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ARIEL SMALL CAP VALUE TAX-EXEMPT COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: September 30, 1983

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

10 Years

Gross of Fees

20.84%

-18.90%

-11.43%

-0.53%

1.83%

9.21%

Since Inception
11.86%

Net of Fees

20.54%

-19.30%

-12.30%

-1.51%

0.83%

8.13%

10.75%

Russell 2000® Value Index

18.91%

-23.50%

-17.48%

-4.35%

1.26%

7.82%

9.61%

Russell 2000® Index

25.42%

-12.98%

-6.63%

2.01%

4.29%

10.50%

8.72%

S&P 500® Index

20.54%

-3.08%

7.51%

10.73%

10.73%

13.99%

10.92%

ARIEL SMALL CAP CONCENTRATED COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: April 30, 2020
One Month

Since Inception

Gross of Fees

1.12%

6.00%

Net of Fees

1.03%

5.83%

Russell 2000® Value Index

2.90%

5.85%

Russell 2000® Index

3.53%

10.27%

S&P 500® Index

1.99%

6.85%

ARIEL SMALL/MID CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: December 31, 2000

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

22.85%

-17.82%

-11.83%

-0.38%

2.45%

11.09%

8.04%
6.97%

Net of Fees

22.54%

-18.23%

-12.70%

-1.37%

1.44%

9.99%

Russell 2500™ Value Index

20.60%

-21.18%

-15.50%

-2.60%

1.85%

8.81%

7.58%

Russell 2500™ Index

26.56%

-11.05%

-4.70%

4.08%

5.41%

11.46%

8.03%

S&P 500® Index

20.54%

-3.08%

7.51%

10.73%

10.73%

13.99%

6.57%

ARIEL MID CAP VALUE COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: March 31, 1990

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

19.45%

-16.30%

-10.46%

-0.71%

2.01%

10.55%

10.72%

Net of Fees

19.16%

-16.72%

-11.35%

-1.69%

1.00%

9.46%

9.62%

Russell Midcap® Value Index

19.95%

-18.09%

-11.81%

-0.54%

3.32%

10.29%

10.56%

Russell Midcap® Index

24.61%

-9.13%

-2.24%

5.79%

6.76%

12.35%

10.96%

S&P 500® Index

20.54%

-3.08%

7.51%

10.73%

10.73%

13.99%

9.87%
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Just three months ago, we were sifting cautiously through the wreckage of an unparalleled pandemicinduced market crash. Although the damage was swift and dramatic, our reaction was measured and eager.
We had no idea how long the crisis would last and yet, through our patient investing lens, we saw values in
abundance.
Since that time, “. . . stocks experienced their biggest quarter-to-quarter swing in more than 80 years.”1 After
a remarkable fall, the market staged a remarkable comeback. And for the first time in a long while, large cap
stocks no longer dominated—smaller stocks did better. To this point, our Small and Small/Mid Cap
strategies beat their primary value benchmarks and the broader market as measured by the S&P 500 Index.
Here, our Financial Services names contributed to our gains while our Consumer Discretionary holdings
detracted from results. Meanwhile, our Mid Cap Value strategy performed in line with its value benchmark.
Avoiding Utilities along with a strong contribution from our Producer Durables names helped our returns—
but our lack of exposure to the see-sawing Energy sector and softness in our Consumer Staples holdings hurt.
As we continue to monitor the pandemic—balancing positive and negative Covid-19 case reports from
around the globe—our enthusiasm for our portfolios remains high. The ever-widening divergence between
growth and value stocks continues to be driven by the dominance of the death-defying FAANG stocks—
Facebook (FB), Amazon (AMZN), Apple (APL), Netflix (NFLX) and Google parent, Alphabet (GOOGL)—which
now make up a hefty 16.49% of the S&P 500. Add in Microsoft (MSFT) and the number rises to 22.51%.
And this crowded trade is not just limited to the indexes—mutual fund and hedge fund managers have a
50% overweight to the FAANG names.2 These days, growth trades at historic premiums to value—which
leaves the most neglected areas socially distanced and historically cheap.3
The current value/growth dichotomy serves as potential fuel for outperformance as we consider future
scenarios, all of which assume an eventual U.S. economic recovery. Value has done better in every initial
recovery dating back to 1929—a time frame that covers the last 14 recessions. This is also true of nearly
every underlying industry sector as well, demonstrating the robust nature of the result. In addition to
providing superior returns in periods of increasing profit growth, value has historically had an edge when
interest rates are rising. When economies heal, rising rates help lower duration assets such as value stocks
versus higher duration growth stocks. Finally, at its core, value is about investing in companies where
expectations are low leaving them less dear than higher priced, higher expectation growth stocks. Today’s
expected growth rates and earnings comparisons are unusually paltry for value stocks versus their growth
stock counterparts whose sky-high expectations leave little room for error. Barron’s sums it up best, “If ever
the time was ripe for the value trade, it is now.”
The Difference
“It’s often said that you need a crisis to help you reach your potential.”4 The public protests sparked by
George Floyd’s horrifying murder might finally present the crisis this country needs to truly deal with the
unrelenting ills of racial inequality. This is a moment for long-overdue change. Equality and representation
were the stated cornerstones of this country’s formation, but that potential has never been reached.
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There is a growing consensus that tightening the wealth gap will play a crucial role in the strength of the
recovery. It is a well-documented fact that the economy works best when everyone participates. At Ariel,
we like to say, “Math has no opinion.” While 91% of companies in the S&P 500 have policies to drive
diversity and equal opportunity, only 14% have actual diversity targets.5 Education has been touted as the
path to equality but from 1992 to 2016, college-educated white Americans saw their net worth rise 96%,
while the net worth of college-educated Black Americans fell 10%.6
Ariel was the first minority-owned investment firm in the U.S. We rarely mention this status, as we prefer to
focus on our performance and client service. But at this critical moment, we are reminded how our historic
start has fundamentally shaped who we are. Diversity is not a talking point or a public relations angle for us.
It is why and how we exist. We have always believed that this inclusive approach gives us a competitive
advantage, making us better investors. Today, 86% of our firm is minority-owned and our largest
shareholder is now a Black woman. Sixty-five percent of our senior leaders are minorities and/or women.
That number rises to 69% when every level of the firm is considered. The seasoned leaders comprising our
mutual fund and company boards also stand out for their diversity.
Diversity is encoded in our DNA. We even study it—having asked our entire firm to read The Difference by
University of Michigan professor Scott Page. In his eye-opening book, Page debuts the first mathematic
formula to prove the advantage of diversity. He notes, “The book’s claims that ‘collective ability equals
individual ability plus diversity’ and that ‘diversity trumps ability’ are mathematical truths, not feel-good
mantras.”7 It turns out that when trying to solve a really hard problem, it is best to surround the problem
with a diverse group of people who represent a range of thought and even intellect. (Our favorite example
of this comes from 18th century England when dairy farmers—not doctors—were the first to observe the
immunological breakthrough that cowpox prevented smallpox.)
Page points out that working with people who look and think like you is easier.8 We agree. Diversity of
thought requires more effort and greater management skills, but it drives better outcomes—especially when
it comes to value investing. Beyond ethnic and gender composition, we value diversity of circumstances and
experiences including socio-economic, political, and geographic backgrounds. The addition of our
international and global team in 2012 helped us better recognize our Western biases. We also pushed
beyond our Midwestern sensitivities when we opened a New York City office and placed colleagues on the
West Coast. As Page observed, “. . . identity diversity and cognitive diversity often go hand in hand. Two
people belonging to different identity groups, or with different life experiences, also tend to acquire diverse
cognitive tools.”9
To produce a yin and yang of thought, Ariel employs a “buddy system.” We intentionally have “co”
leaders—from Co-CEOs to Co-Portfolio Managers. When researching stocks, we assign a “devil’s advocate”
to take the opposing position. We have a Chief Investment Officer of the overall firm, as well as a Chief
Investment Officer of International and Global Equities—who, by the way, is among only 14% of women
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portfolio managers globally.10 As Co-CEOs, we could not be more different in our personalities and skill sets,
and yet we share a common belief system. The trust that arises from our shared values allows us to
comfortably challenge each other’s assumptions. We actively seek dissent, which makes us a better firm.
We don’t want to miss a thing.
While we encourage all voices and opinions, we avoid decision-making by committee. We pride ourselves
in pre-determining decision rights which means before we begin, the group knows who will ultimately
determine the outcome. When there are disagreements, we respect a colleague’s right to hold an opposing
point of view with one important caveat: facts matter. Our work is detail-oriented and research-based.
Teammates are entitled to their own opinions, but not their own facts. Any bias in the presentation of facts
can lead to bad outcomes.
We inherently understand when Page writes, “Prediction markets, where collections of employees or
individuals bet on future outcomes. . . work best when many variables could potentially influence the
outcome and when quantifying relevant information proves difficult. Participants must be both accurate and
diverse for prediction markets to work. In some cases, sufficient diversity already exists. In other instances, it
must be recruited or incentivized.”11 Predicting how a stock today will do years from now relies on a
multitude of variables. To see the broadest range of possibilities, it’s best to make sure your decision-making
team values both varying viewpoints and precision.
A culture of diversity requires vigilance, effort, and accountability. Setbacks not only come from within, they
can come from outside. We know our longtime focus on developing diverse talent attracts attention from
other companies and we have lost teammates to competitors—especially in our research area. While we
work hard to retain talent, we support our colleagues who leave for compelling opportunities. We were
delighted when our former banking analyst, Jason Tyler, was recently promoted to Chief Financial Officer of
Northern Trust Corporation, making him one of less than ten Black CFOs of a publicly-traded company. We
view his success as a testament to the quality of leadership at Ariel and are truly happy for his remarkable
accomplishments. Plenty of other minority leaders in our industry are Ariel alumni. We root for them and
always consider them a part of our family.
We are glad Scott Page wrote a book in 2007 that mathematically proves that a group leveraging
differences—of experiences, thoughts and abilities—can better solve problems and create more innovative
work. It confirmed what Ariel has done since our founding in 1983.
Portfolio Comings and Goings
We initiated two new positions in our small cap portfolios during the quarter. We purchased shares of Core
Laboratories N.V. (CLB), a service provider of core and fluid analysis in the petroleum industry. We also
bought Madison Square Garden Entertainment Corporation (MSGE) which was spun out from Madison
Square Garden Company and owns scarce and well-positioned venues in New York City and Las Vegas.
Given current restrictions on large gatherings, we took advantage of the market’s short-term fear concerning
entertainment venues and entered the name at a meaningful discount to our estimate of private market
value. We believe the company has enough liquidity to withstand its current cash burn until event
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attendance normalizes, at which point, we think MSGE is positioned to see a more rapid return to higher
usage than peers. We sold Bio-Rad Laboratories Inc. (BIO) and Fair Isaac Corporation (FICO) when both grew
beyond our market cap criteria.
In our small/mid cap portfolios we purchased niche banking services provider, BOK Financial Corporation
(BOKF), which we also hold in other Ariel strategies. Although the company is currently experiencing low
interest rate headwinds, we believe its strong underwriting standards, diversified business model, and
experienced management team present a unique long-term opportunity. We also added Madison Square
Garden Entertainment Corporation but exited Molson Coors Beverage Company (TAP) to pursue more
compelling companies.
The addition of Madison Square Garden Entertainment Corporation to our mid cap portfolios as well clearly
shows our enthusiasm for the name. We also bought shares of Walgreens Boots Alliance Inc. (WBA).
Meanwhile, we eliminated industrial products and equipment maker, Illinois Tool Works Inc. (ITW) as well as
bar code manufacturer, Zebra Technologies Corporation (ZBRA) when both reached our estimate of private
market value. We also profitably sold alternative asset manager, The Blackstone Group Inc. (BX) and
Madison Square Garden Sports Corporation (MSGS). Meanwhile we took our lumps in Jones Lang LaSalle
(JLL) and U.S. Silica Holdings Inc. (SLCA) when we exited both names.
Today’s economic data clearly shows that our economy is off the mat. This is encouraging and not
unexpected. The immediate months ahead may bring more challenges and uncertainty, but we strongly
believe our companies have the balance sheets to sustain them. More importantly, with such low
expectations built into their prices, the downside should be limited and the upside still considerable.
As always, we appreciate the opportunity to serve you and welcome your questions or comments. We also
want to thank everyone at Ariel for making adjustments that allow us to continue operating at the highest
level to serve you while staying safe.
______________________________________________________________________________
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. A concentrated portfolio may be subject to
greater volatility than a more diversified portfolio.
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 concentrated, 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.
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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 6/30/2020, the Ariel Small Cap Value Composite (representative portfolio) held the following positions
referenced: Core Laboratories N.V. 3.01%; BOK Financial Corporation 2.53%; Jones Lang LaSalle 2.52%;
Madison Square Garden Sports Corporation 2.37%; Madison Square Garden Entertainment Corporation
2.05%; U.S. Silica Holdings Inc. 1.29%; Bio-Rad Laboratories Inc. 0.0%.; Fair Isaac Corporation 0.0%;
Molson Coors Beverage Company 0.0%; Walgreens Boots Alliance Inc. 0.0%; Illinois Tool Works Inc. 0.0%;
Zebra Technologies Corporation 0.0% and The Blackstone Group Inc. 0.0%. As of 6/30/2020, the Ariel Small
Cap Concentrated Composite (representative portfolio) held the following positions referenced: Madison
Square Garden Entertainment Corporation 5.39%; Jones Lang LaSalle 5.11%; Core Laboratories N.V. 4.06%;
BOK Financial Corporation 3.73%; Bio-Rad Laboratories Inc. 0.0%; Fair Isaac Corporation 0.0%; Molson
Coors Beverage Company 0.0%; Walgreens Boots Alliance Inc. 0.0%; Illinois Tool Works Inc. 0.0%; Zebra
Technologies Corporation 0.0%; The Blackstone Group Inc. 0.0%; Madison Square Garden Sports
Corporation 0.0% and U.S. Silica Holdings Inc. 0.0%. As of 6/30/2020, the Ariel Small/Mid Cap Value
(representative portfolio) held the following positions referenced: Zebra Technologies Corporation 3.67%;
Jones Lang LaSalle 3.11%; Bio-Rad Laboratories Inc. 2.24%; Madison Square Garden Entertainment
Corporation 2.22%; BOK Financial Corporation 1.16%; Madison Square Garden Sports Corporation 0.74%;
Core Laboratories N.V. 0.0%; Fair Isaac Corporation 0.0%; Molson Coors Beverage Company 0.0%;
Walgreens Boots Alliance Inc. 0.0%; Illinois Tool Works Inc. 0.0%; The Blackstone Group Inc. 0.0% and U.S.
Silica Holdings Inc. 0.0%. As of 6/30/2020, the Ariel Mid Cap Value (representative portfolio) held the
following positions referenced: BOK Financial Corporation 3.10%; Walgreens Boots Alliance Inc. 1.75%;
Molson Coors Beverage Company 1.25%; Madison Square Garden Entertainment Corporation 0.95%; Core
Laboratories N.V. 0.0%; Bio-Rad Laboratories Inc. 0.0%; Fair Isaac Corporation 0.0%; Illinois Tool Works Inc.
0.0%; Zebra Technologies Corporation 0.0%; The Blackstone Group Inc. 0.0%; Madison Square Garden
Sports Corporation 0.0%; Jones Lang LaSalle 0.0% and U.S. Silica Holdings Inc. 0.0%. 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. Portfolio holdings mentioned do not represent all holdings
purchased or sold for 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
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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.

7

