
Quarterly Commentary

2022 was a rough year for markets, as policymakers reversed 
course—shifting ‘real’ rates from negative to positive and 
pivoting from quantitative easing to quantitative tightening. 
These regime changes drove a widespread repricing across asset 
classes. Equities logged their biggest declines since the global 
financial crisis and bonds were hit by a historic sell-off. While 
many hope the worst is over and markets have already priced in 
much of the bad news, we fear the reversal in risk-free rates 
and risk premiums will yield a central bank induced hard 
landing. Meanwhile, our focus on resilient business models 
with strong balance sheets and compelling dividend yields 
remains paramount. The Ariel Global Concentrated 
Composite traded up +10.22% gross of fees (+10.00% net of 
fees) in the quarter, slightly ahead of our primary MSCI 
ACWI Index’s +9.76% gain but behind the +14.21% return 
posted by the MSCI ACWI Value Index, which is also 
included for your information.

Ariel’s non-consensus approach seeks to identify undervalued, 
out-of-favor, franchise-quality companies that are 
misunderstood and mispriced. The Ariel Global Concentrated 
strategy continues to be significantly overweight 
Communication Services, Health Care, Consumer Staples and 
Real Estate. The portfolio is underweight Industrials, 
Consumer Discretionary, Information Technology and 
Financials and lacks exposure to Materials and Energy. At the 
sector level, Health Care, Consumer Staples and Consumer 
Discretionary holdings were the greatest source of positive 
attribution, while Ariel’s cash position and underweight 
Industrials were the largest performance detractors in the 
quarter. 

Biopharmaceutical company Gilead Sciences, Inc. advanced 
in the quarter on positive data released in a study evaluating 
Trodelvy versus comparative chemotherapy in patients with 
metastatic breast cancer. The detailed findings increased 
investor confidence the drug would receive incremental 
approvals for a broader range of breast cancer treatments. 
Shares also received a boost on news the TAF patent portfolio 
for HIV drugs will be extended from the middle of this decade 
through the early 2030s, creating greater visibility into the 
company’s long-term opportunity in the virology market.

Shares of tobacco maker, Philip Morris International Inc. 
(PM) also traded higher in the period. The company delivered 
strong earnings, however subsequently lowered its full year 
outlook as Fx headwinds, supply-chain disruptions resulting 
from the war in Ukraine and global inflationary pressures 
continue to weigh on earnings. Additionally, management 
announced an agreement to terminate its U.S. business 
relationship with fellow tobacco producer, Altria Group 
effective April 30, 2024, highlighting terms to PM’s exclusive 
right to sell IQOS heated tobacco products in the region 
thereafter. Also in the quarter, PM completed its acquisition of 
smokeless tobacco company Swedish Match (SWMA). 
Synergies include an extension of global positioning, 

distribution infrastructure in the large and attractive U.S. 
market, as well as a broader opportunity set, including 
SWMA’s oral nicotine portfolio for reduced-risk products. In 
our view, the favorable economics and margin expansion 
associated with market share gains from IQOS and Reduced 
Risk Products should yield value creation opportunities in the 
years ahead. Furthermore, at current trading levels, we believe 
the company’s operating leverage, pricing power, and 
improving free cash flow profile offer a strong margin of 
safety.1

Additionally, Brazilian insurance company, BB Seguridade
Participacoes’ (BBS) outperformed in the period as the 
company delivered another quarter of strong operational and 
financial results, highlighted by robust premium growth, a low 
loss ratio and better-than-expected net investment income. 
We continue to believe BBS is in the early innings of a long-
term growth story driven by the wealth and savings of a 
burgeoning middle class. The company has high and 
sustainable returns on equity due to its best-in-class 
distribution network, the low-risk nature of its insurance 
products and its capital-light insurance brokerage business. We 
think the company, whose shares offer an attractive dividend 
yield and clean balance sheet, is well-positioned to continue 
benefitting from the rising interest rate environment as well as 
growing insurance penetration rates in Brazil. 

By comparison, China’s internet search and online community 
leader, Baidu, Inc. detracted from performance in the period, 
as Chinese equities came under pressure following the 
conclusion of the Communist Party Congress. Investor 
sentiment for Baidu, Inc. remains depressed on uncertainty 
surrounding Covid resulting in sluggish advertising trends, 
China’s economic growth, and the political rhetoric towards 
Taiwan. Looking ahead, we remain enthusiastic about Baidu’s 
longer-term opportunity for revenue growth and margin 
expansion across internet search, cloud, autonomous driving, 
artificial intelligence and online video.

Enterprise software provider Microsoft Corporation also 
traded lower, as higher interest rates and economic concerns 
have created headwinds for growth-oriented technology 
companies. We believe this price action runs counter to 
Microsoft’s solid fundamentals, competitive positioning and 
long-term business outlook. We continue to anchor on the 
company driving value creation by capitalizing on a broad and 
deep set of opportunities, most notably within hybrid cloud 
infrastructure. The platform continues to demonstrate share 
gains and strong multi-year purchase intent as enterprises 
transition to cloud based platforms. At current trading levels, 
we believe Microsoft’s risk/reward is skewed to the upside.
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1Attempting to purchase a stock with a margin of safety does 
not protect investors from the loss of their investment, 
volatility associated with stocks, declining fundamentals, 
external forces or our incorrect assumptions.



Additionally, global pharmaceutical and diagnostics leader, 
Roche Holding AG traded lower in the quarter on 
disappointing test results for the company’s Alzheimer’s drug 
to treat dementia, as well as the announced departure of the 
Pharma Division CEO. Although it is important to remind 
investors drug trials occasionally have less than favorable 
outcomes, we remain constructive on the rest of Roche’s 
pharma portfolio. The core oncology franchise is performing 
well and the diagnostics segment continues to demonstrate 
strong growth momentum as it experiences a further 
normalization of post-pandemic trends. In our view, Roche is a 
quality defensive name with a rich suite of best-in class pipeline 
opportunities.

We did not buy or exit any positions in the quarter.

Looking ahead, we do not think central banks will step away 
from rate hikes until inflation expectations and the imbalance 
in the overheated labor market cools. In our view, a recession 
seems unavoidable. Although stocks appear to be less expensive 
than they were at the start of the year, we do not believe broad 
market valuations reflect the impact further monetary 
tightening will have on corporate profits. In 2023, defense is 
likely to be the best offense; and as such, we have positioned 
the portfolio to be overweight recession resilient sectors, such 
as Communication Services and Health Care.
__________________________________________________
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 shown net of the highest management 
fee charged to any client in the Composite during the 
performance period. Net returns reflect performance returns 
after the deduction of advisory fees and transaction costs and 
assume the reinvestment of dividends and other earnings. For 
the period ended 31/12/2022, the performance (net of fees) of 
the Ariel Global Concentrated strategy for the 1-year and 
since inception on 12/31/2019 was +0.48% and +4.21%, 
respectively. For the period ended 31/12/2022 the performance 
for the MSCI ACWI Index and the MSCI ACWI Value 
Index over the 1-year and since inception of the Ariel Global 
Concentrated strategy on 12/31/2019 was -12.48% and 
+5.26% and -0.88% and +4.54% respectively. 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 Australian 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 31/12/2022 Gilead Sciences, Inc. 3.4% of the Ariel 
Global Concentrated (representative portfolio); Philip Morris 
International Inc. 9.9%; BB Seguridade Participacoes ADR 
3.9%; Baidu, Inc. ADR 7.7%; Microsoft Corporation 12.2%; 
and Roche Holding AG 3.4%. 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.

Ariel Investments, LLC (ARBN 605 418 120, a Delaware 
limited liability company) is a money management firm 
headquartered in Chicago, Illinois with offices in New York, 
San Francisco and Sydney. Ariel Investments, LLC is 
regulated by the US Securities and Exchange Commission 
under US laws, which differ from Australian laws. Ariel 
Investments, LLC is exempt from the requirement to hold an 
Australian Financial Services license.

A glossary of financial terms provided herein may be found on 
our website at www.arielinvestments.com. 

Indexes are unmanaged. An investor cannot invest directly in 
an index. The MSCI ACWI (All Country World Index) 
Index is an equity index of large and mid-cap representation 
across 23 Developed Markets (DM) and 24 Emerging Markets 
(EM) countries. Its inception date is January 1, 2001.The 
MSCI ACWI Value Index captures large and mid-cap 
securities exhibiting overall value style characteristics across 23 
Developed Markets countries and 24 Emerging Markets (EM) 
countries. Its inception date is December 8, 1997. All 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 company’s country of 
incorporation. 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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