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geographic execution in China, as well as from sales across
mobile platforms.

Although the consequences of the COVID-19 induced
‘stay-at-home’ measures continue to reverberate across
economies, global equities traded higher in the quarter,
with Asia and the U.S. outperforming Europe and the
United Kingdom. The health and humanitarian crisis has
driven policymakers, central banks and corporates worldwide to re-leverage with the support of ultra-low rates.
Whether an economy is expanding or in recession, money
seeks a return. While we are disappointed, we are not
surprised that our global portfolios have struggled to keep
pace with the growth, momentum and flow-based
beneficiaries of this robust risk-on market.

Berkshire Hathaway also outperformed in the period, following
the disclosure of an aggressive share repurchase. Furthermore,
we continue to have high conviction in the franchise position of
Berkshire’s insurance operations and the free cash flow
generation of the majority of other business segments. In our
view, Berkshire's financial resources remain bullet proof with
$133 billion in cash and short-term investments, up from $125
billion at YE19.
In addition, foreign exchange company, Interactive Brokers
Group, Inc. contributed to relative performance in the quarter.
The company’s global trading and investing platform is gaining
market share, as new accounts and trading volumes are up as
a result of the pandemic. These trends have more than offset
ultra-low interest rates and falling commission pricing.

For the quarter, Ariel Global Concentrated Composite
advanced +1.74% gross of fees (+1.54% net of fees) on
an absolute basis, however underperformed the +19.22%
gain posted by the MSCI ACWI Index.
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 Health Care, and
meaningfully underweight Industrials, Financials,
Consumer Discretionary and Materials. Stock selection and
sector allocation weighed on returns during the quarter.
While investment choices within Financials and our
underweight exposure to Energy were the largest sources
of positive attribution, Ariel’s positioning within
Information Technology and Health Care detracted from
results.

By comparison, biopharmaceutical company, Gilead Sciences,
Inc. was the largest detractor from relative performance during
the quarter. Short term investors in search of rewards from
successful COVID-19 vaccine prospects piled into shares earlier
this year. These individuals became sellers when the hype
around Remdesivir as a cure to the virus came to a close.
Clinical trials in recent months reveal the drug to be a powerful
anti-viral that reduces recovery time for certain coronavirus
patients. With Remdesivir available in limited supply at low
prices, we do not expect the medication to be a source of
positive earnings revisions in the foreseeable future. That said,
we remain focused on our thesis that the power of Gilead’s
virology franchises and the company’s growing opportunity in
oncology and rheumatoid arthritis present shareholders with a
compelling long term opportunity.

Japanese developer, manufacturer and distributor of
interactive entertainment products, Nintendo Co., Ltd was
the top contributor in the quarter following a top and
bottom line earnings beat, as the company has been a
beneficiary of ‘stay-at-home’ measures. More specifically,
results continue to be driven by strong sales of hybrid
console Nintendo Switch and the portable Switch Lite, new
game Animal Crossing: New Horizons and operating
margin improvement driven by rising digital downloads.
Longer term, we continue to see upside from successful

Another detractor from performance in the period was China’s
largest wireless telecommunications operator, China Mobile
Limited. While earlier concerns related to 5G capital
expenditures were somewhat eased by recently announced
partnerships, new worries related to technology access have
surfaced due to sanctions faced by networking supplier
Huawei. Nonetheless, key drivers of our thesis remain China
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Mobile’s dominant market share, strong cash generation,
dividend yield and attractive valuation.

concerned about the market’s complacency toward risk and
elevated corporate indebtedness. Given this backdrop, we
continue to pay particular attention to a company’s growth and
return prospects, the sustainability of the business model and
resilience of the balance sheet—preferring those with the
safety of net-cash positions. We are looking for companies
whose distinct fundamentals will lend themselves to an
inevitable recovery – where demand is delayed, not denied.
While this attention to risk-adjusted returns has come at the
expense of short-term underperformance relative to the
benchmark, we believe it is better to lose the battle in order to
win the war. We remain confident in our non-consensus
approach to investing and are laser focused on uncovering and
owning ideas that will offer superior upside with a margin of
safety.1

Shares of German mobile telecommunications company,
Telefonica Deutschland Holdings AG also traded lower in
the quarter. We believe this price action runs counter to
the company’s stable market share, strong cash generation
and robust dividend yield. Additionally, the virtual mobile
operator Drillisch and its parent, United Internet, continue
to be a distraction on the German Telco’s shares, as the
company has not made any headway in renegotiating the
higher payments it owes Telefonica for national roaming
network access. Looking ahead, we continue to have high
conviction in stability of the company’s recurring
subscription revenue model.
We did not initiate any new holdings during the quarter,
although we did exit five positions. We successfully sold
out of Japanese wireless communications company, NTT
DoCoMo, following a premium priced takeover bid from
Nippon Telegraph and Telephone Corporation. We also
took profits on credit card issuer and electronic payment
services company Discover Financial Services and
automated electric brokerage Interactive Brokers Group Inc.
on valuation.

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.

We also exited Tapestry Inc., the owner of Coach, Kate
Spade and Stuart Weitzman brands in favor of more
attractive opportunities based on risk/reward.
Lastly, the collapse in oil prices and excessive supply in the
midst of the pandemic, along with the price appreciation
we saw across the Energy sector off the March lows drove
us to sell out of our position in independent crude oil and
natural gas company EOG Resources Inc. to pursue more
compelling opportunities.

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 9/30/2020, the performance (net of fees) of the Ariel
Global Concentrated Composite for the since inception
(12/31/2019) period was -1.31%. Ariel Global Concentrated
Composite has an inception date of 12/31/2019 and does not
yet have performance for the 1-, 3- and 5-year periods. For the
period ended 9/30/2020 the performance for the MSCI ACWI
Net Index for the since inception period was +1.37%. Net
performance of the Ariel Global Concentrated Composite has

While we expect volatility to remain elevated through the
new year, our central scenario is the global economy will
recover when a vaccine or cure for COVID-19 is available
and deployed worldwide. Meanwhile, equities continue to
receive meaningful support from low nominal/negative
rates, policymakers and central bank tool-kits. However, in
our view, valuations are stretched and prospects of a steep
or speedy earnings recovery remain bleak. We remain

1 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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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.
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 9/30/2020 Nintendo Co., Ltd. constituted 5.53% of
the Ariel Global Concentrated Composite (representative
portfolio); Berkshire Hathaway 4.75%; Gilead Sciences,
Inc. 6.08%; China Mobile 10.51% and Telefonica
Deutschland Holdings AG 3.75%. 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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