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The MSCI ACWI Index started 2022 in the red delivering its
worst quarter of performance in two years. As the global
economy seeks to place the pandemic in its rear-view
mirror, Russia’s invasion of Ukraine introduced new shocks
as markets were digesting the impacts of soaring inflation,
a hawkish pivot by the Fed and concerns over the outlook
for China. Ripple effects from higher energy prices have
extended to other goods and services, increasing cost
pressures and further disrupting already rattled supply
chains. Although uncertainty is high and volatility is likely
to remain elevated, we believe our global portfolios will
drive strong longer-term performance, as they are heavily
weighted towards undervalued, higher dividend yielding
and better quality defensive holdings. The Ariel
International DM Composite declined -1.22% gross of fees
(-1.42% net of fees) in the quarter, outperforming the
-5.91% loss posted by the MSCI EAFE Index but trailing
the +0.33% return of the MSCI EAFE Value Index.

Additionally, telecommunication service provider, China Mobile
Ltd. jumped in the period following the announcement of its
first share repurchase program of up to 1.5 billion shares.
Notably, this return of capital to shareholders is in addition to
the already high 7% dividend yield. China Mobile continues to
garner nearly 60% revenue share of the Chinese telecom
market and about 80% of mainland industry profits. Looking
ahead, we see great opportunity for China Mobile to grow free
cash flow with incrementally less capital spending. However,
we will fully comply with the Executive Order while seeking to
maximize value prior to the divestiture requirement of June 3,
2022.
Nintendo Co., Ltd. also traded higher in the period on solid
earnings growth, driven by the company’s strong pipeline of
gaming titles for its hybrid console Nintendo Switch. As we
expected, the hardware offering, whose initial model was
launched in 2017, has a longer lifecycle than previous
generations. Its large install base and vertically integrated
business model of selling proprietary software titles is enabling
higher profits. There has also been an increasing shift away
from third-party distributors towards online sales via digital
downloads, further enhancing margin expansion. We continue
to like this global leader in family friendly gaming for its
franchise, blend of hardware and software economics as well
as for potential geographic and segment penetration we expect
to be realized in the years ahead.

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 Communication Services, Utilities, Health Care
and Consumer Staples. The portfolio is meaningfully
underweight Industrials, Information Technology,
Financials, Energy and Real Estate and continues to lack
exposure to Materials. At the sector level, Communication
Services and Industrials were the largest sources of positive
attribution. By comparison, our relative positioning within
Energy and Materials was the greatest detractor from
performance in the quarter.

Alternatively, several positions weighed on performance.
Shares of French multinational tire manufacturer, Michelin SCA
came under pressure following Russia’s invasion of Ukraine.
The military conflict and related political fallout had an impact
on a small number of distribution and supply chain
relationships. Michelin announced it would expand its raw
material relationships with alternate suppliers, in the place of
the formerly sourced some synthetic rubber and carbon black
from Russia. As 1Q22 ended, supply chain disruptions turned
out to be less impactful than feared. Pricing actions made to
offset rising raw materials costs also proved successful. These
statements suggest recent share price weakness has been
driven more by sentiment rather than a material deterioration in
business fundamentals.

Several stocks in the portfolio had strong returns in the
quarter. Leading market maker in European derivatives,
Deutsche Boerse AG, which operates the Frankfurt stock
exchange, was the top contributor. Shares traded up as
high market volatility drove an increase in demand for
index and interest rate derivatives. Deutsche Boerse’s
clearing business is also benefitting from the rising rate
environment, with additional tailwinds provided by energy
derivatives.
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China’s internet search and online community leader,
Baidu, Inc. declined in the quarter. Unfavorable investor
sentiment for Chinese equities driven by problems in the
real estate sector, tight credit, the country’s zero-tolerance
COVID-19 policy and increasing regulation of technology
firms continued to weigh on shares. We view sluggish
revenue growth and margin expansion in both the core ad
and cloud businesses to be short-term noise within the
context of our long-term investment horizon. Baidu
remains committed to sustainable, profitable growth as
management works to improve overall operational
efficiency, executing on its strategic commitments around
technological innovation and the transition to a green
economy. Accordingly, we remain focused on Baidu’s
opportunity in internet search, online advertising, cloud,
artificial intelligence, online video and autonomous driving.
Finally, despite trading up over 15%, multinational
biopharmaceutical company, AstraZeneca PLC weighed on
relative returns in the quarter due to negative allocation
effect. The stock has a larger weighting in the benchmark
than it does within our portfolio. Shares advanced on
strong quarterly earnings results, highlighted by robust top
and bottom-line growth and margin expansion. These
results showcase the company’s accretive acquisition of
Boston based leader in immunology and rare diseases,
Alexion. Wall Street also rewarded shares upon
AstraZeneca’s ‘huge step forward’ announcement about a
successful late-stage trial of Enhertu, a breast cancer drug.
Looking ahead, we remain excited about AstraZeneca’s
oncology drug pipeline, particularly within breast and
prostate cancer.
We did not initiate any new positions in the quarter,
however we successfully exited United Kingdom based
distributor of electricity and gas, National Grid PLC. on
share price appreciation.
Geopolitical instability, surging inflation, tighter monetary
policy, a sharp run up in commodity prices as well as
supply chain constraints present risks on a go forward
basis. It is in times like these where an active investment
manager has the opportunity to prove its merit. This is
when we rely on the Ariel playbook and execute. Knowing
today’s decisions will drive years of future returns, we
remain laser-focused on identifying differentiated
companies with durable cost advantages, sustainable
business models and robust balance sheets. In the
emerging world order, we believe our undervalued, higher
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dividend yielding and higher quality defensive holdings are
poised to outperform.
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 net of transaction costs and reflect the
reinvestment of dividends and other earnings. For the period
ended 3/31/2022, the performance (net of fees) for the Ariel
International (DM) Composite for the 1-, 3-, and 5-year periods
were +2.69%, +5.47%, and +4.38%, respectively. For the
period ended 3/31/22 the performance for the MSCI EAFE Index
and the MSCI EAFE Value Index for the 1-, 3-, and 5- year
periods were +1.16%, +7.78%, and +6.72% and +3.55%,
+5.23%, and +4.18% 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
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decision and should not be considered a recommendation
to purchase or sell any particular security.
As of 3/31/2022 Deutsche Boerse AG constituted 8.50% of
the Ariel International (DM) Composite (representative
portfolio); China Mobile Limited 5.07%; Nintendo Co., Ltd.
5.29%; Michelin SCA 4.74%; Baidu, Inc. 3.69% and
AstraZeneca PLC 0.07%. 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.
Glossary:
Margin - gauges the degree to which a company
makes money. It represents what percentage of sales
has turned into profits. Margin expansion is the
increase in rate of the profit.
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 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. 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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