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ARIEL INTERNATIONAL (DM) COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: December 31, 2011

Annualized
4Q19

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

5.37%

15.08%

7.20%

5.26%

7.24%

Net of Fees

5.16%

14.16%

6.35%

4.42%

6.36%

MSCI EAFE

8.17%

22.01%

9.56%

5.67%

7.66%

ARIEL INTERNATIONAL (DM/EM) COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: December 31, 2011

Annualized
4Q19

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

4.95%

14.73%

7.89%

5.55%

7.55%

Net of Fees

4.74%

13.82%

7.04%

4.71%

6.65%

MSCI ACWI ex-US

8.92%

21.51%

9.87%

5.51%

6.80%

ARIEL GLOBAL COMPOSITE PERFORMANCE
As of December 31, 2019
Inception date: December 31, 2011

Annualized
4Q19

1 Year

3 Years

5 Years

Since Inception

Gross of Fees

6.72%

18.02%

9.50%

7.32%

10.21%

Net of Fees

6.50%

17.08%

8.63%

6.46%

9.28%

MSCI ACWI Index

8.95%

26.60%

12.44%

8.41%

10.51%
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Equity markets rallied higher in 2019, as positive market sentiment was boosted by a dovish pivot from central banks
yielding further monetary stimulus, resilient consumer spending and a de-escalation in trade tensions. The resulting
increase in money supply exceeded real GDP growth and excess investment capital spurred a “risk-on” environment.
As such, lower quality stocks and bonds, as well as growth-oriented and momentum driven assets continued to
trounce their higher quality and value counterparts. A noteworthy shift also occurred during the fourth quarter, with
investors favoring emerging markets over U.S. equities. Against this backdrop, it is not surprising that our “riskaware,” intrinsic value, global and international portfolios advanced on an absolute basis, but fell significantly short of
their benchmarks on a relative basis. While we are always disappointed when we underperform, we believe Ariel’s
global and international portfolios are well-positioned for a potential inflection point.
A Tale of Two Styles
The gap between growth and value indices over the last decade has continued to widen. In fact in 2019,
international growth outperformed international value by over 11%, posting the largest calendar year deficit on
record. Meanwhile world growth exceeded world value by more than 12%—the second largest gap in history. Of
note is the largest differential between style returns for the World Indices which occurred in 1999 right before the dotcom bubble burst.
Index
MSCI EAFE Growth
MSCI EAFE Value

Annualized Returns in USD as of December 31, 2019
1 Year
3 Years
5 Years
10 Years
27.90
12.84
7.71
6.95
16.09
6.31
3.54
3.98

MSCI ACWI ex US
MSCI ACWI ex US Value

27.34
15.71

12.89
6.88

7.30
3.65

6.24
3.64

MSCI ACWI Growth
MSCI ACWI Value

32.72
20.59

16.60
8.36

10.70
6.07

10.39
7.15

Past performance does not guarantee future results.
In the Race to the Bottom, Everyone Loses
One explanation for growth’s dominance is the seismic shift into indexing. Passive funds must buy stocks in the same
proportion as the indexes they track, with no regard for stock price or fundamental security-level analysis. Without an
objective to outperform market indices, “fund managers lack financial incentives to ensure the companies in their
portfolios”1 are well-run and “competing fiercely with one another.”2 Instead, the business model relies heavily on
recruiting investors with low-cost messaging. Michael Burry, the investor whose story was featured in the best-selling
book and Oscar-winning movie “The Big Short” believes “the recent flood of money into index funds has parallels with
the pre-2008 bubble in collateralized debt obligations . . . price-setting in that market was not done by fundamental
security-level analysis, but by massive capital flows based on Nobel-approved models of risk that proved to be
untrue.”3 Burry went on to add “this structured asset play is the same story again and again—so easy to sell, such a
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self-fulfilling prophecy as the technical machinery kicks in. All those money managers market lower fees for indexed,
passive products, but they are not fools—they make up for it in scale.”4
As a result, over 90% of the rally across world equity markets in 2019 was driven by multiple expansion rather than
fundamental earnings growth. As shown in the chart below, while stock prices marched higher, earnings were
revised downward, resulting in an expansion of the price-to-earnings multiple.

Past performance does not guarantee future results.

We believe the increased popularity of indexing has led to a valuation anomaly. The prices of the more commonlyindexed stocks have continued their upward trajectory thereby receiving much higher valuations than their underindexed counterparts. This divergence has been further compounded by the sector biases of the value and growth
indices. With value indices heavily weighted in relatively poorer performing sectors like Financials and Health Care,
and growth indices super charged by Information Technology, the valuation differential is compelling. The MSCI
ACWI Value Index trades at 14.7 times trailing earnings compared to 27.9 times for the MSCI ACWI Growth Index.
The 13.2-point gap is just shy of the record-breaking disparity recorded in 1997. In this environment, active value
managers have an opportunity to uncover misunderstood bargains that are under-owned by index providers. In our
opinion, therein lies the upside.
As patient investors who take the long term view, we continue to exercise discipline in our quest for the blue chips of
tomorrow. We believe our proprietary bottom-up research process continues to uncover undervalued companies with
strong balance sheets and sustainable business models. While no single metric can capture quality and valuation
attributes, we provide a few key metrics below to validate our confidence in our portfolio positing:
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ROE 5YR Average

Ariel
Global
17.60

Debt/Equity

0.68

Active Share

92.42

Dividend Yield

3.08

MSCI ACWI
17.10
1.04

Ariel International
DM/EM
17.20
0.39
94.61

2.41

MSCI ACWI
ex US
15.00

Ariel International
DM
16.90

MSCI EAFE

0.59

0.40

0.64

14.40

93.51

3.64
3.18
3.62
3.00
Note: Fundamentals are from BNY Mellon; Active Share is sourced from FactSet
As of December 31, 2019

Despite our underperformance on a relative basis, we remain excited about our portfolios and are embarking upon
this next decade with tremendous enthusiasm for all that is to come. In a world obsessed with passive, we firmly
believe active becomes differentiated. While many parts of the equity market are risky from an earnings, valuation
and balance sheet perspective, there are also stocks and sectors which are out-of-favor and undervalued. Our
portfolios favor the latter underscoring our belief that we can deliver superior risk-adjusted returns over a full market
cycle.
As always, we appreciate the opportunity to serve you.
_____________________________________________________________________________________
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. 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.
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 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.
A growth investment strategy seeks stocks that are deemed to have superior growth potential. Growth stocks offer an
established track record and are perceived to be less risky than value stocks. A value investment strategy seeks
undervalued stocks that show a strong potential for growth. The intrinsic value of the stocks in which a value strategy
invests may be based on incorrect assumptions or estimations, may be affected by declining fundamentals or external
forces, and may never be recognized by the broader market.
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An actively managed portfolio is more risky than a passively managed portfolio that replicates an index because it
contains fewer stocks than its benchmark index. Indexes are unmanaged, and an investor cannot invest directly in an
index. However, investors may invest in an index fund, which mimics the composition of an index. There are lower
costs associated with index funds, as compared to actively managed funds.
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 EAFE Growth Index captures large and mid-cap securities exhibiting overall growth style characteristics
across developed markets countries, excluding US and Canada. The MSCI EAFE Value Index captures large and midcap securities exhibiting overall value style characteristics across Developed Markets countries, excluding the US and
Canada. The MSCI ACWI ex USA Value Index captures large and mid-cap securities exhibiting overall value style
characteristics across 22 Developed and 26 Emerging Markets countries. The MSCI ACWI Growth Index captures large
and mid-cap securities exhibiting overall growth style characteristics across 23 Developed Markets (DM) countries and
26 Emerging Markets (EM) countries. The MSCI ACWI Value Index captures large and mid-cap securities exhibiting
overall value style characteristics across 23 Developed Markets countries and 26 Emerging Markets (EM) countries.
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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