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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. (Note: all index returns referenced above are
in USD terms)
Over this period, our portfolios have delivered positive
absolute returns and outperformed their respective
benchmarks. More specifically, in the third quarter the Ariel
Global Composite rose +7.66% gross of fees (+7.45%
net of fees) beating its benchmark, the MSCI ACWI, which
gained +6.48% (in AUD terms). Year-to-date, the
composite has delivered a robust +15.66% (+14.97%
net of fees), well ahead of its benchmark’s +12.23% gain.
While many investors gravitated toward the high-flying
FANG stocks, we instead invested in Microsoft Corp.,
finding its superior business model, diversified lines of
business and dominance in enterprise software provide a
more attractive risk/reward ratio. Our patience has been
rewarded as Microsoft climbed over +30% this year and
was once again a top contributor in the global portfolios
for the quarter. The company continues to generate excess
cash which it returns to shareholders via dividends and
stock buy-backs. Looking ahead, the company participates
in a number of fast-growing market segments, including
Azure cloud services and gaming, which provide avenues
for continued success. It remains one of our largest
positions.
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Another significant 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%.
Baidu, Inc., the Chinese technology behemoth, was the largest
detractor from performance during 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.
Schlumberger Ltd., the world's largest oilfield services company,
was also a detractor in our Global portfolios for the recent
quarter. The company’s share price trended downward during
the quarter - despite beating earnings expectations- as its
revenues fell short. As a late cycle play in the oil sector, we
expect its shares to have better traction in the years ahead
stemming from the company’s solid position as an industry
leader. We continue to hold the stock.
As always, we remain confident in our investment philosophy
of owning undervalued, out-of-favor, franchise-quality
companies that are misunderstood and therefore mispriced by
the market. We continue to find many such companies in the
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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 (non-U.S.) 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 Global Composite for the 1-, 3- and 5-year periods
was +16.89%, +10.29% and +13.66%, respectively.
For the period ended 9/30/18, the performance of the
MSCI ACWI for the 1-, 3- and 5-year periods was
+19.04%, +12.27% and +14.38%, respectively.
Performance of the Ariel Global 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. A complete
fee schedule is available upon request and may also be
found in Ariel Investments LLC’s Form ADV, Part 2. Returns
are expressed in Australian dollars. Current performance
may be lower or higher than the performance data quoted.
The Ariel Global Composite differs from its benchmark, the
MSCI ACWI (All Country World Index), because the
Composite has fewer holdings than the benchmark.
The opinions expressed are current as of the date of this
commentary but are subject to change. The information
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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, Microsoft Corp. constituted 10.00% of the Ariel
Global (representative portfolio); Baidu, Inc. ADR 4.74%;
Schlumberger Ltd. 3.18%; China Mobile, Ltd. 4.89% and China
Mobile Ltd. ADR 0.57%. 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 Global Composite.
Ariel Investments, LLC (ARBN 605 418 120, a Delaware limited
liability company) is a money management firm headquartered
in Chicago, Illinois with offices in New York, New York, and
Sydney, NSW, Australia. Ariel Investments, LLC is regulated by
the US Securities and Exchange Commission under US laws,
which differ from Australian laws. Ariel Investments, LLC is
exempt from the requirement to hold an Australian Financial
Services license.
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. The S&P 500® Index is the most widely
accepted barometer of large cap U.S. equities. It includes 500
leading companies.

