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Why do studies show that 90% of worldwide
transportation projects underestimate the actual costs
that are incurred?

It is not for lack of very detailed plans or resources.
Research suggests that it may be due to holding a less
than optimal viewpoint.

Most forecasts are made using the inside view — that is,
they use inputs specific to the project under
consideration such as careful evaluation of the team
members, resources, and known issues.

However, no matter how well-considered these plans
are, they often are wrong. That is because they cannot
account for unknown variables such as team members
having personal problems, such as iliness, that impedes
their work or external factors that hinder progress.

How could any forecast possibly incorporate these
unknown variables?

By using the outside view. Problems and pitfalls that
may have been unknowable do not have to be
unpredictable. They are implicitly quantified and
embedded within the outside view. That is because the
outside view is based on “reference class forecasting,”
or the incorporation of a wide array of data from
comparable projects. This method has three steps:

1) Identify a comparable reference class — say, home
construction

2)Aggregate the data from the reference class to
determine a baseline estimate - perhaps cost or time to
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complete construction

3) Adjust the baseline estimate by the specific
circumstances, which could be rockier land or more
experienced builders

In this way, the experiences of many others influence
the particular forecast in question. Therefore essentially
unknowable issues are incorporated into the estimate,
making for what is likely a more accurate prediction.

The inside vs. outside view can be applied to investing.
We see the inside view all the time in the media. On TV
pundits often discuss future equity returns in terms of
economic indicators, earnings reports, and central bank
actions. The outside view, by contrast, starts with the
historical statistics and then makes adjustments. For
example, when we look back at the past several
decades, we find that over 80% of the variation in 10-
year annual equity returns is determined by the
beginning price-to-earnings multiple (P/E). Assuming
this historical relationship continues, one could estimate
a projection for 10-year annualized equity return with
reasonable confidence. This estimated return could
then be adjusted for current circumstances.

So the next time you have a difficult decision or forecast
to make, first gather the comparable data. Looking
outside of our own situations should help us make better
decisions, something we care deeply about at Alger,
where making optimal investment decisions is our
highest priority.

Inspired by Change, Driven by Growth.
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DISCLOSURE

The views expressed are the views of Fred Alger Management, Inc.
and Alger Management Ltd. (together with their affiliated entities
“Alger”) as of May 2019. Alger has used sources of information
which it believes to be reliable; however, this publication is not
intended to be and does not constitute investment advice. 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 Alger.

Risk Disclosures: Investing in the stock market involves gains and
losses and may not be suitable for all investors. The value of an
investment may move up or down, sometimes rapidly and
unpredictably, and may be worth more or less than what you
invested. Stocks tend to be more volatile than other investments
such as bonds. Growth stocks tend to be more volatile than other
stocks as the prices of growth stocks tend to be higher in relation to
their companies’ earnings and may be more sensitive to market,
political, and economic developments. Many technology companies
have limited operating histories and prices of these companies’
securities have historically been more volatile than other securities
due to increased competition, government regulation, and risk of
obsolescence due to the progress of technological developments.

Past performance is not indicative of future performance.
Please visit www.alger.com for additional risk disclosures.

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 shares.
Fred Alger & Company, Incorporated serves as distributor of the
Alger mutual funds.

Important Information for UK Investors:

The distribution of this material in the United Kingdom is restricted
by law. Accordingly, this material is provided only for and 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
unauthorized 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 corporate, partnerships, unincorporated associations, trusts,
etc. falling within Article 49 of the FPO. 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
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Compensation Scheme will not be available.

Important Information for UK and EU Investors:

This material is directed at investment professionals and qualified
investors (as defined by MiFID/FCA regulations). It is 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 person in 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.

Fred Alger & Company, Incorporated is not an authorized person 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.
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