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ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: September 30, 1983

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-0.14%

16.59%

16.59%

8.31%

6.23%

11.17%

12.49%

Net of Fees

-0.39%

15.73%

15.73%

7.24%

5.18%

10.07%

11.38%

Russell 2000® Value Index

-0.57%

12.82%

12.82%

6.54%

7.17%

10.06%

10.39%

Russell 2000® Index

-2.40%

14.18%

14.18%

8.23%

8.19%

11.19%

9.04%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

10.99%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: December 31, 2000

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-2.18%

16.35%

-5.60%

8.18%

7.86%

12.39%

8.98%

Net of Fees

-2.43%

15.49%

-6.54%

7.11%

6.80%

11.27%

7.90%

Russell 2500™ Value Index

0.13%

15.41%

-4.35%

6.87%

6.98%

11.00%

8.88%

Russell 2500™ Index

-1.28%

17.72%

-4.04%

9.51%

8.57%

12.22%

8.56%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

6.52%

ARIEL MID CAP VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: March 31, 1990

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-1.20%

15.99%

-3.03%

6.78%

6.38%

11.89%

11.38%

Net of Fees

-1.45%

15.13%

-3.99%

5.73%

5.33%

10.78%

10.27%

1.22%

19.47%

1.60%

7.82%

7.55%

12.29%

11.36%

Russell Midcap® Value Index
Russell Midcap® Index

0.48%

21.93%

3.19%

10.69%

9.10%

13.07%

11.36%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

9.93%
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For the third quarter ending September 30, 2019, the Ariel Small Cap Value Tax-Exempt Composite
outperformed its primary and secondary benchmarks returning -0.14% gross of fees (-0.39% net of fees)
compared to the Russell 2000 Value Index which fell -0.57% and the Russell 2000 Index which lost -2.40%.
General weakness across our Consumer Discretionary names continued to weigh on our results. By contrast,
avoiding the recently ravaged Energy sector helped. Year-to-date, our small cap value portfolio leapt
+16.59% gross of fees (+15.73% net of fees) versus +12.82% for the Russell 2000 Value and +14.18%
for the Russell 2000 indices. Over the nine month period, lackluster Consumer Discretionary returns were
more than offset by nice gains amongst our Producer Durables and Health Care issues.
Meanwhile, the Ariel Small/Mid Cap Value Composite fell -2.18% gross of fees (-2.43% net of fees) over the
last three months, which trailed the Russell 2500 Value Index’s slight +0.13% rise as well as the -1.28%
decline of the Russell 2500 Index. Year-to-date through September, the Ariel Small/Mid Cap Value
Composite increased +16.35 gross of fees (+15.49% net of fees) which compares favorably to the Russell
2500 Value Index’s +15.41% return, but trailed the Russell 2500 Index which jumped +17.72%. Once
again, our Consumer Discretionary names were our biggest detractors for the quarter and year-to-date, while
Health Care and a lack of Energy added value during both time periods.
Similar performance themes apply to the Ariel Mid Cap Value Composite which fell -1.20% gross of fees
(-1.45% net of fees) for the quarter versus +1.22% for the Russell Midcap Value Index and +0.48% for the
Russell Midcap Index. For the nine months ending September 30, the Ariel Mid Cap Value Composite’s
+15.99% gross of fees return (+15.13% net of fees) trailed the Russell Midcap Value Index and the Russell
Midcap Index which surged +19.47% and +21.93% respectively. Again, Consumer Discretionary names
dampened results while avoiding Energy and overweighting Health Care contributed to our gains.
As the year continues to unfold, we see a clear performance hierarchy across the benchmarks with large-cap
names beating mid-cap issues; mid-cap securities crushing their small-cap brethren; and in all cases, growth
trouncing value. Against that backdrop, the S&P 500 earned +1.70% during the quarter and +20.55% so
far this year.
Value is Undervalued
Over the course of a quarter, we regularly review our results, portfolios and outlook with our investors.
Having engaged with these constituents for decades, it is clear when a “theme” starts to emerge. Lately,
most of our conversations are centered on the dominance of growth stock investing—at the expense of
value—over the last decade. As The New York Times recently noted, “In the never-ending tug-of-war
between growth and value investing, growth has lately been the strong-armed winner.” 1 This glaring
outperformance—across all cap ranges—has driven growth stock subscriptions and value defections.
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Norm Alster, “In the Stock Market, Value Again Lags Growth.” The New York Times. April 12, 2019.
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Annualized as of September 30, 2019
5 Years 10 Years
3 Years
Index
Russell 1000® Growth Index
16.89
13.39
14.94
11.46
7.79
9.43
Russell 1000® Value Index
Russell Midcap® Growth Index
Russell Midcap® Value Index

14.5
7.82

Russell 2000® Growth Index
9.79
Russell 2000® Value Index
6.54
Past performance does not guarantee future results.

11.12
7.55

14.08
12.29

9.08
7.17

12.25
10.06

The performance dichotomy is stark but history suggests the large return differential increases the likelihood
of a value rebound. As Barron’s recently noted, “. . . value and momentum are like opposite ends of a
pendulum: When one side does well, the other doesn’t. That is called negative correlation, and it is now at
extreme levels. Since 1986, when correlations between value and growth have been this wide, value
outperformed 77% of the time over the next 250 days . . .” 2 While there is certainly an element of mean
reversion at play, we believe the more compelling consideration is the valuation differential. Here Barron’s
adds, “Finally, value is cheaper than usual. The Russell 2000 Value Index trades at about 17 times trailing
earnings compared to 27 times for the Russell 1000 Growth Index. The 10-point gap is one of the largest
divergences since the global financial crisis.” 3
Trees Don’t Grow to the Sky and Unicorns are Not Real
The thing about momentum is that it keeps going . . . until it stops. Growth stocks have had the wind at
their backs—propelled by low interest rates, a weak dollar and fervent tech buying. This “risk on” trifecta
creates the perfect environment for surging growth indices. Here, it is important to note definitions of risk
have morphed in recent years. More specifically, some now view tech stocks as “safe growth.” We believe
those eagerly piling into what they believe to be risk-free names are re-committing the sins of the 2001 tech
wreck that caused the dotcom bubble to burst. Like that ’00-’01 period, many of these higher octane issues
will have a hard time growing into their monster valuations. And should markets turn south, euphoria will
quickly turn as it did for 5 days in September when growth stocks precipitously sold off in what looked like a
mini factor “flash crash.” As the legendary investor Phillip Fisher once stated, “The stock market is filled with
individuals who know the price of everything, and the value of nothing.”
Our clients often ask if we see a catalyst to a market shift on the horizon. Certainly, the death of the unicorn
stocks may be a prelude to a change. These private companies boasting pre-IPO valuations exceeding $1
billion were widely hailed to be “sure things” . . . until they weren’t. Some like ride sharing platform, Uber
Technologies Inc. (UBER), traded down as it staggered into the public markets. And then there is the We
Company (a.k.a. WeWork) whose aborted public offering wiped out more than $40 billion of its value; single
handedly cooled the IPO market; and now calls into question private equity valuations. On that last point,
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Darren Fonda, “Value Stocks Had Been Left For Dead. Their Revival Could Be the Real Deal,” Barron’s. September 17, 2019.
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private equity firms may need to re-think their exit strategies if their own valuations continue to exceed public
equity prices.
Meanwhile, in the new world of risk, value names with the slightest whiff of cyclicality are considered
dangerous—even if their low multiples come with healthy fundamentals and strong cash flows.
Interestingly, stocks with any nexus to China trade or global weakness are priced for a worst-case scenario
which means if geopolitical tensions deteriorate, we do not expect a huge sell-off in value shares. Case in
point, Kennametal, Inc. (KMT) is a supplier of tooling and industrial materials often used in big drilling
projects. As investors, we like drills because they wear out. This week, the company cut 2020 EPS guidance
by 37% and the stock rallied +10% on the news. This odd and unexpected outcome underscores Wall
Street’s feeble expectations. With such dim views, value shares appear to trade with limited downside. And
should the trade or global outlook improve, we believe these widely misunderstood and ignored securities
will rally—making value the best value around.
Portfolio Comings and Goings
During the quarter, we initiated a position in marketing communication company, Interpublic Group of Cos.,
Inc. (IPG) in our small cap portfolios. We believe the company is poised to deliver solid revenue and
operating profit growth in coming years and also expect its recent acquisition of Acxiom Marketing Solutions
will enable IPG to better serve clients using advanced data analysis. We also added Snap-On, Inc. (SNA)
which manufactures and markets high-quality differentiated tools and repair systems. Meanwhile, we
successfully exited alternative asset manager Oaktree Capital Group, LLC (OAK) and art auction house,
Sotheby’s (BID) on the news of their acquisitions. We also eliminated bar code manufacturer, Zebra
Technologies Corp (ZBRA) when it grew beyond our market cap parameters.
Although we did not add any new holdings to our small/mid cap portfolios this quarter, we successfully
exited alternative asset manager Oaktree Capital Group on the news of its acquisition. We also sold Brady
Corporation (BRC), when the manufacturer and supplier of workplace safety products reached our estimate of
private market value.
We did not purchase or eliminate any mid cap positions during the quarter.
As always, we appreciate the opportunity to serve you and welcome any comments you might have.
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Ariel People Update
Paul Lussow, who joined Ariel in a newly created position of chief operating officer, will be moving on at the
end of the year. Although his stay with us has been short, we appreciate Paul’s contributions over the last
several months. Despite being his first stint in the asset management industry, he made headway on a
number of initiatives, including hiring a new chief technology officer, and creating a good foundation on
which we can build. On that point, Paul will work directly with long-time Ariel board member, David Vitale
to ensure a seamless transition over the coming months. Dave recently agreed to formalize a special
advisory role providing leadership to our operating committee of department heads charged with prioritizing
and executing key initiatives. Dave has previously served in a similar consulting capacity, most recently as
advisor in the creation of our Co-CEO structure and ownership model.
As many know, Dave has been a member of our company board of directors for 19 years, chairing our
compensation committee for much of that time. Going forward, he will continue in these roles and also
dedicate time each week to being at Ariel. Dave knows us well—and we know him. With deep industry
experience—including having served as vice chair and a director of Bank One—he has been a trusted voice
as we have navigated our growth and development over the years. While there is no burning issue at hand,
we know we will be a better firm with regular access to his wisdom and strategic thinking.
We will also be bidding farewell to Phyllis Brady—a 12-year Ariel veteran who has overseen human capital.
Phyllis plans to leave at year-end to take some time off before starting her next professional challenge. It is
fair to say she has been everyone’s confidante and we will miss her kind and warmhearted approach to
supporting our most valuable assets. In anticipation of her departure, Doniel Sutton has been working
closely with Phyllis as a human resource consultant for several months and has become integral to our search
for a permanent leader. Doniel is the former chief human resources officer of PayPal and a tremendous talent
who teaches us new things every day. Her enormous knowledge has already contributed to a re-imagined
human capital effort.
On behalf of the entire firm, we sincerely appreciate Paul and Phyllis’ efforts and wish them the very best as
they embark upon future endeavors.
Please do not hesitate to contact us should you have any questions or need additional information.
Sincerely,

John W. Rogers, Jr.
Chairman and Co-CEO

Mellody Hobson
Co-CEO and President
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Investing in small- and mid-cap companies is more risky and volatile than investing in large cap companies.
The intrinsic value of the stocks in which the portfolios invest may never be recognized by the broader
market. The portfolios are often concentrated in fewer sectors than their benchmarks, and their performance
may suffer if these sectors underperform the overall stock market.
Past performance does not guarantee future results. Performance results are net of transaction costs and
reflect the reinvestment of dividends and other earnings. Net performance of each Composite has been
reduced by the amount of the highest fee charged to any client in each Composite during the performance
period. Actual fees may vary depending on, among other things, the applicable fee 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. Ariel’s small, small/mid and mid cap portfolios differ from their primary
benchmarks with fewer holdings and more concentration in fewer sectors. Effective August 1, 2010, the Ariel
Mid Cap Value Composite was redefined to exclude pooled funds due to differences in performance
calculation methods.
A growth investment strategy seeks stocks that are deemed to have superior growth potential. Growth stocks
offer an established track record and are perceived to be less risky than value stocks. A value investment
strategy seeks undervalued stocks that show a strong potential for growth. The intrinsic value of the stocks in
which a value strategy invests may be based on incorrect assumptions or estimations, may be affected by
declining fundamentals or external forces, and may never be recognized by the broader market.
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 9/30/19, the Ariel Small Cap Value (representative portfolio) held the following positions referenced:
Kennametal, Inc. 3.84%; Interpublic Group of Cos., Inc. 2.83%; and Snap-On, Inc. 1.92%. As of 9/30/19,
the Ariel Small/Mid Cap Value (representative portfolio) held the following positions referenced: Interpublic
Group of Cos., Inc. 3.28%; Kennametal, Inc. 3.02%; and Snap-On, Inc. 2.77%. As of 9/30/19, the Ariel Mid
Cap Value (representative portfolio) held the following positions referenced: Interpublic Group of Cos., Inc.
4.18%; Kennametal, Inc. 3.42%; and Snap-On, Inc. 2.37%. 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 Composites.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors
cannot invest directly in an index. The Russell 2000® Value Index measures the performance of the smallcap value segment (companies with lower price-to-book ratios and lower forecasted growth values) of the
U.S. equity universe. The Russell 2000® Index (a subset of the smallest 2000 companies of the Russell
3000® Index) measures the performance of the small-cap segment of the U.S. equity universe. The Russell
2500™ Value Index measures the performance of the small to mid-cap value segment (companies with
lower price-to-book ratios and lower forecasted growth values) of the U.S. equity universe. The Russell
2500™ Index (a subset of the smallest 2500 companies of the Russell 3000® Index) measures the
performance of the small to mid-cap segment of the U.S. equity universe. The Russell Midcap® Value Index
measures the performance of the mid-cap value segment (companies with lower price-to-book ratios and
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lower forecasted growth values) of the U.S. equity universe. The Russell Midcap® Index measures the
performance of the mid-cap segment (a subset of the smallest securities Russell 1000® Index) of the U.S.
equity universe. Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks
and copyrights related to the Russell Indexes. Russell® is a trademark of Frank Russell Company. Neither
Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes or underlying
data and no party may rely on any Russell Indexes and/or underlying data contained in this communication.
No further distribution of Russell data is permitted without Russell’s express written consent. Russell does not
promote, sponsor or endorse the content of this communication. The S&P 500® Index is the most widely
accepted barometer of large cap U.S. equities. It includes 500 leading companies.
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