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ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of December 31, 2020
Annualized

Inception date: December 31, 2011
4Q20

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

8.58%

7.71%

4.13%

5.91%

7.29%

Net of Fees

8.37%

6.85%

3.30%

5.07%

6.42%

16.05%

7.82%

4.28%

7.45%

7.68%

MSCI ACWI ex-US

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of December 31, 2020
Inception date: December 31, 2011

Annualized
4Q20

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

10.59%

8.53%

4.23%

7.03%

7.66%

Net of Fees

10.37%

7.67%

3.41%

6.18%

6.76%

MSCI EAFE

17.01%

10.65%

4.88%

8.93%

7.22%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of December 31, 2020
Annualized

Inception date: December 31, 2011
4Q20

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

10.42%

8.97%

6.87%

8.88%

10.07%

Net of Fees

10.20%

8.10%

6.03%

8.02%

9.15%

MSCI ACWI Index

14.68%

16.25%

10.06%

12.26%

11.13%

ARIEL GLOBAL CONCENTRATED COMPOSITE PERFORMANCE
As of December 31, 2020
Inception date: December 31, 2019

Annualized
4Q20

YTD

Since Inception

Gross of Fees

8.46%

7.68%

7.68%

Net of Fees

8.24%

6.83%

6.83%

14.68%

16.25%

16.25%

MSCI ACWI Index
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A Tale of Two Markets
“It was the best of times, it was the worst of times, it was the age of wisdom, it was the age of foolishness, it was the
epoch of belief, it was the epoch of incredulity, it was the season of light, it was the season of darkness, it was the
spring of hope, it was the winter of despair.” This opening line of Charles Dickens literary classic, A Tale of Two Cities
appropriately captures the stark contrast in narratives between Wall Street and Main Street in 2020.
January - March 2020: The Worst of Times
Markets worldwide began the year on a high note, underscored by broad optimism around an improving global
economic outlook and a trade deal between the U.S. and China. However, in a swift and sudden reversal, the
coronavirus pandemic unleashed massive shocks as economies everywhere came to a standstill. Overnight, GDP in the
world’s twenty largest economies contracted to its lowest quarterly level on record. 1 “The stock market seesawed from
bull to bear status faster than any time in history—just 20 days.” 2 By the end of the first quarter, international indices
plummeted over -21%.
Amidst this extreme volatility, our record as long-term intrinsic value investors who provide downside protection
proved its mettle. Ariel’s “risk-aware” investment process delivered more than +900 basis points of relative
outperformance—with +600 basis points of these gains garnered at the low point in March. Our focus on
sustainability of the business model and resilience of the balance sheet over statistically cheap valuations showcased
the signature benefits of our approach. Our Communication Services sector overweight, positioning within Health
Care, and underweight in Financials—particularly European banks—aided our portfolios during the period.
April – December 2020: The Best of Times
The historic drawdown was followed by a colossal recovery. The MSCI ACWI and the S&P 500 closed 2020 at all-time
highs—a stunning outcome, few would predict amidst a global pandemic. Record levels of fiscal stimulus, ultra-low
interest rates and low-inflation collectively set the tempo to a risk-on equity anthem. Policymakers, central banks and
corporates around the globe re-leveraged their balance sheets, which provided a springboard for surging growth and
momentum driven indices to trounce value for the year.
However, a shift occurred in the fourth quarter. Value bested growth. Hope for a recovery in global demand kicked off
a rotation toward cyclical sectors, which historically outperform when the economy is improving. Small cap issues
outperformed their large cap brethren, as investors increased their appetite for risk, favoring emerging markets over
developed peers and U.S. equities.
Our bias towards higher quality, larger cap names with secular growth prospects meant our global and international
portfolios struggled to keep pace. We were disappointed but not surprised. Our fourth quarter underperformance is
stark, particularly in November when our portfolios fell behind by -550 basis points on average. Our overweight
positioning and steadfast conviction in large-scale telecom operators and differentiated Health Care companies—
which outperformed during the March melt-down—were the greatest detractors from performance in November.
Ariel’s portfolios were also penalized by an underweight exposure to the largest market contributors during the
month—the cyclicals sectors: Financials, Energy, Industrials and Materials. Although we have recently become more
constructive on diversified European financial services companies (i.e. reinsurance, niche property and casualty insurers
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and asset managers who benefit from fee-based income), our bottom-up effort continues to result in a Financials
underweight.
Relative weakness was further exacerbated by an executive order precluding U.S. investors from owning shares of
China domiciled Communist Party Military Companies (CCMC). This directive created an overhang on shares of China
Mobile Ltd.—one of our biggest positions—which is a subsidiary of China Telecommunications Corporation a listed
CCMC. Initially the order did not specifically name or address the status of subsidiaries, however guidance issued by
the Department of Treasury on December 28, 2020 expanded the interpretation of the prohibition to include publicly
traded subsidiaries. Subsequently, on January 6, 2021 the list was retroactively expanded ensnaring China Mobile Ltd.
As of January 11, 2021, U.S. investors are no longer able to buy shares and must divest the position by November 11,
2021. We are extremely disappointed in this outcome. We will fully comply with the law and divest the position in a
manner that seeks to maximize the value of our client’s portfolio prior to the required date.
Tale as Old as Time
Although encouraging vaccine developments and clarity around the U.S. election set investors sights on a brighter
future ahead, we believe the economic recovery has narrowed. COVID-19 continues to spread at a rapid pace with
hospitalizations and deaths on the rise. While mass shutdowns are unlikely, regional hot spots across the globe have
increased restrictions. Yet, the dramatic dichotomy between high-flying equity valuations and company fundamentals
have continued to widen.
Meanwhile, high yield and investment grade markets have tripled in size since 2006, the beginning of the global
financial crisis, with the BBB market 10x larger than 2006 levels. In stark contrast, the higher quality AA market has
only grown ~55% over the same period. Taking this one step further, in 2006, the BBB market was ~60% of the
high yield market. Today, the last rung of investment grade issues are double the size of speculative grade bonds. 3
This raises questions about the non-investment grade market’s ability to absorb additional supply without a collapse
in pricing if there are large scale downgrades from BBB into high yield.
We have seen glimpses of this movie before. Winners during the bear market of 2000-2002 avoided the popular
growth and momentum dotcoms trading at nosebleed valuations which exceeded rational expectations for future
returns. The champions of the 2008-2009 bear market averted holdings that exposed extreme financial leverage risks.
While each of these aforementioned time periods had global ramifications similar to today, the United States was the
epicenter of the bubbles.
Looking ahead, we believe global equity markets are vulnerable to both valuation risk and balance sheet risk, setting
the stage for a dramatic reversal. Ten years from now, we posit, active fundamental investing will compound capital
better than formulaic passive or quantitative strategies. We expect international equities to outperform the U.S. and
emerging markets to outpace their developed market counterparts in terms of growth and investment returns. As the
global economy recovers, we expect demand to grow, interest rates to rise and the bargains we hold today to deliver
superior risk-adjusted absolute and relative returns over a full market cycle.
Perhaps David Dreman put it best, “To survive…it is essential to avoid being carried away by the current mood of the
crowd. The investor must…withstand the tide.” We believe investing is about disciplined and differentiated research,
as well as forbearance and fortitude.
As always, we appreciate the opportunity to serve you.
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_________________________________________________________________________________
Investments in foreign securities may underperform and may be more volatile than comparable U.S. stocks because of
the risks involving foreign economies and markets, foreign political systems, foreign regulatory standards, and foreign
currencies and taxes. The use of currency derivatives, exchange-traded funds (ETFs) and other hedges may increase
investment losses and expenses and create more volatility. Investments in emerging markets present additional risks,
such as difficulties in selling on a timely basis and at an acceptable price. The intrinsic value of the stocks in which the
portfolios invest may never be recognized by the broader 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. 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 International (DM) Composite differs from its benchmark, the MSCI EAFE Index, because: (i) the Composite
has fewer holdings than the benchmark, (ii) the Composite will invest in Canada, and (iii) the Composite will at times
invest a portion of its assets in the U.S. and emerging markets. The Ariel International (DM/EM) Composite differs
from its benchmark, the MSCI ACWI (All Country World Index) ex-US, because: (i) the Composite has fewer holdings
than the benchmark and (ii) the Composite will at times invest a portion of its assets in the U.S. The Ariel Global
Composite differs from its benchmark, the MSCI ACWI (All Country World Index), because the Composite has fewer
holdings than the benchmark. The Ariel Global Concentrated Composite differs from its benchmark, the MSCI ACWI
(All Country World Index), because the Composite has dramatically fewer holdings than the benchmark.
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 12/31/20, the Ariel International (DM) Composite (representative portfolio) held the following position
referenced: China Mobile Ltd. 3.88%. As of 12/31/20, the Ariel International (DM/EM) Composite (representative
portfolio) held the following position referenced: China Mobile Ltd. 2.15%. As of 12/31/20, the Ariel Global
Composite (representative portfolio) held the following position referenced: China Mobile Ltd. 2.15%. As of 12/31/20,
the Ariel Global Concentrated Composite (representative portfolio) held the following position referenced: China
Mobile Ltd. ADR 8.42%.
Investors cannot invest directly in an index. MSCI EAFE Index is an unmanaged, market-weighted index of companies
in developed markets, excluding the U.S. and Canada. The MSCI ACWI (All Country World Index) ex-U.S. is an
unmanaged, market-weighted index of global developed and emerging markets, excluding the United States. MSCI
ACWI (All Country World Index) is an unmanaged, market weighted index of global developed and emerging markets.
The MSCI Index net returns reflect the reinvestment of income and other earnings, including the dividends net of the
maximum withholding tax applicable to non-resident institutional investors that do not benefit from double taxation
treaties. MSCI uses the maximum tax rate applicable to institutional investors, as determined by the companies’
country of incorporation. Source: MSCI. MSCI makes no express or implied warranties or representations and shall
have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further
redistributed or used to create indices or financial products. This report is not approved or produced by MSCI.
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