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lead to global approvals. Gilead has indicated that it expects to
receive initial Remdesivir data in COVID-19 patients in the
coming weeks, providing investors with the opportunity for
additional upside.

Markets worldwide began 2020 on a high note,
underscored by broad optimism around an improving
global economic outlook and a phase 1 trade deal
between the U.S. and China. However, in a swift and
sudden reversal, the coronavirus pandemic unleashed
massive economic shocks as governments across the globe
enacted strict containment policies. Uncertainty over the
duration of the virus threat and magnitude of its impact
prompted policymakers and central banks in the world’s
largest economies to deliver fiscal stimulus and monetary
relief packages in hopes of easing the damage on Wall
Street and Main Street. Amidst this extreme volatility, it is
not surprising that our “risk-aware,” global and
international portfolios outperformed on a relative basis as
attention to fundamental factors such as quality, risk and
valuation was rewarded.

Enterprise software provider Microsoft Corp. continued its
march higher in the quarter. Microsoft remains our largest
position, as we continue to believe the company is in the early
stages of driving value creation with Azure and its hybrid cloud
computing model. In addition, social distancing and workfrom-home business continuity protocols have highlighted the
significance of the company’s cloud-based software platforms
and console franchise for online gaming.
China Mobile, the leading telecom operator in China also
outperformed in the quarter. Our non-consensus thesis around
the stability of the company’s recurring subscription revenue
model benefitted the portfolio. Furthermore, strict containment
policies such as social distancing increased the need for digital
connectivity. In addition, unlike many companies that cut their
dividend in the midst of COVID-19, China Mobile continues to
return capital to shareholders. This validates the resilience of
the company’s strong balance sheet and cash generative
business model.

For the quarter, the Ariel Global Concentrated returned
-12.09% gross of fees (-12.27% net of fees),
outperforming the MSCI ACWI Index, which declined
-21.37%.
As always, Ariel’s contrarian approach seeks to identify
undervalued, out-of-favor, franchise-quality companies
that are misunderstood by the market and therefore
mispriced. The portfolio is overweight Communication
Services and Health Care, and underweight the Industrials,
Financials and Consumer Discretionary sectors. The
portfolio’s outperformance during the quarter is
attributable to positive sector allocation and strong stock
selection. Top performing sectors include Health Care,
Communication Services, Financials and Information
Technology. By comparison, investment choices within
Consumer Discretionary and Energy, as well as lack of
exposure to Utilities weighed on performance.

Fluor Corporation, a U.S. based construction company serving
the oil and gas, petrochemical and power markets declined in
the quarter. The prior management teams poor risk
management led to widespread mispricing of contracts and
losses. While we were hopeful that new management would
implement a solid restructuring plan, the unexpected collapse
in oil prices is likely to delay the recovery and turnaround –
driving us to exit the position.
EOG Resources, Inc., an independent, low cost shale fracking
E&P company, was also greatly impacted by the unexpected
collapse in oil prices. Our upside scenarios for the name are
now materially delayed and reduced, as the 2020 global
economic recession has resulted in an excess supply of oil as
demand has plummeted. Against this backdrop, we are reevaluating our thesis and exposure to the name.

Global biopharmaceutical company, Gilead Sciences, Inc.,
which engages in the research, development and
commercialization of medicines in areas of unmet medical
need, was the top contributor in the quarter. Shares rallied
on the company’s antiretroviral leadership in developing
medicines for coronavirus, specifically Remdesivir, which
started Phase 3 of its clinical trial in February. If the studies
for treatment of COVID-19 prove positive, it may quickly

Commercial and investment banking services provider,
Kasikornbank Public Co. Ltd was particularly hard hit as it is
based in Thailand, a country that thrives on tourism and the
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hospitality industry. The bank lends to the small business
and consumer sector which are likely to experience a rise in
non-performance loans as we expect fiscal stimulus
measures in response to the virus induced recession of
~1% of GDP will be insufficient to offset the recession.
We are prepared to experience an earnings miss in the
near term, but continue to like the differentiation this bank
offers and expect net interest margin to improve over the
long run.
We initiated positions in Discover Financial Services and
Tapestry, Inc. during the quarter. Discover Financial
Services is a name we have owned in the past that issues
credit cards to individuals and small businesses and
provides consumer banking products and services.
Notwithstanding Discover’s prudent approach to
underwriting and a strong, well-capitalized balance sheet,
the company is likely to experience a sharp increase in
delinquencies due to the emerging economic recession.
However, we believe this transient hit to profits will not
erode its book value such that the sharp decline in the
share price provides a good opportunity to re-enter the
name. Tapestry, Inc., is a consumer discretionary
company, best known for its accessory and lifestyle brands,
Coach, Kate Spade and Stuart Weitzman. In the midst of
COVID-19, the entire retail landscape has been particularly
hard hit by social distancing and shelter-in-place orders.
Since brick and mortar stores carry high fixed costs, we
expect the stock to trade lower in the near term. However,
we are confident that once normal activity resumes,
products which offer quality at the right price, such as
handbags and accessories, will be back in demand.
As articulated earlier, the unexpected decline in oil prices
and excessive supply in the midst of the virus induced
recession drove us to sell our position in Fluor Corporation
to pursue more compelling opportunities.
Looking ahead, we believe the combination of
unprecedented monetary and fiscal stimulus on top of last
year’s quantitative easing will mitigate but not fully offset
the impact of COVID-19. We expect the economic shock
driven by social distancing will eventually recede as
lockdowns are lifted and business, as well as consumer
activity resumes. Although it will likely have a sobering
impact on GDP through the third quarter, our central
scenario is that the world economy will begin its recovery
process thereafter.
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While it may get worse before it gets better, we expect equities
and earnings to recover, but remain concerned with balance
sheet risk and are shying away from highly indebted
companies. As always, we continue to pay particular attention
to a company’s growth and return prospects, as well as the
sustainability of the business model and the resilience of the
balance sheet. Given the economic backdrop, we are looking
for companies whose distinct fundamentals will lend
themselves to an inevitable recovery – where demand is
delayed, not denied. Since the shock of the sudden freeze in
the economy on corporate earnings and supply chains, as well
as the second order effects on various countries and consumers
is not yet known, we are keeping a substantial amount of
powder dry in anticipation of better opportunities emerging in
the upcoming earnings season. As patient long term investors,
we continue to stay the course and remain confident in the
portfolio we own on your behalf.

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.
Past performance does not guarantee future results.
Performance results are net of transaction costs and reflect the
reinvestment of dividends and other earnings. 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 Composite differs from its benchmark, the
MSCI ACWI (All Country World Index), because the Composite
has dramatically fewer holdings than the benchmark.
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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 3/31/2020 Gilead Sciences, Inc. constituted 8.21% of
the Ariel Global Concentrated (representative portfolio);
Microsoft Corporation 11.49%; China Mobile Ltd. 11.02%;
EOG Resources Inc. 2.52%; Kasikornbank Public Co. Ltd.
1.37%; Discover Financial Services 0.35%; and Tapestry,
Inc. 0.48%. 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.
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