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HIDING IN PLAIN SIGHT:
MID CAP OPPORTUNITY

An Opportunity for Undiscovered Investment Opportunities

If an investor designed a portfolio starting with a blank canvas, would it be the
same as their current portfolio? Often times the answer is no. One reason for this
is inertia, the concept of doing nothing or continuing the old way of investing. An
example is how many investors have designed U.S. equity portfolios in a barbell-
like structure between large cap and small cap stocks. This has resulted in many
investors being underallocated to mid cap stocks, which we believe has created
opportunities for finding undiscovered investment opportunities.

Based on our observations, the practice of underallocating assets to U.S. mid cap
stocks is common. Mid cap stocks represent about 20% of the overall U.S. equity
market but only 11% of invested assets (see Figure 1).

Surprisingly, the strong absolute returns and risk-adjusted returns of mid cap
stocks relative to large and small cap stocks during the last 30 years have failed to
entice investors to adjust their underweighting to the asset class (see Figure 2 and
Figure 3).

Given that U.S. mid cap stocks are often underweight within portfolios, they can
potentially be an effective asset class for unlocking higher returns and harvesting
alpha by using effective active management to find undiscovered opportunities.
The following are four key considerations for mid cap stocks.
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Figure 3:
Risk-Adjusted Return Metrics
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Fewer Analysts Results in Hidden Gems

Market efficiency directly impacts the ability of active
managers to outperform benchmarks and peers. Because
there are fewer research analysts per U.S. mid cap stock
relative to an average U.S. large cap stock, investment
managers can more easily develop differentiated views on
fundamental drivers of returns, such as sales, cash flows
and ultimately value (see Figure 4).

Attractive Relative Valuation

Given underperformance during the past few years,
overall U.S. mid cap valuation has compressed relative to
U.S. large caps. Mid cap stocks have historically traded at
a 1% premium to large cap stocks when measured by P/E.
Today, mid cap stocks are trading at a 28% discount (see
Figure 5). We believe the relative valuation of the asset
class should be a key consideration when evaluating an
asset class.

Defining Mid Cap Companies by Growth Potential

How should an investor define a mid cap stock? For the S&P
MidCap 400 Index, a U.S. mid cap company is defined as

Figure 5: Price-to-Earnings S&P MidCap 400 / S&P 500
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Figure 4: Average Number of Analysts Per Stock
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Source: FactSet based on data as of September 30, 2022. Large cap is the S&P 500
and mid cap is the S&P MidCap 400.

having a market capitalization between $3.7 billion and
$14.6 billion. This range is driven by the distribution of
market capitalizations of publicly traded U.S. firms, so using
this framework creates a moving target that also fails to
account for each company'’s underlying business dynamics.

Perhaps a more thoughtful approach is to use bottom-up
research to identify companies that have survived the
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Source: FactSet as of September 30, 2022. P/E is price divided by earnings per share over next 12-months.
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perils of the earlier phases of their lifecycles yet still have
significant growth opportunities ahead of them based on
revenue relative to their total addressable market. Using
company fundamentals rather than market capitalization
may help identify midsize companies with strong growth
prospects to potentially generate alpha.

Structural Growth Engine and
High Earnings Forecast

Often a stock’'s market capitalization corresponds to its
underlying company'’s business lifecycle. Young companies
with limited earnings often begin as small cap companies.
As some companies successfully grow their business and
earnings, they become mid caps and transition to another
growth phase of their lifecycle. Over the last 30 years, the
earnings per share (EPS) growth rate for the S&P MidCap
400 Index has been over 290 basis points (bps) per year
greater than the S&P 500 index. This has resulted in S&P
MidCap 400 Index earnings increasing 2,750% during this
time period compared to 1,200% for the S&P 500 Index.
The U.S. mid cap asset class can potentially offer a sweet
spot for investors seeking high-growth companies that are
between their start-up and mature lifecycle phases.

In addition to a structural growth advantage evidenced by
historical data, mid cap stocks are forecast to grow their
earnings much faster than large cap stocks (see Figure 6).

Figure 6: Estimated Earnings Per Share Trajectory
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Source: FactSet as of September 30, 2022. Estimated EPS trajectory based on
consensus estimates from FactSet.
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The Opportunity Ahead

The attractive growth rate and risk-adjusted return
characteristics presented by U.S. mid caps offer investors
a compelling asset class to potentially generate higher
returns. In today’s world of increased complex asset
allocations, sometimes the best opportunities to potentially
generate higher returns and alpha are hiding in plain sight.

Brad Neuman, CFA
Senior Vice President
Director of Market Strategy
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The views expressed are the views of Fred Alger Management, LLC (“FAM") and its affiliates as of November 2022. These views are subject to change at any time and may
not represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security
or any funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities.

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks as their
prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Local, regional or global
events such as environmental or natural disasters, war, terrorism, pandemics, outbreaks of infectious diseases and similar public health threats, recessions, or other
events could have a significant impact on investments. Investing in companies of medium capitalizations involve the risk that such issuers may have limited product
lines or financial resources, lack management depth, or have limited liquidity. Past performance is not indicative of future performance. Investors whose reference
currency differs from that in which the underlying assets are invested may be subject to exchange rate movements that alter the value of their investments.

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in connection with the sale of mutual fund
and ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual funds.

Important Information for UK and EU Investors: This material is directed at investment professionals and qualified investors (as defined by MiFID/FCA regulations).
Itis for information purposes only and has been prepared and is made available for the benefit investors. This material does not constitute an offer or solicitation to any
personin any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient, and is only intended for use by original recipients and
addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in doing so that there is no breach of
local legislation or regulation.

Certain products may be subject to restrictions with regard to certain persons or in certain countries under national regulations applicable to such persons or countries.

Alger Management, Ltd. (company house number 8634056, domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised and regulated by the Financial Conduct
Authority, for the distribution of regulated financial products and services. FAM and/or Weatherbie Capital, LLC, U.S. registered investment advisors, serve as sub-
portfolio manager to financial products distributed by Alger Management, Ltd.

Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), FAM, and Fred Alger & Company, LLC are not an authorized persons for the purposes
of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this material has not been approved by an authorized person for the purposes of
Section 21(2)(b) of the FSMA.

Important information for Investors in Israel: This material is provided in Israel only to investors of the type listed in the first schedule of the Securities Law, 1968 (the
“Securities Law") and the Regulation of Investment Advice, Investment Marketing and Investment Portfolio Management Law, 1995. The Fund units will not be sold to
investors who are not of the type listed in the first schedule of the Securities Law.

©2022 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or
distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information. A subscription fee is paid to Morningstar to access research, ratings, rankings and other investment tools.

The Russell Midcap Index is an unmanaged index and measures the performance of the mid-cap segment of the U.S. equity universe. Russell 2000 Index is an unmanaged
index considered representative of small-cap stocks. S&P 500 Index is an unmanaged index generally representative of the U.S. stock market without regard to company size.
S&P MidCap 400 Index is an unmanaged index considered representative of mid-sized US companies. The indices presented are provided for illustrative purposes, reflect
the reinvestment of dividends and do not assess fees and expenses that would have the effect of reducing returns. Investors cannot invest directly in any index. The index
performance does not represent the returns of any portfolio advised by Fred Alger Management, LLC and actual client results might differ materially than the indices shown.
Note that past performance is no guarantee of future results. Comparison to a different index might have materially different results than those shown.

The S&P indexes are a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by Fred Alger Management, LLC and its affiliates. Copyright
2021 S&P Dow Jones Indices LLC, a subsidiary of S&P Global Inc. and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in part are prohibited
without written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC's indices please visitwww.spdji.com. S&P®is a
registered trademark of Standard & Poor’s Financial Services LLC and Dow Jones® s a registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones
Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors make any representation or warranty, express or implied, as to the ability of any
index to accurately represent the asset class or market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their
affiliates nor their third party licensors shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.

Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of Frank
Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell Indexes and/or Russell ratings or underlying data and no party
may rely on any Russell Indexes and/or Russell ratings and/or underlying data contained in this communication. No further distribution of Russell Data is permitted without
Russell's express written consent. Russell does not promote, sponsor or endorse the content of this communication.

Sharpe Ratio compares fund returns to a risk-free investment given a fund's level of risk. A high Sharpe ratio ranking indicates that returns are generated by skill, not by
undertaking undue risk. Earnings per share (EPS) is the portion of a company's earnings or profit allocated to each share of common stock. P/E is price divided by earnings
per share over last 12-months. FactSet is an independent source which we believe to be reliable. Fred Alger Management, LLC, however, makes no representation that it is
complete or accurate.
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