Memorandum
To:

Clients and Friends of Ariel Investments

From:

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

Date:

July 29, 2022

Re:

Ariel International Fund and Ariel Global Fund 2Q22 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 June 30, 2022
Inception date: December 30, 2011

Annualized
2Q22

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Ariel International Fund

-7.57%

-9.44%

-10.49%

2.07%

1.06%

5.45%

4.48%

MSCI EAFE Net Index

-14.51%

-19.57%

-17.77%

1.07%

2.20%

5.40%

5.42%

MSCI ACWI ex-US Net Index

-13.73%

-18.42%

-19.42%

1.35%

2.50%

4.83%

4.87%

MSCI EAFE Value Net Index

-12.41%

-12.12%

-11.95%

0.18%

0.52%

4.25%

4.24%

MSCI ACWI ex-US Value Net Index

-11.90%

-11.79%

-12.77%

0.56%

1.23%

3.76%

3.78%

ARIEL GLOBAL FUND PERFORMANCE INVESTOR CLASS | AGLOX
As of June 30, 2022
Inception date: December 30, 2011

Annualized
2Q22

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Ariel Global Fund

-5.36%

-5.25%

-3.85%

6.25%

5.54%

8.42%

7.56%

MSCI ACWI Index

-15.66%

-20.18%

-15.75%

6.21%

7.00%

8.76%

8.89%

MSCI ACWI Value Net Index

-11.49%

-12.34%

-8.12%

3.88%

4.28%

6.92%

7.03%

Thus far, 2022 has represented a turbulent period for global investors. The MSCI ACWI Index recorded its largest first
half-year decline in history; the S&P 500 posted its worst performance since 1970; and the Dow had its biggest drop
since 1962.
Meanwhile, Ariel International Fund and Ariel Global Fund outperformed their value and core indices during the
quarter and year-to-date, delivering relative capital preservation. Our investment discipline has historically resulted in
performance patterns that tend to lag in frothy bull markets and insulate better in bear markets. Although uncertainty
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is high, and volatility could remain elevated throughout 2022 and into 2023, we do not believe valuations have come
down enough to reflect the impact rising rates will have on corporate profits. Against this backdrop, we expect our
strategies to weather the storm—as they are heavily weighted toward undervalued, higher quality defensive holdings
with low operating and financial leverage.
In our first quarter letter, we highlighted the four Ls—Lofty valuations, Leverage, Loss-making companies, and
Liquidity risk. We anticipate these factors to be at the forefront for the foreseeable future. This quarter, we will dive
into one of the four Ls, Leverage, since we believe it represents an outsized risk to all equity investors.
Regime Change: Quantitative Easing (QE) to Quantitative Tightening (QT)
Over the last two years, over $5 trillion in stimulus has been pumped into the U.S. economy—the largest flow of
federal money in history.1 The spending surplus in response to the COVID-19 pandemic has taken our nation’s budget
deficit to levels not seen since World War II.2 Today, we finally see the dramatic monetary policy reversal discussed in
our fourth quarter 2020 letter. As inflation sits at a 41-year high of 9.1%3, we believe the Fed will hike interest rates
until the demand is quelled, stoking the probability of a recession.
Similar monetary policies are playing out in Europe and parts of Asia. The Russia-Ukraine war continues to elevate
energy and food prices. Intensifying inflation has forced the European Central Bank and the Bank of England to raise
rates to tighten monetary policies. New Zealand, Singapore, South Korea, Switzerland, and many other global central
banks have followed suit. During the last decade of QE, speculative bets were rewarded. Now, we believe a QT
environment will better-position risk-aware investors to outperform.
China and Japan are notable exceptions to the recent policy reversal trend. The resurgence of COVID-19 in China
required lockdowns and travel restrictions that have set back economic growth and exacerbated supply chain
disruptions. After initially tightening the credit impulse in the second half of 2021, Chinese leaders have more recently
reversed course and pledged to keep monetary policy “accommodative” to support their slowing economy.4 Similarly,
the Bank of Japan’s yield curve control policy aims to combat the country’s sluggish growth. That said, China and
Japan’s inflation rates are much lower than the U.S., providing headroom to go against the grain.
A Looming Debt Debacle?
Over the past 50 years, the global economy has experienced four massive waves of debt accumulation. The first
began in the 1970s, the next was 1990 through 2001, and the third and most memorable was 2002 through 2009.
While past debt waves had different drivers, every period began during times of low nominal rates and ended in
recessions or downturns. In 2010, we entered our fourth and current cycle. Global debt passed $300 trillion in 2021.5
We believe deterioration in credit fundamentals coupled with contractionary monetary policies could lead to significant
corporate bond distress in the future. U.S. companies are facing the highest levels of outstanding debt on record at
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more than $10 trillion.6 The extended period of low interest rates resulted in an unprecedented wave of BBB bond
issuance, mostly used by companies for share repurchases, mergers and acquisitions, as well as dividends. Threats of
inflation, interest rate hikes and liquidity risk could force companies to refinance and make it harder for them to make
debt payments.
Although credit spreads have risen, they remain well below levels witnessed during past economic downturns, and
we expect conditions to worsen. We are especially wary of risks lurking in the borderline investment grade BBB market
which has more than tripled in size between 2008 and 2020, representing 55% of all investment grade debt. Given
the growing BBB market as a proportion of investment grade and junk bonds, we have significant concerns about its
ability to absorb downgrades in a recession.
According to Bank of America research, high yield default rates are likely to begin moving sharply higher over the next
12 months:
High Yield Default Rates

We are focused on the debt multiple, not just earnings multiple. Private equity markets are likely to suffer more than
public equity markets as the average leverage in U.S. buyouts is more than seven times EBITDA7—the highest since
2007. Typically, companies with a leverage ratio over three times run the risk of being rated junk. Seven times puts
most companies squarely in the lowest quality junk category, which have the highest probability of default. In our
view, it is not a matter of if but rather when markets will have to deal with a painful debt debacle if asset prices
descend as significantly as they have ascended. Our performance is negatively correlated with the junk bond market
and can offer valuable diversification against a deteriorating credit backdrop.
We Have Seen This Movie Before
Soren Kierkegaard noted, “Life can only be understood backward, but it must be lived forwards.” Most recently,
investors have re-lived moments akin to the most excessive financial developments of the past half-century. Despite
stocks having their worst first half in more than 50 years, we still believe it is too early to view this correction as a
buying opportunity. Equities are trading at valuations closer to “optimistic” or “best-case” scenarios, and few offer a
sufficient margin of safety8 to account for the potential risks ahead. Our motto, “Winning by not Losing,” has proven
its mettle over past market cycles, and we expect it will do so in the future.
SIFMA Corporate Bond Research as of 1Q22
EBITDA stands for Earnings Before Interest, Taxes, Depreciation and Amortization.
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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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We appreciate the opportunity to serve you and welcome any questions you might have.

______________________________________________________________________________
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. The Funds are often concentrated in fewer sectors than their
benchmarks, and the Funds’ 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.
For the year ended September 30, 2020, Ariel International Fund’s Investor Class had an annual net expense ratio of
1.13% and an annual gross expense ratio of 1.33%. For the year ended September 30, 2020, Ariel Global Fund’s
Investor Class had an annual net expense ratio of 1.13% and an annual gross expense ratio of 1.46%. Per the Fund’s
Annual Report for the year ended September 30, 2021, Ariel International Fund’s Investor Class had an annual net
expense ratio of 1.13% and an annual gross expense ratio of 1.30%. Per the Fund’s Annual Report for the year ended
September 30, 2021, Ariel Global Fund’s Investor Class had an annual net expense ratio of 1.13% and an annual
gross expense ratio of 1.36%. 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, 2023.
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.
Each Fund’s primary index is the first one listed below each respective Fund’s performance data. Investors cannot
invest directly in an index.
Each Fund’s primary index is the first one listed below each respective Fund’s performance data. 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 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 EAFE Growth Index captures large and mid cap securities exhibiting overall growth style
characteristics across Developed Markets countries around the world, excluding the US 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 States. The MSCI ACWI ex-US Value Index captures large and mid cap securities exhibiting
overall value style characteristics across 22 Developed and 25 Emerging Markets countries. The MSCI ACWI ex-US
Growth Index captures large and mid cap securities exhibiting overall growth style characteristics across 22 Developed
Markets (DM) countries and 25 Emerging Markets (EM) countries. The MSCI ACWI (All Country World Index) is an
unmanaged, market-weighted index of global developed and emerging markets. The MSCI ACWI Value
Index captures large and mid cap securities exhibiting overall value style characteristics across 23 Developed Markets
countries and 25 Emerging Markets (EM) countries. The MSCI ACWI Growth Index captures large and mid cap
securities exhibiting overall growth style characteristics across 23 Developed Markets (DM) countries and 25 Emerging
Markets (EM) countries. All MSCI Index returns are net, which reflect the reinvestment of income and other earnings,
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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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