounced value on a full
year basis and momentum continued its reign as a flowbased beneficiary, a shift occurred in the fourth quarter.
Value bested growth, small cap issues outperformed their
large cap brethren and investors increased their appetite
for risk, favoring emerging markets over developed peers
and U.S. equities. While we are disappointed, we are not
surprised that our global portfolios which are biased
towards higher quality, larger cap names with secular
growth prospects have struggled to keep pace in a market
rewarding small cap, cyclical growth and low quality.

and profit margins to expand, driving long-term value creation.
Our positioning in the Japanese Nippon Telegraph and
Telephone Corporation also aided relative performance in the
period. Shares rebounded following the completion of its
acquisition of wireless subsidiary Docomo. Investor confidence
was further bolstered by a recent share buyback and growing
expectations for an increase in the company’s dividend.
French multinational tire manufacturer, Michelin SCA was
another top contributor in the quarter. Shares traded higher on
solid demand from specialty markets, such as mining and
trucking, rising raw material costs and successful end market
price increases. Taken together with cost cutting initiatives
currently underway, we believe the key ingredients are in place
for an expansion in revenues, margins and returns on capital.
By comparison, leading market maker in European derivatives,
Deutsche Börse AG, which operates the Frankfurt stock
exchange weighed on relative performance in the quarter. After
being one of the strongest performing stocks among our
holdings in the first half of the year, stable rates in recent
months have driven a near term pause on share price
appreciation. That said, we believe the company’s leverage to
volume economics and positive impact from volatility in interest
rates, which we believe will eventually float higher, further
enhance the potential of the company’s long-term earnings
power.

For the quarter, the Ariel International DM Composite
increased +8.58% gross of fees (+8.37% net of fees) on
an absolute basis, underperforming the +16.05% gain
posted by the MSCI EAFE Index.
As always, Ariel’s non-consensus approach seeks to
identify undervalued, out-of-favor, franchise-quality
companies that are misunderstood and mispriced. Ariel
International DM strategy is significantly overweight
Communication Services and Utilities. The portfolio is
meaningfully underweight Industrials, Materials,
Information Technology and Financials. Stock selection and
sector allocation weighed on returns during the quarter. At
the sector level, investment choices within Financials,
Consumer Discretionary, Utilities and Health Care detracted
from results.

Telecommunication service provider, China Mobile Ltd. was a
detractor from absolute and relative returns in the period. An
executive order issued by President Trump on November 12,
2020, requiring U.S. investors to cease transactions in China
domiciled Communist Party Military Companies (CCMC)
resulted in an overhang on shares. Initially the order included
China Telecommunications Corporation, the parent company of
China Mobile Ltd. and did not cover subsidiaries. Subsequently,
on January 6, 2021, the list was retroactively expanded to
include publicly-traded subsidiaries of the companies on the
directive, ensnaring China Mobile Ltd. As of January 11, 2021,
U.S. investors are no longer able to buy shares and must divest
the position by November 11, 2021. Unfortunately, this
political development created a distressed selling environment
for shares. Rest assured, we will fully comply with the law and
divest the position in a manner that seeks to maximize the

Shares of China’s internet search and online community
leader, Baidu, Inc. were the top contributor to relative
performance in the quarter. Price appreciation was driven
by steadily improving financial metrics, indicating a
stabilization in Baidu’s core business, along with growing
recognition of the company’s opportunity in artificial
intelligence, particularly in the autonomous driving market.
Meanwhile, Baidu continues to make incremental
investments in its video streaming platform with the goal
of expanding its licensing, merchandising and games
footprint. Looking ahead, we expect revenues to increase
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value of our client’s portfolio prior to the November 11,
2021 sell requirement.
Lastly, shares of Dutch international grocer, Koninklijke
Ahold Delhaize N.V. weighed on relative results as they
paused in the quarter, following a strong run since the
March 2020 correction. We remain favorably disposed to
the franchise position of this leading global food retailer
which continues to be a significant beneficiary of the
global “eat at home” trends developed during the
pandemic.
We initiated six new positions in the quarter. We initiated
a position in multinational biopharmaceutical company,
AstraZeneca PLC as the recent decline in shares following
the Alexion deal announcement provided an attractive
entry point. In our view, AstraZeneca PLC is a turn-around
margin expansion story with an improving pipeline and
limited patent expiration exposure.
We also added French international banking group, BNP
Paribas SA, which is one of the largest institutions in
Europe offering a full suite of retail and commercial
services. The company has a consistent approach to
balance sheet management and has grown their tangible
book value at approximately 5% per year since 2008.
With the impacts of COVID-19 suppressing 2020 earnings
and returns on equity, the shares had become very
attractive given the franchises ability to generate returns on
tangible equity between 7%-8%. The stock also offers an
attractive dividend yield.
We purchased shares of leading Italian bank, Banca
Mediolanum S.p.A., which offers banking, savings and
insurance products through a branchless network of
advisors and digital tools. The firm’s fully integrated model
has seen success over time gathering assets from high net
worth individuals. With growth in advisors, increased
productivity, and expansion into additional lines of
business, we believe Banco Mediolanum is the banking
model of the future, offering investors a long-term growth
trajectory.
We also initiated a position in British home and auto
insurer, Direct Line Insurance Group PLC, which sports an
industry leading customer service reputation. The company
utilizes a variety of brands and distribution channels to
meet different consumer preferences throughout the
insurance value chain which include Direct Line, Churchill,
Privilege and Green Flag. Under the leadership of newish
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CEO Penny James who joined Direct Line in the summer of
2019, the company is near completion of a multi-year upgrade
across all their major technology operating systems. Our belief
is this will enable the company to more effectively compete in
the UK non-life market, drive tangible cost savings and
reinvigorate the longer term business opportunity.
We added one of the world’s leading reinsurers Munich Re,
which sports over 50 billion euros in gross written premiums,
and a reinsurance market share of about 10%. The German
based company has a reputation of taking a highly conservative
approach to both operational and balance sheet management.
We believe pricing in the reinsurance market will continue to
harden and that the cycle could last for several years.
Finally, we initiated a position in Telefonica Brasil SA, the
leading Telecom player in Brazil with dominant revenue share
in mobile and fixed segments of 40% and 25%, respectively.
We believe in-market mobile consolidation within the country
due to the sale of fourth player Oi’s mobile assets to three
remaining incumbent’s Telefonica Brasil, TIM and America
Movil will allow the company to further increase its market
position and improve upon its 40%+ EBITDA margin. In our
view, competitive intensity will abate post consolidation and
expect Telefonica Brasil’s asset utilization to improve over a
larger subscriber base. Moreover, in its fixed business, the
company is in the process of rapidly expanding its fiber
footprint to stem decline in its legacy DSL business and upsell
customers to higher speeds. The regulatory environment in
Brazil is also pivoting from price to a quality led focus which we
think will be supportive of lower competitive intensity and
higher future returns. Telefonica Brasil pays over a 6% dividend
yield and is rated AAA by Fitch due to its strong balance sheet
and leading market position.
We also successfully exited our positions in Japanese telecom
company, NTT DoCoMo Inc., global transport and logistics
company Kuehne + Nagel International AG, Finnish tire
company Nokian Renkaat Oyj and European internet company
Rocket Internet SE on valuation.
Although concerns over rising coronavirus infections have been
overshadowed by positive vaccine developments, we expect
volatility to remain elevated. Our central scenario is the global
economy will recover when a vaccine for COVID-19 is
distributed worldwide. Meanwhile, we believe valuations
remain stretched, as equities continue to receive meaningful
support from substantial monetary and fiscal stimulus, as well
as low nominal/negative rates. We remain concerned about the
market’s complacency toward risk and elevated corporate
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indebtedness. Given this backdrop, we continue to pay
particular attention to a company’s normalized growth and
return prospects, the sustainability of the business model
and resilience of the balance sheet—preferring those with
the safety of net-cash positions. While this attention to
risk-adjusted returns has come at the expense of shortterm underperformance relative to the benchmark, we
remain confident in our non-consensus approach. We are
laser focused on uncovering and owning idiosyncratic
ideas that will offer superior upside with a margin of
safety. 1
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.
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 12/31/2020, the performance (net of fees)
for the Ariel International (DM) Composite for the 1-, 3-,
and 5-year periods was +6.85%, +3.30%, and +5.07%,
respectively. For the period ended 12/31/2020 the
performance for the MSCI EAFE Net Index for the 1-, 3-,
and 5- year periods was +7.82%, +4.28%, and
+7.45%, respectively. Net performance of the Ariel
International (DM) 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. 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.

Quarter Ended December 31, 2020

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
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 12/31/2020 Baidu, Inc. constituted 5.71% of the Ariel
International (DM) Composite (representative portfolio); Nippon
Telegraph and Telephone Corporation 0.74%; Michelin SCA
4.56%; Deutsche Börse AG 8.19%; China Mobile Ltd. 3.88%;
Koninklijke Ahold Delhaize N.V. 4.91%; AstraZeneca PLC
0.05%; BNP Paribas SA 0.34%; Banca Mediolanum S.p.A.
0.11%; Direct Line Insurance Group PLC 0.39%; Munich Re
0.66%; and Telefonica Brasil SA. 0.12%. The performance of
any single portfolio holding is no indication of the performance
of other portfolio holdings of the Ariel International (DM)
Composite.
Investors cannot invest directly in an index. The MSCI EAFE
Index is an unmanaged, market-weighted index of companies
in developed markets, excluding the U. S. and Canada. 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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Attempting to purchase with a margin of safety on price cannot protect investors from the volatility associated with stocks, incorrect assumptions or estimations
on our part, declining fundamentals or external forces.
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