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for smartphone play further enhance the company’s potential
for growth and contributed to positive investor sentiment.

Despite lingering uncertainties surrounding Brexit, slowing
economic growth and trade tensions, markets took comfort
in hints of more accommodative monetary policies from
The Federal Reserve and the European Central Bank.
Global equity markets generally sustained the risk-on rally
that has persisted for much of 2019, delivering strong
gains for the second quarter, notwithstanding a decline in
May.

Baidu was the most notable detractor for the quarter, as the
stock price fell by nearly a third during the period. An increase
in advertising inventory supply from various ecommerce and
online participants at a time of weak advertising demand hurt
Baidu’s near term revenue and earnings. Baidu’s sustained
strategic decision to make long-term investments in their news
feed and iQiyi online video business further pressured margins.

In this context, risk-aware investors like us predictably
trailed the broad market. Specifically, the Ariel Global
Composite appreciated +1.52% gross of fees (+1.32%
net of fees) for the quarter ended June 30, 2019 while the
MSCI ACWI Index rose +3.61%. Year-to-date, the
portfolio gained +11.19% gross of fees (+10.75% net of
fees) versus the benchmark’s +16.23% rise.

We believe that the confluence of external and internal factors
conspired to create abnormally weak short term results but
expect the company will recover to a more normalized state of
attractive profitability. Not only do we anticipate an inevitable
stimulus from the government to boost economic growth in the
wake of tariff wars, Baidu’s strong net cash balance sheet will
allow it to ride out the storm. We took advantage of weakness
to add to our position.

On an aggregate basis, our holdings within Information
Technology and Financials were the strongest contributors
during the quarter. By comparison, stock selection within
Communication Services and Consumer Staples detracted
from our results.

In our view, the recent weakness in China Mobile’s share price,
which detracted from quarterly performance, has been driven
by a few temporary factors. For example, China Mobile released
disappointing average revenue per user (ARPU) in March while
the outlook for 5G capital expenditures is temporarily higher
than expected. We believe the Chinese government’s recent
allocation of attractive 2.5 GHz spectrum to China Mobile will
reduce the company’s capital expenditure in the long run. We
continue to be optimistic about the company’s dominant
market share and it remains a high conviction holding.

Microsoft was the top contributor for the quarter as
investors increasingly appreciate the company’s growth
potential beyond the operating system and office
productivity vendor of years past. The success of several
new initiatives under CEO Satya Nadella such as the Azure
cloud computing service and the proposed xCloud gaming
streaming platform have buoyed investor confidence. In
our view, these lines of business have high barriers to
entry and benefit from scale, thus offering sustainable
growth as well as recurring profits – a feat often
unattainable for large-capitalization technology companies.
In addition, a net cash balance sheet provides the ballast
to navigate unforeseen challenges.

As always, when conducting our bottom-up research analysis
and ultimately building our portfolios, we actively seek to avoid
exposure to risks we are not paid to take. Specifically, we see
several areas of concern in the market today, such as the
deterioration in corporate debt and credit ratings, the
slowdown in global GDP growth, lingering trade tensions, and
the bifurcation between the market’s beloved FANG stocks and
our preferred “MANG” companies, which we explore more fully
in our investor letter. In closing, we are confident in our
portfolio positioning and continue to see unrealized potential in
our holdings.

Nintendo’s stock price rebounded sharply as investors
focused on several positive long-term developments. We
believe the company has further upside as gaming evolves
into a streaming service as well as from Nintendo’s entry
into the Chinese market via a joint venture with Tencent. In
addition, an increasing number of game launches designed
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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.
Results are preliminary. Performance results are net of
transaction costs and reflect the reinvestment of dividends
and other earnings. For the period ended 6/30/19, the
performance (net of fees) of the Ariel Global Composite for
the 1-, 3- and 5-year periods was +3.17%, +7.91% and
+5.08%, respectively. For the period ended 6/30/19, the
performance of the MSCI ACWI for the 1-, 3- and 5-year
periods was +5.74%, +11.62% and +6.16%,
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 U.S. 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
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 6/30/19, Microsoft Corp. constituted 9.77% of the
Ariel Global representative portfolio; Nintendo Co., Ltd.
3.30%; Baidu, Inc. ADR 2.99%; China Mobile Ltd. 4.58%
and China Mobile Ltd. ADR 0.53%, in USD terms. Portfolio
holdings are subject to change. The performance of any
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single portfolio holding is no indication of the performance of
other portfolio holdings of the Ariel Global Composite.
About Ariel Products
Ariel Investments, LLC (“Ariel”), a Delaware limited liability
company, is currently offering its global strategy through
separately managed accounts to institutional investors in
certain other regions outside the U.S. Ariel is regulated by the
U.S. Securities and Exchange Commission under U.S. laws,
which differ from the laws of other countries. Ariel is not
currently licensed or registered in any other country, and Ariel
intends to limit its activities to remain exempt from any
requirements to register or obtain a license in other countries.
This commentary should not be considered a solicitation for
business outside of the U.S. and should not be further
distributed.
Country-Specific Disclosures
Japan: Ariel is not registered as an Investment Business
Operator and may not enter into a discretionary investment
management agreement with any customers. The term
“customers” does not refer to licensed investment management
operators and trust banks.
Korea: Ariel is currently not licensed under the Financial
Investment Services and Capital Markets Act of Korea as a
cross-border discretionary investment management company.
Singapore: Ariel is not authorized or recognized by the
Monetary Authority of Singapore and is not authorized to
conduct business with the retail public. Any written materials
provided by Ariel do not constitute a prospectus. Ariel is not
currently licensed to enter into contracts with investors in
Singapore.
Oman: This material neither constitutes a public offer of
securities in the Sultanate of Oman as contemplated by the
Commercial Companies Law of Oman (Royal Decree 4/74) or
the Capital Market Law of Oman (Royal Decree 80/98), nor
does it constitute an offer to sell, or the solicitation of any offer
to buy Non-Omani securities in the Sultanate of Oman as
contemplated by Article 139 of the Executive Regulations to the
Capital Market Law (issued vide CMA Decision 1/2009).
Additionally, this material is not intended to lead to the
conclusion of any contract of whatsoever nature within the
territory of the Sultanate of Oman.
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 Index net
returns 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.
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.

3

