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Making Better Decisions

Choosing wisely is paramount when it comes to achieving optimal investment results.
Behavioral psychology teaches us several important lessons on how investors’ minds
operate. Although economics assumes humans behave rationally, relying too much on
our own experience often prevents us from doing so. However, an important technique
exists to help us make better decisions.

Performance Gap: Investors Have Underperformed
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Source: Mind the Gap 2018; Morningstar for 10 years ended March 31, 2018.
Past performance is not an indication or guarantee of future results.

- Based on data from Morningstar, investors have experienced a significant performance gap between
their actual returns and official mutual fund total returns due to poor timing decisions. According to
Morningstar, “investors large and small tend to sell after downturns only to buy back in after a rally,”
which has led to a negative 137 bps per year gap over the past 10 years.

* How can an investor beat psychological pitfalls and navigate the market better? One answer is to use
the outside view. The outside view relies on data from comparable situations and utilizes evidence
from the experience of others, while the inside view is derived from a specific circumstance and uses
evidence from one’s own experience (see whitepaper “Looking Outside for Better Decisions”).

 For example, when evaluating prospective equity returns, the inside view entails considering all of
the current issues and trends in the economy and stock market as a typical TV pundit would do. The
outside view, however, may look back at the past several decades of data and find that over 80% of
the variation in 10-year annual equity returns is determined by the aggregate stock market price-to-
earnings (P/E) multiple. This means that the stock market’'s P/E multiple may be a better indicator
of future stock market returns than the issues the inside view evaluates (see Alger On the Money
“Growth Stock Valuations in Perspective”).!

* From forecasting returns and determining asset allocation to tackling many of life's other big
decisions, using the outside view is often a better approach to decision-making.

! The price-to-earnings (P/E) multiple is a ratio for valuing a company that measures its current share price relative to its
earnings per share.
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https://www.alger.com/AlgerDocuments/AML_LookingOutside_BehavioralWP_FINAL.pdf
https://www.alger.com/AlgerDocuments/AOM95_NonUS_GrowthStockPerspective.pdf
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The views expressed are the views of Fred Alger Management, Inc. (“FAM") and Alger Management, Ltd. (“AML") as of February 2019. These views are subject to change
at any time and they do not guarantee the future performance of the markets, any security or any funds managed by Fred Alger Management, Inc. These views are not
meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. FAM serves as sub-advisor to AML.

Important information for Swiss investors: Funds authorized by the Swiss Financial Market Supervisory Authority FINMA for distributing their shares publicly in Switzer-
land: for interested parties, fund regulations or the articles of incorporation, the key investor information document (KIID) and the full prospectus, in their current versions, as
well as the annual and semi-annual reports are provided free of charge at the representative in Switzerland. ACOLIN Fund Services AG, Affolternstrasse 56, CH-8050 Zurich.
Paying agent in Switzerland is Neue Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zrich.

Important information for UK investors: Fred Alger & Company, Incorporated is not an authorised person for the purposes of the Financial Services and Markets Act 2000
of the United Kingdom (“FSMA") and the information shown has not been approved by an authorised person for the purposes of Section 21(2)(b) of the FSMA. The presenta-
tion of this information in the United Kingdom is restricted by law. Accordingly, this information is directed only at persons in the United Kingdom reasonably believed to be of
a kind to whom such promotions may be communicated by an unauthorised person pursuant to an exemption under the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “FPQ"). Such persons include: (a) persons having professional experience in matters relating to investments and (b) high net worth bodies corpo-
rate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO. The services provided by Fred Alger & Company, Incorporated and its affiliated
entities and the investment opportunities to which this information relates are available only to such persons, and persons of any other description may not rely onit. Most of
the rules made under the FSMA for the protection of retail clients do not apply, and compensation under the United Kingdom Financial Services Compensation Scheme will
not be available.

Alger Management, Ltd. (company house number 8634056, domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised and regulated by the Financial Conduct Author-
ity, for the distribution of regulated financial products and services. La Francaise AM International has a signed agreement with Alger Management Ltd., whereby La Francaise
AM International is authorized to distribute Fred Alger Management, Inc. products in Europe. Fred Alger Management, Inc. and/or Weatherbie Capital, LLC, U.S. registered
investment advisors, serve as sub-portfolio manager to financial products distributed by Alger Management, Ltd.
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