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Markets worldwide continued their march higher in the
first quarter, despite a wild ride of volatility. Building on
the rotation toward cyclical sectors that began in
November of last year, value bested growth, small cap
issues outperformed their large cap brethren and investors
increased their appetite for risk. Rampant speculation
across small-cap meme stocks, cryptocurrencies and blank
check, special purpose acquisition companies (SPACs), as
well as the dramatic fire sale of leveraged equity bets
made by Archegos Capital Management sent shock waves
across global markets—drawing regulatory scrutiny. While
we are disappointed, we are not surprised that our global
portfolios, which are currently weighted towards high
quality, and more defensive larger cap names with secular
growth prospects struggled to keep pace in a market
rewarding small cap, cyclical growth and low quality, as
well as flows, over fundamentals.

reward its shares for its strong franchise in virology, particularly
its leadership position in HIV and Hepatitis C. Gilead is also
gaining traction in the marketplace with new drug treatments
for cancer. With relatively low levels of patent expiration
coming in the years ahead, we believe the company remains
undervalued for its revenue and earnings potential, as well as
its expected long-term cash flow generation.
Shares of tobacco maker Philip Morris International Inc.
advanced in the period due to an increase in global demand for
Heat Not Burn Devices (IQOS). In our view, the favorable
economics and margin expansion opportunities associated with
market share gains driven by the company’s IQOS opportunity
and Reduced Risk Products highlights value creation
opportunities in the years ahead. Furthermore, at current
trading levels, we believe Philip Morris International’s
significant operating leverage, strong pricing power, and
improving free cash flow profile offers a strong margin of
safety.

For the quarter, the Ariel Global Concentrated Composite
increased +3.09% gross of fees (+2.89% net of fees) on
an absolute basis, underperforming the MSCI ACWI Index
which traded +4.57% higher.
As always, Ariel’s non-consensus approach seeks to
identify undervalued, out-of-favor, franchise-quality
companies that are misunderstood and mispriced. The
global concentrated strategy is significantly overweight
Communication Services, and to a lesser extent, Health
Care. The portfolio is meaningfully underweight Industrials,
Consumer Discretionary, Financials and Materials.
Investment choices within Consumer Staples and
Information Technology were the largest sources of
positive attribution. Ariel’s positioning within Financials
and Communication Services was the largest detractor
from results.

Additionally, China’s internet search and online community
leader, Baidu contributed to relative performance in the quarter.
Shares steadily increased from a low of $83.62 on March 18,
2020 to a high of $354.82 on February 19, 2021. Price
appreciation was driven by improving financial metrics,
indicating a stabilization in Baidu’s core internet search
business. Growing recognition of the company’s opportunity in
artificial intelligence, particularly in the autonomous driving
market and in its video streaming platform also aided
performance. Subsequently, shares began to trade lower and
closed at $217.55 on March 31, 2021, as an overleveraged
family office, Archegos Capital Management made global
headlines for its liquidity crisis and became a distressed seller.
As shares began pricing in our worst-case scenario, we
opportunistically bought to top off our position.

After being a bottom performer last quarter,
biopharmaceutical company, Gilead Sciences, Inc. traded
higher as earnings results came in at the top end of its
updated guidance outlook. As global healthcare systems
remain focused on COVID-19 eradication, Gilead like other
leading pharmaceutical companies has experienced nearterm prescription headwinds. That said, investors are
beginning to look beyond these recent trends and instead

Following strong price appreciation in 2020 driven by sales of
the hybrid console Nintendo Switch and the portable Switch
Lite, shares of Japanese developer Nintendo Co., Ltd. pulled
back slightly in the quarter. Looking ahead, we remain
favorably disposed to the leading “play from home”
entertainment vendor. We view the continued success of the
Switch platform and its high margin games as an incremental
source of earnings potential. Longer term, we continue to see
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upside from successful geographic execution in China in
partnership with Tencent, as well as from sales across
mobile platforms.
Brazilian insurance company BB Seguridade Participacoes
(BBS) also traded lower in the quarter on an earnings miss
driven by weaker than expected investment income and
short-term headwinds resulting from actions taken by the
Bolsonaro administration. In our view, BBS is in the early
innings of a long-term growth story fueled by the wealth
and savings of the country’s burgeoning middle class. The
company’s high and sustainable returns on equity derived
from the low risk nature of its insurance products and the
capital-light insurance brokerage business. With the shares
trading with a dividend yield of roughly 6.5% and no debt,
we believe BBS offers an attractive long-term growth
opportunity as insurance penetration rates increase in
Brazil.
Global pharmaceutical and diagnostics leader, Roche
Holding AG weighed on relative performance in the
quarter. The company continues to experience near-term
headwinds from deferred routine prescription activity as
healthcare systems around the world focus on COVID-19
eradication. Nonetheless, our long-term thesis remains
focused on Roche’s leadership in oncology treatments that
have superior efficacy and less toxicity than alternatives,
which creates a strong prescription and insurance
reimbursement profile. We believe the company is well
positioned given its deep research and development
capability and pipeline of new drugs coming to market
over the next several years.
We initiated three new positions in the quarter. We added
French pharmaceutical company Sanofi S.A. We are
optimistic on key growth driver Dupixent and believe the
vaccines business is under-appreciated. We also see
optionality in the immunology pipeline, which is currently
being overlooked by investors. Furthermore, a new
management team is taking steps to enhance shareholder
value.
We purchased shares of Endesa S.A., the largest verticallyintegrated electric utility in Spain, which has a diverse and
low cost mix of generation, supply, and regulated
distribution assets. Majority-owned by Italian utility Enel,
Endesa has an integrated business model that allows the
company to thrive in most power price environments. In
our view, the company is mispriced amidst misplaced
concerns about the potential impact of coal and nuclear
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plant shutdowns, as well as due to regulatory and political risk
factors. We believe Endesa offers an ESG related business
opportunity, as the company is making the bold move of
shutting down coal capacity and moving forward with a multibillion euro investment in renewables to reduce greenhouse
gas emissions. Though low growth, this utility is a cash cow,
boasts a high dividend payout ratio, and trades at a compelling
7% dividend yield.
Finally, we initiated a position in Telefonica Brasil SA, the
leading Telecom player in Brasil with dominant revenue share
in mobile and fixed segments of 40% and 25%, respectively.
We believe in-market mobile consolidation within the country
due to the sale of fourth player Oi’s mobile assets to three
remaining incumbent’s Telefonica Brasil, TIM and America
Movil will allow the company to further increase its market
position and improve upon its 40%+ EBITDA margin. In our
view, competitive intensity will abate post consolidation and
expect Telefonica Brasil’s asset utilization to improve over a
larger subscriber base. Moreover, in its fixed business, the
company is in the process of rapidly expanding its fiber
footprint to stem decline in its legacy DSL business and upsell
customers to higher speeds. The regulatory environment in
Brasil is also pivoting from price to a quality led focus which we
think will be supportive of lower competitive intensity and
higher future returns. Telefonica Brasil pays over a 6% dividend
yield and is rated AAA by Fitch due to its strong balance sheet
and leading market position.
By comparison, we exited our position in Verizon
Communications to pursue other opportunities.
Increased lockdown measures in some European countries,
slow vaccine rollouts in other regions, and concerns over
vaccine resistance to COVID-19 variants have been
overshadowed by successful vaccination programs in the U.K.
and U.S. We believe valuations remain stretched, as equities
continue to receive meaningful support from substantial
monetary and fiscal stimulus, as well as low nominal rates. We
remain concerned about the market’s complacency toward risk
and elevated corporate debt. Given this backdrop, we continue
to pay particular attention to normalized growth and return
prospects, sustainable business models and balance sheet
resilience—preferring those companies with the safety of netcash positions. While this attention to risk-adjusted returns has
come at the expense of short-term underperformance relative to
the benchmark, we remain confident in our non-consensus
approach. We are laser focused on uncovering and owning
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idiosyncratic ideas that will offer superior upside with a
margin of safety. 1
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. A concentrated
portfolio may be subject to greater volatility than a more
diversified portfolio. The intrinsic value of the stocks in
which the portfolio invests may never be recognized by the
broader market. The portfolio is often concentrated in
fewer sectors than its benchmarks, and its performance
may suffer if these sectors underperform the overall stock
market. Investing in equity stocks is risky and subject to the
volatility of the markets.
Past performance does not guarantee future results.
Performance results are net of transaction costs and reflect
the reinvestment of dividends and other earnings. For the
period ended 3/31/21, the performance (net of fees) of the
Ariel Global Concentrated strategy for the 1-year and since
inception on 12/31/2019 was 25.28% and +7.85,
respectively. For the period ended 3/31/21 the
performance for the MSCI ACWI Net Index over the 1-year
and since inception of the Ariel Global Concentrated
strategy on 12/31/19 was +54.61% and +16.91%,
respectively. Performance of the Ariel Global Concentrated
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 Global Concentrated
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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 3/31/21 Gilead Sciences, Inc. constituted 6.53% of the
Ariel Global Concentrated (representative portfolio); Phillip
Morris Intl, Inc. 11.00%; Baidu, Inc. ADR 11.47%; Nintendo
Co., Ltd. ADR 3.83%; BB Seguridade Participacoes ADR 1.94%;
Roche Holding Ltd. ADR 3.57%; Sanofi S.A ADR 0.54%; Endesa
S.A. 1.07%; Telfonica Brasil S.A. 1.29% and Verizon
Communications 0.00%. Portfolio holdings are subject to
change. The performance of any single portfolio holding is no
indication of the performance of other portfolio holdings of the
Ariel Global Concentrated Composite.
Investors cannot invest directly in an index. The 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.

Attempting to purchase with a margin of safety on price cannot
protect investors from the volatility associated with stocks,
incorrect assumptions or estimations on our part, declining
fundamentals or external forces.
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