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ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: September 30, 1983

Annualized
4Q19

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

9.38%

27.52%

8.32%

6.62%

11.19%

12.68%

Net of Fees

9.10%

26.26%

7.24%

5.56%

10.09%

11.57%

Russell 2000® Value Index

8.49%

22.39%

4.77%

6.99%

10.56%

10.56%

Russell 2000® Index

9.94%

25.52%

8.59%

8.23%

11.83%

9.26%

S&P 500® Index

9.07%

31.49%

15.27%

11.70%

13.56%

11.17%

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

Annualized
4Q19

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

9.69%

27.62%

9.11%

7.71%

12.58%

9.38%

Net of Fees

9.41%

26.36%

8.03%

6.65%

11.47%

8.30%

Russell 2500™ Value Index

7.07%

23.56%

6.12%

7.18%

11.25%

9.15%

Russell 2500™ Index

8.54%

27.77%

10.33%

8.93%

12.58%

8.92%

S&P 500® Index

9.07%

31.49%

15.27%

11.70%

13.56%

6.92%

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

Annualized
4Q19

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

8.28%

25.60%

8.20%

6.53%

11.65%

11.57%

Net of Fees

8.01%

24.35%

7.13%

5.47%

10.54%

10.47%

Russell Midcap® Value Index

6.36%

27.06%

8.10%

7.62%

12.41%

11.49%

Russell Midcap® Index

7.06%

30.54%

12.06%

9.33%

13.19%

11.51%

S&P 500® Index

9.07%

31.49%

15.27%

11.70%

13.56%

10.16%
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For the three months ending December 31, 2019, the Ariel Small Cap Tax-Exempt Composite jumped
+9.38% gross of fees (+9.10% net of fees). While we are pleased to have outperformed the style similar
Russell 2000 Value Index which gained +8.49% during the quarter; holding our own against the “antivalue” momentum and technology forces propelling the core benchmarks was even more of a feat. To this
point, the Russell 2000 Index increased +9.94% and the S&P 500 Index added +9.07%. A closer look
shows our Financial Services names along with our longstanding avoidance of the Utilities sector contributed
to our small cap gains, while one Materials & Processing name—U.S. Silica Holdings, Inc. (SLCA)—and our
underweight in the blistering Technology sector detracted from returns.
Meanwhile, the Ariel Small/Mid Cap Value Composite leapt +9.69% gross of fees (+9.41% net of fees)
during the quarter, outperforming the Russell 2500 Value and the Russell 2500 indices which earned
+7.07% and +8.54% respectively. Strength in our Financial and Producer Durables names easily overcame
sagging Consumer Staples and Health Care performance. The Ariel Midcap Value Composite’s +8.28%
gross of fees (+8.01% net of fees) return surpassed its primary and secondary benchmarks: +6.36% for the
Russell Midcap Value Index and +7.06% for the Russell Midcap Index. The portfolio was boosted by broadbased Producer Durables, Consumer Discretionary and Financial gains, while isolated Materials & Processing
and Consumer Staples stocks weighed down results.
A strong quarter capped off what we view as a fantastic year! The Ariel Small Cap Value Tax-Exempt
Composite surged +27.52% gross of fees (+26.26% net of fees) versus +22.39% for the Russell 2000
Value Index and +25.52% for the Russell 2000 Index. With eerily similar results, the Ariel Small/Mid Cap
Value Composite rose +27.62% gross of fees (+26.36% net of fees) compared to +23.56% for the Russell
2500 Value Index and +27.77% for the Russell 2500 Index. And although the Ariel Midcap Value
Composite’s +25.60% gross of fees (+24.35% net of fees) absolute return is commendable, its relative
results lagged the Russell Midcap Value and Russell Midcap indices which advanced +27.06% and
+30.54% respectively.
In broad strokes, large companies continued to outperform smaller ones and growth stocks maintained their
dominance over their value counterparts in 2019. Accordingly, the S&P 500 Index posted a stunning
+31.49% return. As The Wall Street Journal noted, “The tech sector . . . has risen 47% in the S&P 500 this
year, by far the biggest gain among the index’s 11 sectors.” The fact that this 10-year growth phenomenon
is so long in the tooth actually fuels our enthusiasm for our value positioning. As one market watcher told
Forbes, “. . . while growth stocks have returned 16.3% over the past decade, their historical return dating
back to 1926 is 9.7% and is probably a better indicator of future returns. Value stocks over the past decade
have returned 12.9% but their historical returns dating back to 1926 has been 12.7%, over a 3% premium
over growth stocks.”1 If you believe in mean reversion—let alone the striking valuation disparity—value
should be the place to be in the 2020s.
Learning from Working
Investors are known to read for a living. In addition to our daily doses of general interest and business
news, we consume scores of Wall Street research reports and market commentary. We also read books on a
range of topics to deepen our knowledge and sharpen our critical thinking skills. During any given year,
individual departments—and, on rare occasions, the entire firm—will read books together to drill down on a
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specific topic for the purpose of shared learnings. The domestic equity research team often selects books that
anchor our quarterly research retreats.
On that point, our favorite book in 2019 was one on the act of researching itself entitled Working by twotime Pulitzer Prize winning author, Robert Caro. As many know, the 84-year-old Caro is widely celebrated
for his definitive biographies on New York Parks Commissioner, Robert Moses, as well as President Lyndon B.
Johnson. While still working to complete the fifth and final tome on Johnson—which in 2018 he said could
take as many as 2 to 10 more years—he compiled a book detailing his meticulous and relentless research
process. As he notes in the forward, “[Working is about] . . . how I do research in documents; how I report,
either on the scene or by interviewing; how I write.”2 It is a captivating read. For context, it is important to
understand the enormous scope and penetrating depth to which Caro investigates his subject matter. The
Power Broker, which details Robert Moses’ influence in New York, runs 1,336 pages. The still unfinished
Johnson books encompass four massive volumes running more than 3,000 pages: the first of which was
published in 1982, the next in 1990, the next in 2002 and the most recent in 2012. Through all of these
years, Caro has been fastidiously researching one person. He says he has had to choose from as many as 32
million pages at Johnson’s Presidential library alone—not to mention the many thousands of letters and
pages from other relevant political leaders of the time. And then there are the interviews where he notes,
“I’ve done so many interviews for my books—522 I see I counted for The Power Broker, when I was still
counting; for the Johnsons books I didn’t count: thousands, I guess.”3 In many ways, his plight is directly
relevant to our stock research—an ever-growing trove of information that must be prioritized and scrutinized.
While there were many lessons to be learned from Caro, three stand out: the importance of leaving no stone
unturned; chasing down facts; and listening for answers. On the first point, Caro recounts advice he received
as a desk reporter from his first boss who told him, “Turn every page. Never assume anything. Turn every
goddamned page.”4 This point resonated with our team because when investigating stocks it is critically
important to exhaust all options. And as he notes, “Papers don’t lie; people do . . .”5 For that reason, there
are simply no shortcuts to ferreting out vital information that can mean the difference between a sound
investment thesis and a flawed one. Our primary sources include such things as annual reports and
regulatory filings. What some would consider a painstaking process excites us because we enjoy solving
hard problems through a progression of facts and deduction—much like cracking a mystery.
Our second learning underscores Caro’s unflappable, fact-finding disposition. Here he writes:
. . . I am aware that this is no Truth, no objective truth, no single truth, no truth simple or unsimple, either;
no verity, eternal or otherwise; no Truth about anything, there are Facts, objective facts, discernible and
verifiable. And the more facts you accumulate, the closer you come to whatever truth there is. And finding
facts—through reading documents or through interviewing or re-interviewing—can’t be rushed; it takes
time. Truth takes time.6
As patient, long-term investors, this is exactly what we know and believe to be core to our work. Contrary to
what some think, investing is not a game of guesswork and speculation. It is a search for the facts and
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information that will inform a consequential decision. Precisely because math has no opinion, dissecting
balance sheets and business models creates a path we can use to discern the knowable potential of an
investment. Meeting face-to-face with management teams allows for more probing and direct questioning.
Analyzing the answers and all relevant information—not just those nuggets that help strengthen a point of
view—leads to an investment thesis that clearly articulates our outlook on stocks we buy, and those we
don’t.
Lastly, Caro describes a nuanced interviewing methodology that puts a finer point on our own practices.
Here, his advice is remarkably insightful and succinct. He starts by noting, “Interviews: silence is the
weapon, silence and people’s need to fill it—as long as the person isn’t you, the interviewer.”7 In order to
discipline himself to allow others to speak he says, “When I am waiting for the person I’m interviewing to
break a silence by giving me a piece of information I want, I write ‘SU’ (for Shut Up!) in my notebook.”8 In
our interviews with management teams, company competitors or customers, we know we have to give the
person a lot of room to talk and even muse. Here, we must actively work to control any impulses to show
what we know or believe to be true. In order to be successful in this endeavor, we pre-determine who will
speak, what we will ask and what we absolutely must know before the conversation ends. We strongly
believe people will intentionally or unintentionally tell us what they want us to know. Our job is to patiently
listen and not talk. Caro’s need to cue himself to remain quiet is instructive.
Additionally, he notes, “Things don’t come out in the first or second interview . . . You have to keep going
back . . . “9 He goes on to add, “Sometimes these people get angry because I’m asking the same question
over and over again. If you keep doing it, it’s amazing what comes out of people.”10 It is precisely for this
reason that we conduct quarterly calls with company managements—often asking them the same key
questions over and over again. We listen for consistency or lack thereof—defensiveness, annoyance, anger,
defiance, confidence. All inform our outlook on the company—insights that can only be formed through
regular and routine engagement.
Robert Caro is a long-admired hero. While we can never know the intestinal fortitude that it takes to
research one man for most of your lifetime, we do know the resilience, stamina, intellectual curiosity and
humility that is needed to spend a career researching companies—carefully and systematically searching for
uncut gems.
Portfolio Comings and Goings
We initiated a position in leading global provider of data and analytics Nielsen Holdings plc (NLSN) in our
small cap value portfolio this quarter. We took advantage of share price weakness after the company
decided not to sell itself and instead announced plans to separate into two disparate business: Global Media
(formerly “Watch”) business and Global Connect (formerly “Buy”) business. We did not eliminate any
positions in the quarter.
While we did not initiate any new positions in our small/mid cap value portfolio, we exited Fair Isaac
Corporation (FICO), which is known for its credit reports, and Anixter International Inc. (AXE), utility network
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supplier, when both reached our estimate of private market value. Meanwhile, we sold out of sand provider,
U.S. Silica Holdings Inc. (SLCA), to pursue more compelling opportunities.
In our mid cap portfolio, we initiated a position in Carnival Corporation (CCL). This former Ariel holding is a
market leader in global cruise vacationing. Meanwhile, we eliminated our position in scientific researcher,
Thermo Fisher Scientific Inc. (TMO), as it grew beyond our allowable size parameters.
Outlook
We are embarking upon this next decade with tremendous enthusiasm for all that is to come. Many are
asking our views on the market given the length of the U.S. economic expansion as well as that of the bull
market. While we do believe some valuations are stretched—particularly on the growth stock side of the
equation—we also believe that in a world obsessed with passive, active becomes differentiated. To that
point and as we have mentioned before, a “shoot first, ask questions later” environment orphans
fundamentally sound companies on a regular basis. These dislocations create valuable opportunities for
long-term, patient investors like us. As such, we eagerly await these “fat pitches.”
As always, we appreciate the opportunity to serve you and welcome any questions or comments you might
have.
______________________________________________________________________________
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.
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 12/31/19, the Ariel Small Cap Value (representative portfolio) held the following positions referenced:
Nielsen Holding plc 2.54%; U.S. Silica Holdings, Inc. 1.78%; Fair Isaac Corporation 1.44%; and Anixter
International, Inc. 0.62%. As of 12/31/19, the Ariel Small/Mid Cap Value (representative portfolio) held the
following position referenced: Nielsen Holdings plc 2.80%. As of 12/31/19, the Ariel Mid Cap Value
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(representative portfolio) held the following positions referenced: Nielsen Holdings plc 2.02%; Carnival
Corporation 1.50%; and U.S. Silica Holdings, Inc. 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 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
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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