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From:

Rupal J. Bhansali, Chief Investment Officer, International and Global Equities

Date:

October 20, 2020

Re:

Ariel International Fund and Ariel Global Fund 3Q20 Client Letter
Performance data quoted represents past performance. Past performance does not guarantee future results.
All performance assumes the reinvestment of dividends and capital gains. The investment return and
principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth
more or less than their original cost. Current performance may be lower or higher than the performance data
quoted. Performance data current to the most recent month-end for the Funds may be obtained by visiting
our website, arielinvestments.com.
ARIEL INTERNATIONAL FUND PERFORMANCE INVESTOR CLASS | AINTX
As of September 30, 2020
Annualized

Inception date: December 30, 2011
3Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Ariel International Fund

2.39%

-1.30%

3.57%

0.20%

3.69%

5.14%

MSCI EAFE

4.80%

-7.09%

0.49%

0.62%

5.26%

6.08%

MSCI ACWI ex-US

6.25%

-5.44%

3.00%

1.16%

6.23%

5.52%

ARIEL GLOBAL FUND PERFORMANCE INVESTOR CLASS | AGLOX
As of September 30, 2020
Annualized

Inception date: December 30, 2011
3Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Ariel Global Fund

1.25%

-1.92%

4.23%

2.63%

6.49%

7.30%

MSCI ACWI Index

8.13%

1.37%

10.44%

7.12%

10.30%

9.73%

2020 has been quite the year thus far: a pandemic, the shutdown of a global economy, a subsequent collapse in
equity markets, social unrest, political dysfunction and environmental catastrophes. Despite this backdrop, global
equities traded higher in the quarter, with Asia and the U.S. outperforming Europe and the United Kingdom. The
health and humanitarian crisis has driven policymakers, central banks and corporates world-wide to re-leverage their
balance sheets with the support of ultra-low rates. These easy money policies have also compressed the risk premium
in the marketplace, creating the perfect environment for surging growth and momentum indices. While we are
disappointed, we are not surprised that our non-consensus, global portfolios struggled to keep pace with the robust
risk-on market in the quarter.
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Meanwhile, Ariel International Fund demonstrated significant outperformance relative to the MSCI ACWI ex- U.S. and
MSCI EAFE indices on a year-to-date basis. In this strategy, our attention to quality, risk and valuation heading into
the market bottom in March exceeded the second and third quarter benefits of the growth and momentum fueled
rally. By comparison, investor optimism rebounded with greater vigor in the U.S. than the rest of the world over the
last two quarters. As such, the global indices exposure to large, growth and momentum trades domestically, resulted
in the relative year-to-date underperformance of Ariel Global Fund.
Party Running Out of Time?
The outperformance of growth relative to value, as well as U.S. stocks versus the rest of the world have continued to
widen over the last decade. The chart below illustrates the trend—underscoring the growing differential between
style, factor and geographic returns over time.

Annualized Performance Return % as of September 30, 2020
YTD
1 Year
3 Year
5 Year 10 Year
MSCI ACWI ex U.S. Net Index
MSCI ACWI ex U.S. Value Index
MSCI ACWI ex U.S. Growth Index
MSCI ACWI ex U.S. Momentum Index

‐5.44
‐17.60
7.27
12.34

3.00
‐10.83
17.54
21.29

1.16
‐5.09
7.33
7.21

6.23
2.14
10.16
NA

4.00
1.50
6.38
NA

MSCI ACWI Net Index
MSCI ACWI Value Index
MSCI ACWI Growth Index
MSCI ACWI Momentum Index

1.37
‐14.54
18.13
19.89

10.44
‐8.03
30.22
27.99

7.12
‐1.22
15.36
15.76

10.30
4.96
15.43
16.63

8.55
5.24
11.70
13.80

Past performance does not guarantee future results.
More specifically, on a year-to-date basis, international growth has outpaced value by 28% and world growth has
exceeded world value by 38%. Of note, this is the largest historic disparity between style returns on record, in favor of
growth. An underlying “factor” that has helped drive this hierarchy in tandem with the seismic shift into indexing and
accommodative monetary policy has been momentum—a technical indicator that measures the rate at which a stock
price rises or falls over a period of time, typically 12 months.
Perhaps Newton’s first law of motion defines this phenomenon the best: a body in motion, stays in motion; a body at
rest, stays at rest—unless acted upon by a force. Capital flowing into a stock determines its price at a point in time. If
a stock has been trading higher, positive momentum indicates that the stock will tend to stay on its upward course. If
a stock is trading lower, negative momentum indicates shares will fall further on the downside. In its simplest form,
momentum bets the stock market’s recent winners will remain winners and recent losers will remain losers.
The behavioral bias to extrapolate current trends into the future has driven momentum across, high-flying growth
stocks, particularly in the U.S., to be a significant factor in explaining growth’s dominance over the core and value
indices. In fact, as many know, the index is being driven higher by a relative handful of prominent companies,
including the fast growing FAANG stocks—Facebook, Inc. (FB), Amazon.com, Inc. (AMZN), Apple, Inc. (AAPL), Netflix,
Inc. (NFLX) and Alphabet, Inc. (GOOG). For example, the combined market capitalization of FAANG has sky-rocketed
from $468 billion1 and 1.75% of the MSCI ACWI Index ten years ago, to $5.4 trillion and 9.88% today. It’s also worth
Facebook, Inc. is not included within market capitalization, as it did not become a publicly traded company until May 15, 2012. As of
9/30/2012, the combined market cap of FAANG was $956 billion or 3.2% of MSCI ACWI Index.
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noting how narrowly concentrated recent performance has been. As illustrated in the chart below, year-to-date,
FAANG’s 45% gain accounted for more than 100% of the entire 3000+ stock global world index. In the absence of
this momentum, the global world index’s overall return year-to-date would have been -1.92%.

Annualized Performance Return % as of September 30, 2020
YTD
1 Year
3 Year
5 Year 10 Year
FAANG Return
45.16
70.09
33.49
30.70
27.38
MSCI ACWI Net Index ex‐FAANG Return
‐1.92
6.28
5.28
8.94
7.63
FAANG weight in MSCI ACWI Net Index
FAANG contribution to MSCI ACWI Net Return

9.88
6.54
5.22
4.25
1.75
(9/30/20) (9/30/19) (9/30/17) (9/30/15) (9/30/10)
3.91
5.08
2.41
2.06
1.60

Past performance does not guarantee future results.
Meanwhile, “the Great Lockdown prompted by COVID-19 has lengthened growth’s lead over value”2 even further.
Many growth-oriented stocks that benefit from “socially distanced operations are thriving—providers of
videoconferencing software, cloud computing platforms, communication services as well as online retailers are
prospering.”3 However, our analysis suggests the magnitude of outperformance is unwarranted and that “today’s
superstars—will retreat when investors realize they can never meet Wall Street’s bluebird forecasts and investor’s
inflated expectations.”4
As money continues to pour into index funds, a self-fulling prophecy has been at work. Passive strategies must buy
stocks in the same proportion as the indexes they track with no regard for stock price or fundamental security analysis.
Therefore, index funds that utilize capitalization weighting further exacerbate momentum when markets rally.5
Research conducted by The Evidence Based Investor blog, TEBI states “as bull markets run, cap weighted indexes tend
to become more concentrated in a handful of sectors and stocks. These same sectors and stocks tend to account for a
disproportionate amount of the market’s gains.”6 In our view, the silver lining is that a highly polarized market led by
a narrow group of stocks creates tremendous bargain opportunities for active investors, like us.
Massive monetary stimulus further feeds the growth flame by distorting the hurdle rate companies and investors use
to determine whether an investment is worth the risk/return. As we have written in the past, “since interest is the price
of using money over time, these low rates imply that the value of cash flow today is less than its potential earning
capacity in the future—said another way, low rates depress the relative present value of a company with stable cash
flow in the near term, and enhance the relative value of firms who appear less profitable today, but are perceived to
generate much higher earnings and cash flow growth in the future.”7
Live for Today, Plan for Tomorrow
We believe the acute differentials in performance by style sets the stage for a dramatic reversal, as the pendulum
swings unexpectedly but inexorably. We expect to be beneficiaries of such an inflection point, whenever it may come.
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In our view, prudence dictates that an allocation to value is not just the patient move, but a judicious move, as
diversification matters. It is tempting to shun what has not worked and join the party on what has. However, we
know that past performance is not a guarantor of future results and can be a contra indicator, particularly when the
‘popular’ trade reaches valuations that exceed rational expectations for future returns. As true contrarians, we invite
you to think like us and take advantage of the bargains instead of paying up for the hype.
As always, we appreciate the opportunity to serve you.
Ariel People Update
Our dear friend and teammate on our global/international strategies, Victor Kovalkov recently announced his
intention to leave Ariel on October 30th. For professional reasons, Victor’s husband’s work requires him to be in
Europe during COVID-19 and Victor made the personal decision to accompany him. As a valued member of our
New York-based international and global research team, we are sad to see him go but understand and fully
support his decision. While we always remain open to recruiting talent that fits our needs, Victor’s industry
coverage will be assumed by John Rowley. As you may recall, each international and global holding is reviewed
by as many as three people – a lead analyst, a devil’s advocate, as well as what we call a fresh analyst. These
redundancies not only lead to better research outcomes, but also mitigate the risk related to any one individual
on the team. We wish Victor all the best and appreciate his contributions to our firm over the last six years.

______________________________________________________________________________
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 and exchange-traded funds (ETFs) 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 Funds
invest may never be recognized by the broader market.
For the year ended September 30, 2019, Ariel International Fund’s Investor Class had an annual net expense ratio of
1.13% and an annual gross expense ratio of 1.32%. For the year ended September 30, 2019, Ariel Global Fund’s
Investor Class had an annual net expense ratio of 1.13% and an annual gross expense ratio of 1.44%. Effective
November 29, 2016, Ariel Investments, LLC, the Adviser, has contractually agreed to waive fees or reimburse
expenses (the "Expense Cap") in order to limit each Fund’s total annual operating expenses to 1.13% of net assets for
the Investor Class through the end of the fiscal year ending September 30, 2021. The Expense Cap has been lowered
over time.
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. The securities
mentioned (the “FAANG” stocks) are not held by Ariel International Fund or Ariel Global Fund.
Investors cannot invest directly in an index. The MSCI EAFE Index is an unmanaged, market-weighted index of
companies in developed markets, excluding the United States and Canada. The MSCI ACWI (All Country World Index)
ex-US is an unmanaged, market-weighted index of global developed and emerging markets, excluding the United
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States. The MSCI ACWI (All Country World Index) is an unmanaged, market-weighted index of global developed and
emerging markets. All MSCI Index returns are net, which 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. 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 indexes or financial products. This report is not approved or
produced by MSCI. (Source: MSCI.)

Investors should consider carefully the investment objectives, risks, and charges and expenses before investing. For a
current summary prospectus or full prospectus that contains this and other information about the funds offered by
Ariel Investment Trust, call us at 800-292-7435 or visit our website, arielinvestments.com. Please read the summary
prospectus or full prospectus carefully before investing. Distributed by Ariel Distributors LLC, a wholly owned
subsidiary of Ariel Investments LLC. Ariel Distributors, LLC is a member of the Securities Investor Protection
Corporation.
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