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As 2018 progresses, the global equity markets are
beginning to diverge. In the US, the S&P 500 Index has
repeatedly tested new highs, delivering a +7.71% gain in
the third quarter and a robust +10.56% for the year-todate. Meanwhile, continued threats of a global trade war
coupled with a currency crisis in Turkey contributed to
volatility in non-U.S. equity markets despite some positive
macroeconomic news in Europe. The non-US developed
equity markets, as defined by the MSCI EAFE Index,
delivered +1.35% in the quarter while the MSCI ACWI ex
US returned a modest +0.71%. Emerging market equities
have been the weakest segment, with the MSCI Emerging
Markets Index falling by -7.68% thus far in 2018.
Holistically, as measured by the MSCI ACWI, global
equities were up +4.28% in the quarter and +3.83%
year-to-date.

Another notable contributor was pharmaceutical company
Roche Holding AG, as the company’s stock price has risen
steadily off 52 week lows in June. Roche raised
expectations following continued strong growth for several
of its cancer drugs despite the increased presence of
competitors or biosimilars. Notably, the company’s first-line
lung cancer drug Alecensa received approval for
distribution in China; the drug is already approved in other
markets including the US and Switzerland. Furthermore,
Roche announced that the U.S. Food and Drug
Administration granted Breakthrough Therapy Designation
for Tecentriq® in combination with Avastin® as a first-line
treatment for people with the most common form of liver
cancer. We continue to be pleased with the company’s
pipeline and expect new drug launches to largely offset
existing blockbuster drugs going off patent.

Over this period, our portfolios have delivered positive
absolute returns and outperformed their respective
benchmarks. More specifically, in the third quarter the Ariel
International (DM/EM) Composite rose +2.11% gross of
fees (+1.91% net of fees) and outperformed its
benchmark, the MSCI ACWI ex-US, which added +0.71%.
Year-to-date, the composite gained a modest +0.19%
(-0.41% net of fees), better protecting capital than its
benchmark’s -3.09% decline.

Baidu, Inc., the Chinese technology behemoth, was the largest
detractor in the third quarter. The stock price fell sharply in
sympathy with the weak performance of Chinese equities more
broadly. The dip has been due to worries over trade tensions
coupled with a weakening economy. We find Baidu to be a
classic example of a misunderstood – and therefore mispriced –
stock. The company’s forward-looking fundamentals are strong
and we believe the threat of Google entering the Chinese
market has been over-estimated given the strength of Baidu’s
capabilities. In our view, the company has been solidifying its
dominant market position by investing in machine learning to
drive smarter, more useful and more personalized search
results. It remains one of our top ten holdings.

Our largest contributor during the quarter was China
Mobile Ltd., the world’s biggest wireless telephone
company. The company reported strong results
despite a slowdown in revenue growth resulting from
government regulations on pricing. As the dominant
player in China, it has an enviable market position and
continues to grow both its mobile and wireline
broadband businesses. China Mobile now reports over
900 million mobile subscribers. We believe it is very
well positioned and improving investor sentiment
suggests others agree. Importantly, China Mobile has
a strong net cash balance sheet and a dividend yield
of more than 4%.

Another notable detractor over the last quarter was Li & Fung
Ltd., a leading supply chain solutions partner for brands and
retailers, after reporting mixed results in August. As continued
destocking, store closures and bankruptcies have plagued the
retail sector, Li & Fung’s business has suffered alongside its
partners. However, the company is embracing digitalization to
improve productivity and lower costs while enhancing customer
service. Li & Fung is also growing its state-of-the art logistics
services that have won favor with discerning customers such as
Nike. That said, its core business of sourcing, inspecting and
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shipping merchandise from low cost countries to brick and
mortar retailers in the western hemisphere remain
challenged which has caused revenues and profits to
suffer. We are encouraged by the steps the company has
taken to dispose of non-core businesses which has helped
to reduce debt. Furthermore, the company returned cash to
shareholders via a special dividend earlier in the year. We
continue to hold the stock.
As always, we remain confident in our investment
philosophy of owning undervalued, out-of-favor, franchisequality companies that are misunderstood and therefore
mispriced by the market. We continue to find many such
companies in the telecom and health care sectors. As we
wait patiently for the market to recognize the value we see
in these businesses, we are encouraged by the
outperformance your portfolio has delivered of late.

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 9/30/18, the performance (net of fees) of the
Ariel International (DM/EM) Composite for the 1-, 3-, and
5-year periods was +0.45%, +7.75% and +4.74%,
respectively. For the period ended 9/30/18, the
performance of the MSCI ACWI ex-USA for the 1-, 3-, and
5-year periods was +1.76%, +9.97% and +4.12%,
respectively. Performance of the Ariel International
(DM/EM) 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
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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/EM) Composite differs from
its benchmark, the MSCI ACWI (All Country World Index) exUSA, 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.
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 9/30/18, China Mobile Ltd. constituted 5.60% of the Ariel
International (DM/EM) (representative portfolio); Roche Holding
AG 5.77%; Baidu, Inc. ADR 5.86%; and Li & Fung Ltd. 0.56%.
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/EM)
Composite.
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 ACWI
(All Country World Index) ex-USA is an unmanaged, marketweighted index of global developed and emerging markets,
excluding the United States. 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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