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Annualized
4Q20

1 Year

3 Years

5 Years

10 Years

Since Inception

Gross of Fees

21.34%

8.01%

6.37%

11.26%

9.39%

7.19%

Net of Fees

21.14%

7.31%

5.68%

10.54%

8.57%

6.29%

Russell 1000® Value Index

16.25%

2.80%

6.07%

9.74%

10.50%

7.43%

S&P 500® Index

12.15%

18.40%

14.18%

15.22%

13.88%

9.87%

The Ariel Focused Value Composite recorded strong performance on both an absolute and relative basis for the fourth
quarter ending December 31, 2020. The strategy significantly outperformed its primary benchmark and the broader
market in the quarter returning +21.34% net of fees (+21.14% gross of fees) compared to +16.25% for the Russell
1000 Value Index and +12.15% for the S&P 500. For the full year, Ariel Focused Value increased +8.01% net of fees
(+7.31% gross of fees) outperforming the Russell 1000 Value which added +2.80%. Meanwhile, the S&P 500
increased +18.40% buoyed by large weights in technology stocks.
During the quarter, 30 out of 31 of our portfolio companies increased in value. Only Lockheed Martin Corporation
(LMT) declined a modest -6%. The three largest contributors were Madison Square Garden Entertainment (MSGE),
ViacomCBS Inc (VIAC), and Nielsen Holdings Plc. (NLSN). The three companies contributing the least were Lockheed
Martin Corporation, BorgWarner Inc. (BWA) and Walgreen’s Boots Alliance (WBA), a new position initiated in the
quarter.
Madison Square Garden Entertainment surged +53% during the quarter and is our largest holding as we go to print.
MSGE owns trophy real estate assets including Madison Square Garden, Radio City Music Hall and the Beacon Theater
in New York, as well as the Chicago Theatre. In Las Vegas, the company is constructing a new entertainment venue
called the Sphere with a similar facility planned for London. In our previous two letters, we discussed the investment
opportunities that arose during the Covid pandemic. Companies whose short-term results were hit hard by the
economic lockdown but with businesses that would recover in a postvaccine economy. Much of MSGE’s business
came to a halt as fans were prohibited from attending New York Knicks games, concerts or Rockette holiday shows.
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This year, with consumers itching to get out of their homes, we expect to see pent-up demand for sports and live
entertainment. Not to mention, high quality real estate has historically increased in value during periods of increasing
inflation, a trend we expect to see in coming years.
Like MSGE, ViacomCBS Inc. saw a sharp revenue drop in response to the Covid lockdown. Advertisers cut television
spending; sporting events like the Masters and NCAA Final Four were cancelled; and highly anticipated Paramount
movies like Top Gun: Maverick were postponed. At the peak of pessimism, VIAC’s stock traded at a remarkable
price/earnings ratio of 2 in March. The company became our largest holding during the quarter as its shares returned
+34%. After a strong run, we have trimmed our position modestly but still believe its shares are undervalued given
its library and a growing direct-to-consumer channel rebranded as Paramount+.
In November, Nielsen Holdings plc announced it would sell its Global Connect business to Advent for $2.7 billion.
This was excellent news as the market was anticipating hundreds of millions of dollars in additional costs from a
separation of the company into two public stocks. The so-called “negative synergy” of the restructuring now goes
away. In addition, in December Nielsen announced “Nielsen One,” a single solution to measure audience across
platforms. This new Nielsen score will measure the number of viewers for a show independent of whether seen on
traditional television or mobile device. If successful, Nielsen One would undermine the bear case of Nielsen’s future
irrelevancy in a world of cord cutting and direct-to-consumer viewership. Were Nielsen to return to its undisputed
position as the leading currency in media advertising, we would expect the shares to trade well in excess of its current
P/E ratio of 13 times future earnings.
Lockheed Martin Corporation declined -7% in the quarter. Generally, the market expects less defense spending under
Democratic administrations. Furthermore, defense stocks are considered “safe/non-cyclicals” less harmed by the Covid
economic downturn and less buoyed by an economic reopening. As a result, Lockheed outperformed the market as
we went into the downturn in March but underperformed as we rallied in the fall and winter.
BorgWarner, Inc. was essentially flat in the quarter, underperforming a strong market. Many believe BWA will be hurt
by a transition from gas powered cars to electric vehicles (“EV’s”). The company’s turbochargers and powertrain
products rely on intellectual property tied to petroleum-based technology. Although the company has worked hard to
increase its market share in the EV powertrain market, particularly with the acquisition of Delphi Technologies, we
believe the company does have negative exposure to the rapid conversion to an all EV new car fleet. But we believe
that this conversion will be gradual, giving BorgWarner time to alter its product offerings accordingly. We continue to
monitor developments closely.
Finally, Walgreens Boots Alliance, Inc. has been essentially flat during our brief holding period. We have successfully
owned Walgreens in the past. Recently, its share price has been pressured on concerns that Amazon may enter the
prescription drug distribution business. As recently as 2015, Walgreens was a market favorite, trading at more than
20 times forward earnings. The company was expected to grow in good times and bad. Walgreens’ new clinics,
designed to treat day-to-day healthcare needs such as flu shots and children’s ear infections, could be part of the
solution for expensive emergency room overcrowding. Finally, trends toward generic pharmaceutics that began in
2015 are still considered a positive, as pharmacies have more influence in directing customers toward particular
generics than with a patient seeking a patented drug prescribed by a doctor. Walgreens will face new competition
going forward, but with its current depressed valuation, we believe the threats are more than discounted in an
attractive stock price.
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Inflation and Interest Rates
The importance of interest rates is fairly well understood by most investors. But what gets less attention, in our
opinion, is the role inflation plays in determining these rates. Inflation is the most important factor in determining
interest rates: which are in turn the most important factor in determining stock prices.
Figure 1 below shows that inflationary trends can be VERY long, measured in decades. Inflation increased
continuously from 1960 to 1980 starting the period at a benign 1.5% and ending at a destructive 13.5% in 1980.
Interest rates followed higher with the 10-year Treasury starting in the 1960’s at around 4% and ending in 1980 at a
remarkable 12.43%.
That 20-year period of increasing inflation and interest rates was followed almost immediately by a 40-year period of
declining inflation, producing in turn lower interest rates—including the lowest treasury bond rates seen since
Alexander Hamilton assumed state debts. Annual CPI increases went from 13.5% in 1980 to 5.4% in 1990, 3.4% in
2000 and the almost invisible 1.2% in 2020 with interest rates following steadily down in tandem.

Figure 1:
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After almost 40 years of continuously declining, we believe inflation as well as interest rates are about to heat up. By
the end of the second quarter of 2021, we expect inflation will be running well above the Fed’s target of 2%; let’s say
2.5-3%. We anticipate it will grow beyond 3% by year-end and move higher in the years to come. Starting in March,
the world’s economies will be lapping a period of excessively low prices. Gas, airline tickets and urban apartment
rentals all got very cheap last year and will be a lot more expensive this year. Supply chains and manufacturing
capacity were disrupted as workers were laid off and companies cut costs. Both consumer and business demand could
rebound sharply as the vaccine rollout picks up steam producing classic supply/demand imbalance and (also classic)
demand-pull inflation from consumers—plus cost-push inflation from suppliers.
Global trade tensions and increasing protectionism overseas—as well as the prospect of more regulation of business
at home—are generally inflationary. Finally, record US deficits with a promise of increased federal spending on
everything from healthcare to infrastructure to state deficit relief—not to mention, a new $15 federal minimum
wage—will drive up wage costs.
Higher interest rates have a particularly harmful impact on the valuation of growth stocks. In a low rates environment,
dollar of earnings ten years from now is almost as valuable as a dollar earned today. In a world of increasing rates, a
growth stock’s earnings ten years from now produce much lower net present value today. Our value stocks, trading at
low multiples of their current earnings received some benefit from today’s low rates but not nearly that of growth
stocks. An increase in rates hardly changes the value of a dollar earned this year or next. Increasing interest rates will
turn a 40-year headwind for value investing into a very pleasant breeze at our backs, at least relative to our growth
stock peers.

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 12/31/2020, the Ariel Focused Value Composite (representative portfolio) held the following positions
referenced: Madison Square Garden Entertainment Corp 6.08%; ViacomCBS, Inc. 5.66%; Nielsen Holdings plc 4.93%;
BorgWarner, Inc. 3.97%; Lockheed Martin Corp 2.91%; and Walgreens Boots Alliance, Inc. 0.72%. The portfolio
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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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