Memorandum
To:

Friends of Ariel Investments

From:

Rupal J. Bhansali, Chief Investment Officer, International and Global Equities

Date:

July 22, 2020

Re:

Ariel International and Ariel Global 2Q2020 Client Letter

ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: December 31, 2011

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

11.89%

-3.52%

2.58%

1.44%

3.03%

6.35%

Net of Fees

11.66%

-3.90%

1.77%

0.64%

2.21%

5.48%

MSCI EAFE Index

14.88%

-11.34%

-5.13%

0.81%

2.05%

5.69%

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: December 31, 2011

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

12.45%

-3.68%

2.25%

2.03%

3.47%

6.62%

Net of Fees

12.23%

-4.06%

1.44%

1.22%

2.65%

5.73%

MSCI ACWI ex-US Index

16.12%

-11.00%

-4.80%

1.13%

2.26%

4.94%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: December 31, 2011

Annualized
2Q20

YTD

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

12.08%

-2.98%

2.97%

4.94%

5.89%

9.19%

Net of Fees

11.85%

-3.37%

2.16%

4.11%

5.05%

8.27%

MSCI ACWI Index

19.22%

-6.25%

2.11%

6.14%

6.46%

9.03%

ARIEL GLOBAL CONCENTRATED COMPOSITE PERFORMANCE
As of June 30, 2020
Inception date: December 31, 2019
Since Inception

Annualized
2Q20

YTD

Since Inception

Gross of Fees

11.01%

-2.42%

-2.42%

Net of Fees

10.79%

-2.81%

-2.81%

MSCI ACWI Index

19.22%

-6.25%

-6.25%
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Emerging Value
While the market environment across countries and sectors may change from one period to the next, our investment
philosophy and process remains consistent. We seek to own undervalued, out-of-favor, high quality companies with
sustainable returns relative to the risk of the business. Our holistic and balanced approach to evaluating investment
opportunities embeds risk management at every step by proactively assessing the upside and downside potential of
each idea under consideration. Portfolio construction is guided by favorable risk/reward profiles at the security and
portfolio level, as opposed to benchmark, sector or country weight. While there are no pre-determined industry
themes, the outcome of this discipline has resulted in our underweight in emerging market equities since the
strategies began in 2012. However, in March 2020, the pandemic induced global recession triggered a capital flow
exodus from developing economies, which eclipsed the outflows of the global financial crisis. True to our contrarian
nature, we have become more constructive on emerging markets, with our investment process identifying incremental
opportunities.
A Walk Down Memory Lane
Our research, deep domain expertise and local knowledge of developing countries has generally kept us on the
sidelines from emerging market equities. Prior to the launch of Ariel’s international and global portfolios in 2012,
emerging markets outpaced their developed market counterparts in terms of growth and investment returns for more
than two decades.
1990-2011

Average Annual GDP Growth

Annualized Equity Return

Developed Markets

2.6%

5.2%

Emerging Markets

4.1%

8.8%

Source: World Bank, MSCI and Bloomberg. Price return in USD. Past performance does not guarantee future results.
This robust performance was supported by globalization, capital inflows and credit growth. China’s insatiable demand
for commodities also benefitted resource rich developed nations like Australia and developing economies such as
Brazil, Russia and Africa. The breadth and magnitude of the super-cycle in commodity and manufactured goods
exports inspired countries to begin extending credit in local currency. These factors lifted impoverished populations in
masse, expanding income patterns, consumption and domestic spending by buoying a rising number of middle class
consumers.
This expansionary cycle captured investor attention and drove equity markets, as well as earnings multiples higher.
This is why we found emerging markets to be highly unattractive on both an absolute and relative basis back in 2012.
Our research suggested the growth expectations were likely to disappoint and risks across the asset class were
underestimated. Eight years later, our assessment has proven correct as emerging markets have underperformed their
developed peers.
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Catalysts For Change
Fast forward to March 2020, “the widespread selloff triggered” by COVID-19 “ripped through emerging markets” as
foreign investors pulled money out of developing economies at the fastest pace on record.1

As you can see above, cumulative outflows were more than double the withdrawals that occurred during the financial
crisis and “equivalent to more than 1% of gross domestic product of the countries measured.”2
This steep correction and extreme shift in sentiment drove us to revisit the risks and opportunities across these regions.
Our research revealed deeply discounted valuations in certain sectors, such as financials, where negative earnings
revisions appear to have largely priced in adverse economic outcomes and weak growth. For example, our analysis
1
2

Chilkoti, Avantika, “Emerging Markets Take Hit as Investors Flee for Safety.” The Wall Street Journal. March 18, 2020.
Chilkoti, Avantika. “Emerging Markets Take Hit as Investors Flee for Safety.” The Wall Street Journal. March 18, 2020
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uncovered high-quality financial institutions that were trading at low price-to-book ratios, yet offer attractive
normalized returns on invested capital, relative to their cost of capital, as well as compelling dividend yield prospects.
Taking advantage of these favorable entry points, we initiated positions within certain strategies in best in class
banking franchises, Credicorp in Peru and Kasikornbank Public Co. Ltd. in Thailand, as well as insurance companies,
Sanlam Limited out of South Africa and BB Seguridade Participacoes in Brazil. We also added Moscow Stock Exchange
(MOEX) to the Ariel International DM/EM portfolio. All of these holdings are strategically positioned to benefit longterm from the growing banking and insurance penetration rates driven by the burgeoning middle class, as well as the
growth of each region’s capital markets.
Meanwhile, technology and telecommunication stocks have proven to be relatively pandemic-proof in many
economies. This is naturally intuitive, particularly since shelter in place orders and social distancing policies have given
way to a new ‘virtual’ normal for working, shopping and entertainment in many developed countries, as well as
wealthier emerging ones. In fact, we see this trend as a rich opportunity for two of our long-time, high conviction
emerging market holdings: wireless telecommunications operator, China Mobile and internet search and online
community leader, Baidu.
China Mobile is the largest mobile operator in the world, with nearly 950 million subscribers. We expect the
company’s superior network, dominant market share and strong brand to continue to capitalize on growing consumer
demand for data as the economy pivots towards a services based gross domestic product. Although the company has
$43 billion in net cash, delivers prodigious free cash flow generation and offers a 6% dividend yield, shares are
currently trading on a paltry 2.2x next year’s EBITDA. Investors are concerned about high 5G capital expenditures,
although we believe demand scenarios for greater bandwidth and connectivity—think online education, food delivery,
e-commerce, digital banking, mobile computing, etc.—will boost revenues and earnings longer-term. Moreover,
China Mobile is also expanding into the fixed line broadband market, which has historically been a duopoly. This
organic growth angle provides optionality for an internet protocol television (IPTV) offering, as well as a full suite of
enterprise services.
Leading search engine Baidu, which has been dubbed the ‘Google of China’ also owns stakes in leading internet
properties iQiyi, the ‘Netflix of China’ and CTrip, the ‘Expedia of China.’ Additionally, Baidu is considered one of the
premier artificial intelligence companies in the world, particularly in autonomous driving and facial recognition. Today,
the company generates most of its revenue through advertising. Long-term, we believe Baidu will deliver greater
monetization opportunities in search and other key online and offline service initiatives, with revenue sources that
include subscriptions, licensing, merchandising and gaming. Overall, we expect Baidu’s top line to grow and profit
margins to expand, driving long-term value creation in China’s new economy.
Lastly, COVID-19 exacerbated existing price dislocations between growth and value stocks across the globe. In fact,
the gap in valuations between the asset classes within emerging markets is the widest it has been in history. This
made the discount on long-term growth drivers of high quality, high growth value offerings, even more compelling.
The Road Ahead
Emerging market economies have become more diversified, with growing levels of domestic consumption, innovation
and technology offerings aimed at leapfrogging traditional business models in the developed world. As we scour the
globe analyzing the intrinsic value of companies, we have found incremental opportunities within developing
economies and have put some fresh money to work, which represents a shift from our longstanding view.
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. As a concentrated portfolio, Ariel Global
Concentrated Composite 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. 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.
As of 6/30/20, the Ariel International (DM) Composite (representative portfolio) held the following positions
referenced: China Mobile Ltd. 5.26%; Baidu, Inc. ADR 2.84%; China Mobile Ltd. ADR 0.07%; Credicorp Ltd. 0.0%;
Kasikornbank Public Co. Ltd. 0.0%; Sanlam Ltd. 0.0%; BB Seguridade Participacoes 0.0% and Moscow Stock
Exchange 0.0%. As of 6/30/20, the Ariel International Composite (DM/EM) (representative portfolio) held the following
positions referenced: Baidu, Inc. ADR 5.66%; China Mobile Ltd. 5.35%; Kasikornbank Public Co. Ltd.-R 0.82%; BB
Seguridade Participacoes SA 0.52%; Sanlam Ltd. 0.26%; Credicorp Ltd. 0.22%; Moscow Stock Exchange 0.13% and
China Mobile Ltd. ADR 0.07%. As of 6/30/20, the Ariel Global Composite (representative portfolio) held the following
positions referenced: Baidu, Inc. ADR 5.78%; China Mobile Ltd. 4.96%; Kasikornbank Public Co. Ltd.-R 0.56%; China
Mobile Ltd. ADR 0.44%; BB Seguridade Participacoes SA 0.21%; Credicorp Ltd. 0.20%; Sanlam Ltd. 0.10%;
Kasikornbank Public Co. Ltd.-F 0.05% and Moscow Stock Exchange 0.0%. As of 6/30/20, the Ariel Global
Concentrated Composite (representative portfolio) held the following positions referenced: China Mobile Ltd. ADR
10.55%; Baidu, Inc. ADR 6.16%; BB Seguridade Participacoes SA 0.79%; Credicorp Ltd. 0.0%; Kasikornbank Public
Co. Ltd. 0.0%; Sanlam Ltd. 0.0% and Moscow Stock Exchange 0.0%. Portfolio holdings are subject to change. The
performance of any single portfolio holding is no indication of the performance of other holdings in any Composite.
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.
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
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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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