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ARIEL FOCUSED VALUE COMPOSITE PERFORMANCE
As of September 30, 2019
Inception date: March 31, 2005

Annualized
3Q19

YTD

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

-0.47%

17.38%

-5.62%

8.67%

5.35%

9.73%

6.66%

Net of Fees

-0.64%

16.81%

-6.23%

7.97%

4.67%

8.86%

5.75%

Russell 1000® Value Index

1.36%

17.81%

4.00%

9.43%

7.79%

11.46%

7.36%

S&P 500® Index

1.70%

20.55%

4.25%

13.39%

10.84%

13.24%

8.83%

In the third quarter, the Ariel Focused Value Composite declined -0.47% gross of fees (-0.64% net of fees) compared
to a +1.36% increase for the Russell 1000 Value Index and a +1.70% rise for the S&P 500 Index. Year-to-date, Ariel
Focused Value returned +17.38% gross of fees (+16.81% net of fees) compared to +17.81% for the Russell 1000
Value Index and +20.55% for the S&P 500. Stocks helping relative performance in the quarter included Western
Union Company (WU), Zimmer Biomet Holdings, Inc. (ZBH) and Blackstone Group, Inc. (BX). Meanwhile, Viacom, Inc.
(VIAB), CBS Corporation (CBS) and Mosaic Company (MOS) were the largest detractors.
The Wisdom of Adam Smith
In the third quarter, trading in U.S. equity markets was dominated by developments around a key foundation of
modern economic theory; the benefits of free trade. For the first time since perhaps the Great Depression, a bipartisan
consensus around reducing trade barriers has been called into question. The current administration has made it clear it
believes our trading relationships are not working for the American people. As a result, the administration has been
willing to risk near-term economic growth in order to secure more beneficial trade terms. Press reports, rumor and
speculation relating to the prospect of trade deals (or the absence thereof) moved markets throughout the quarter.
In 1776, Adam Smith released The Wealth of Nations and changed the world. Before Smith, most governments and
economists believed in mercantilism; the idea that a nation could increase its wealth producing a trade surplus;
exporting as much as possible while limiting imports. Tariffs reduced imports, while subsidies for local industries
improved exports. Smith argued that free trade and a focus on competitive advantage would maximize the wealth of
any one nation and the wealth of all nations taken as a whole. Assume America is good at producing software but
poor at growing coffee. Assume also Brazil has comparatively fewer software engineers but an ideal coffee climate.
According to Smith, both America and Brazil should concentrate on doing what each does best. America should
produce innovative software programs and sell them to Brazil. Likewise, Brazil should focus on growing great coffee
and sell its surplus to the U.S. Both countries would be richer with the lowest possible trade barriers. Attempts to
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“promote local industry” by blocking Brazilian coffee in America or Microsoft Excel in Brazil would result in lousy,
expensive coffee in New York and ineffective spreadsheets in São Palo.
Today, support for free trade combined with opposition to protectionism is one of the few things on which economists
across the political divide agree. Wall Street believes in Adam Smith and the economists. Tariffs and trade wars are
bad for business, bad for profits and bad for stock prices.
Which brings us to current headlines and third quarter volatility. General support for free trade amongst Republican
and Democratic administrations has resulted in relatively low restrictions on Chinese imports. As a result, imports from
China have gone from $296 billion in 2009 to $540 billion in 2018. Unfortunately, a complex set of restrictions make
it very difficult to export U.S. manufactured goods into China. Over the last decade, America’s trade deficit with China
has increased from $227 billion in 2009 to $420 billion in 2018.1
Fast forward to the third quarter of 2019. The Trump Administration is seeking to pressure the Chinese government to
reduce restrictions on U.S. companies to produce a win/win trade agreement with more trade and greater prosperity
for all. There is always the risk that China will drag its feet on a new deal, believing it will get better terms after the
2020 election. If the first “deal” scenario comes true, U.S. equity markets will likely rally. By contrast, the “no deal”
scenario, will continue to weigh on stock prices. Normally, we tend to ignore short-term market gyrations driven by
headlines. But trade is different. A return to the bad old days of mercantilism and protectionism would not be good
for China, the U.S., or our portfolio. The market is right to focus on trade. It’s a big deal.
Taking Stock
Western Union is a company Wall Street loves to hate. As we go to print, WU is the most contrarian name in our
portfolio, with more “sell” ratings than “buys”—a rare occurrence on Wall Street. Analysts love to predict its demise
as payment services like Venmo make it easy to transfer money between smartphones. But these same bears
underestimate the difficultly of sending money across international borders. Federal regulation of cross border
transactions is increasing, and WU’s regulatory compliance systems are a competitive advantage. Despite concerns
around restrictions on global immigration, cross border remittances continue to increase, although at a modest pace.
At a recent investor day, WU management outlined a plan to accelerate earnings growth through cost reductions from
technology investments. As we go to press, the company trades for less than 12 times our estimate of forward
earnings—an unloved market leader trading at a bargain price. WU returned +17.49% in the third quarter and
+39.86% for the year-to-date.
Zimmer Biomet rose +16.80% for the quarter and +33.11% for the year-to-date. ZBH is exactly what we look for in
a Focused Value portfolio holding—a leading company in a growing industry with some short-term challenge which
causes its stock to trade below its long-term value. In the case of ZBH, the near-term issue was regulatory trouble at
manufacturing facilities acquired in the Biomet acquisition. As a result of restrictions imposed by the Federal Drug
Administration (FDA), ZBH was unable to meet demand for critical replacement hip and knee products. Fortunately,
ZBH is now on track to resume full production at the same time that its Rosa robotic knee replacement device is
gaining traction. With more people remaining physically active later in life, hip and knee replacements are in demand.
ZBH remains a long-term growth company that, in our view, is getting its short-term problems behind it.
Blackstone Group continued its strong recent performance, up +11.02% in the quarter and +69.83% for the year-todate. As previously discussed, BX management’s decision to restructure the company as a C-Corp allowed index
funds to purchase its shares. As the stock surged and approached our private market value estimate, we have
reduced our position.
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U.S. Census Bureau, https://howmuch.net/articles/the-us-trade-deficit-with-china-2009-2018 (accessed October 11, 2019).

2

The two companies having the largest negative impact on our relative performance—CBS and Viacom—will become
one in 2020. We like the deal; Wall Street doesn’t. As such, CBS shares declined -18.77% in the quarter and -6.60%
for the year-to-date. VIAB fell -18.93% in the quarter and -4.47% for the year. As we write, CBS and VIAB are
trading at price/earnings ratios of 6 and 5 times next year’s earnings compared to the S&P 500 which trades at 17
times. The market is clearly signaling it believes the new ViacomCBS is a declining business destined to be ravaged by
cord cutting and streaming. We disagree. We believe advertising revenues will rise over the next five years, albeit at
a modest pace. CBS-owned TV stations in local markets will continue to receive growing political advertising. VIAB
leveraged improved ratings to produce its first increase in advertising revenue in several years. We believe combining
the two companies will improve negotiating control with traditional distribution companies as well as new “skinny
bundles.” Current valuations seem to assign no value to Paramount, the owner of a valuable library of movie titles as
well as recent hits like The Quiet Place. We also believe recent estimates of cost synergies from the merger are low.
Expect to see ViacomCBS become one of our largest positions post-merger.
Finally, Mosaic Company declined -17.87% in the quarter and -29.41% for the year-to-date. Everything that can go
wrong has gone wrong for MOS. Floods in South America shut recently acquired mines in Brazil. Unusual levels of
rain in North America meant many farmers lost an entire planting season and thus, their need for fertilizer. U.S./China
trade disputes reduced grain prices. A weak dollar reduced the value of MOS’s overseas earnings while making its
U.S. mines less price competitive. Despite these negative forces, our long-term investment thesis remains intact.
Demand for fertilizer will increase with a growing world population and improving diets. In the case of MOS, the
short-term challenges have been so numerous and so substantial it is hard to argue the market has overreacted. We
are holding our position but not adding.
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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 equity stocks is risky and subject to the volatility of the markets. 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 portfolio invests may never be recognized by the broader market. A focused portfolio may be subject to greater
volatility than a more diversified investment.
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 the Ariel Focused Value 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 Focused Value Composite differs from its benchmark with dramatically fewer holdings concentrated in fewer
sectors.
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 Focused Value Composite (representative portfolio) held the following positions referenced:
Western Union Company 5.07%; Zimmer Biomet Holdings, Inc. 4.87%; CBS Corporation 3.91%; Mosaic Company
3.10%; Blackstone Group, Inc. 2.89%, and Viacom, Inc. 2.12%. The portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication of the performance of other portfolio holdings of Ariel
Focused Value Composite.
Index returns reflect the reinvestment of income and other earnings. Indexes are unmanaged, and investors cannot
invest directly in an index. The Russell 1000® Value Index measures the performance of the large-cap value segment
(companies with lower price-to-book ratios and lower expected growth values) 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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