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U.S. stocks closed 2019 with their best annual
performance in six years and international equities rallied
higher, as an improving global economic outlook, easing
trade tensions and accommodative central bank policies
indicated to investors that the bull market still has room to
run. While growth trounced value for most of the year,
interesting shifts occurred in the fourth quarter. Small cap
issues outperformed their large cap brethren and investors
increased their appetite for risk, favoring emerging markets
over U.S. equities.

platform with the goal of expanding its licensing,
merchandising and games footprint. Looking ahead, we expect
revenues to increase and profit margins to expand, driving
long-term value creation.
Moreover, tobacco maker Philip Morris Intl, Inc. outperformed
in the quarter, on management’s guidance raise for earnings
and operating cash flow. We continue to look beyond the
volume and pricing pressures in the traditional cigarette
business in favor of new long-term growth, including in Heated
Tobacco Units (HTUs) and Heat Not Burn Devices (IQOS)
markets. New Reduced Risk Products (RRPs), coupled with PM’s
margin expansion, free cash flow generation and the 5.3%
dividend provide a strong margin of safety.

Against this backdrop, the portfolio delivered a positive
absolute return but trailed its benchmark as our
underweight in momentum-driven Information Technology
weighed on performance. For the quarter, the Ariel
International DM Composite increased +5.37% gross of
fees (+5.16% net of fees), lagging the MSCI EAFE Index,
which returned +8.17%. Year-to-date, the DM Composite
gained +15.08% gross of fees (+14.16% net of fees)
versus the benchmark’s +22.01%.

Roche Holding AG, a global pharmaceutical and diagnostics
company, also contributed to relative results due to positive
share price movement and our high-conviction weighting.
While Roche has been a strong performer over time, recent
outperformance is due to investors’ focus on the strong pipeline
and the company’s biotech-driven R&D franchise. Additionally,
competition in biosimilar oncology pharma has been less
effective than the market previously expected.

As always, Ariel’s contrarian approach seeks to identify
undervalued, out-of-favor, franchise-quality companies
that are misunderstood by the market and therefore
mispriced. The portfolio continues to be meaningfully
overweight Communication Services and is modestly
overweight Consumer Staples, Health Care and Energy.
The International DM portfolio is underweight Industrials,
Financials, Materials and Information Technology. The
portfolio’s underperformance during the fourth quarter is
attributable to stock selection within Information
Technology, Consumer Discretionary and Financials. By
comparison, Consumer Staples and Energy contributed
positively to performance.

By comparison, telecom equipment vendor, Nokia
Corporations’ shares declined in the quarter, as management
revised its outlook on already lowered expectations and
suspended the dividend. Further delays in the rollout of 5G
until the second half of 2020, resulting in incremental costs
with negative impact on near-term margins, disappointed
investors. Our research suggests the company will likely meet
newly revised guidance for the second half of this year. We
also expect Nokia will retain market share, since customer
switching costs are high. We expect margins to rebound once
volume economics on new products ramp up.

China’s internet search and online community leader,
Baidu, Inc., scored the top spot during the quarter. Baidu’s
strong price action reflected recent management
commentary that suggests short-term revenue and user
growth pressures are easing. Ad pricing has improved
broadly, as have trends in specific verticals like Health
Care. Daily average users of the mobile app are growing
by 25% and gaining share. In addition, Baidu continues to
make incremental investments in its video streaming

Deutsche Boerse AG, a leading financial markets trading and
clearing company that operates the Frankfurt stock exchange
also detracted from results. After strong gains for most of
2019, shares paused and were nearly flat during the period,
lagging the sector and the benchmark. We remain optimistic
longer term due to the company’s advantaged business model
as a leading market maker in European derivatives. Deutsche
Boerse’s leverage to volume economics and positive impact
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from continued volatility in interest rates enhances the
long-term opportunity.
Shares of Japanese auto manufacturer Subaru Corporation
also declined in the quarter on concerns related to the
company’s emissions costs and the global auto cycle. We
believe consensus fails to appreciate the longer term
product-driven market share opportunity, which is
underscored by management’s commitment to enhanced
quality, safety, and their collaboration with best-in-class
auto maker Toyota.
We initiated positions in CLP Holdings, Total SA and
Vodafone in the quarter. As one of the largest electric
utilities in Asia and one of two electricity providers in Hong
Kong, CLP Holdings is positioned to power the needs of a
growing dependence on electricity in support of
technology in all its forms. We opportunistically bought
shares when they sold off as political unrest in Hong Kong
created uncertainty. Total SA is a vertically integrated
European oil and gas company that is focused on
expanding its clean fuel initiatives, including doubling its
liquefied natural gas (LNG) production by 2025. The
company also has investments in solar panels and
batteries, both of which provide long-term growth in
sustainable energy generation markets. We expect strong
production growth and free cash generation over a multiyear period. Vodafone is a multinational telecom company
whose shares have been depressed following years of
relying on geographic expansion. Vodafone’s new
management team has reset the company’s strategy with a
focus on its footprint in Europe. Vodafone is engaged in
cost cutting and divesting assets to improve the company’s
return on invested capital and balance sheet. Also in the
quarter, we eliminated our position in Japanese apparel
retailer Shimamura to pursue more compelling
opportunities.
Today, we remain concerned about the market’s
complacency toward risk and elevated corporate
indebtedness. As global markets continue to move higher,
along with record levels of debt outstanding, we look to
capitalize on buying opportunities created by market
misperception, preferring companies with the safety of net
cash balance sheets. We remain confident in our
contrarian approach to investing and the portfolio we own
on your behalf.
_____________________________________
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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 12/31/19, the performance (net of fees) for the Ariel
International (DM) Composite for the 1-, 3-, and 5-year periods
was +14.16%, +6.35%, and +4.42%, respectively. For the
period ended 12/31/19 the performance for the MSCI EAFE Net
Index for the 1-, 3-, and 5- year periods was +22.01%,
+9.56%, and +5.67%, respectively. 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. 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 12/31/19 Baidu, Inc. constituted 2.36% of the Ariel
International (DM) Composite (representative portfolio); Philip
Morris Intl, Inc. 4.95%; Roche Holding AG 7.38%; Nokia
Corporation 0.40%; Nokia Corporation ADR 1.83%; Deutsche
Boerse AG 8.12%; Subaru Corporation 2.25%; CLP Holdings
0.15%; Total SA 0.05%; and Vodafone 0.05%. The
performance of any single portfolio holding is no indication of
the performance of other portfolio holdings of the Ariel
International (DM) Composite.
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.
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
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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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