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Everyone’s asking about China. The country is one of
the worst performing equity markets in 2021 and the
economic rebound appears to have stalled. What
happened? Our answer is nothing and everything. Let's
deal with the nothing first. The country was the first to
feel the effects of COVID-19, contained it reasonably
well and sustained a recovery in the middle of 2020. Not
surprisingly, it was one of the better performing equity
markets. It was also one of the few countries to
recognize economic growth and an earnings recovery.

This placed China six months ahead of the U.S. and
nine to twelve months ahead of other developed
countries around the world. During the Global Financial
Crisis, China over-stimulated the economy and is still
feeling the effects. Not this time.

Prior to the pandemic, China was moving in the
direction of establishing more balance in the growth of
the economy emphasizing consumption and services
and investment in next-generation technologies. They
were moving away from fixed asset investment as a
primary source of growth. The Central Government also
was intent on reducing the very large stock of debt in
the economy. The result: rein in Local Government
Finance Vehicles (LGFVs), which had long been used
as off-balance sheet sources of revenue by local
governments and with that temper and reduce the level
of ill-conceived property and construction projects.

The result was a tightening of fiscal and monetary policy
at the beginning of this year. The impact was relatively
quick with credit growth moderating, consumption and
production data weakening through the second quarter.
With the desired effects realized and with the Chinese
Communist Party beginning to celebrate their 100th
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anniversary, which began on July 1st. We would expect
fiscal and monetary policy to become less restricted in
the second half. In fact, the People’s Bank of China
(PBOC) announced a cut in the Reserve Requirement
Ratio (RRR) of banks of 50 basis points.

The everything is a little more complicated and must be
thought of in terms of years rather than quarters. The
China today involves a decade-long shift from
manufacturer-to-the-world to consumer-of-the world;
from dependent to self-reliant; from brand seeker to
brand creator. According to the World Bank, in
purchasing power parity terms, at the end of 2020 China
was already recognized as the largest economy in the
world at 18% of the total with the US a few points
behind. In nominal terms, China sits number two at
15%, 10 points below the US. In equity market size
terms the gap remains as large as ever, with China at
6% of the MSCI All Country World Index and the United
states at nearly 59%.

China no longer competes on the basis of low wages.
Instead, their advantage comes from: clustering, supply
chain management, productivity growth and research
and development. The goal of the current government is
to move up the value-added chain and to lead in next
generation technologies, China 2025. That includes Al
and smart manufacturing, biotechnology, aeronautics,
electric vehicles. In addition, the goal is to be less
dependent on others for semiconductors. Over the last
30 years, they’ve focused on icons of wealth and
success: foreign prestigious brands. Now it is with a
source of pride that they look local and buy domestic
homegrown brands.

Inspired by Change, Driven by Growth.



/ALGER

TRANSCRIPT

In the short-term, we have a recovery of the economy
and the earnings cycle underway. It will be measured.
However, we believe that earnings will be strong
through 2022. The government has made a concerted
effort to rein in the largest internet enterprises,
reminding them that the interest of the Chinese people
and the Chinese Communist Party comes first. While
this comes across to the rest of the world as being
‘heavy-handed’ and manipulative, in many respects
similar efforts are underway in Europe and the United
States. To ring-fence the largest internet companies.

The reaction by the Chinese internet companies has
been the same across the board, increase investment,
tamp down short term profits, increase social and
philanthropic spending.

As foreign investors, we are left with the quandary of the
appropriate discount to apply to Chinese equities. We
also need to consider the ill effects of continuing
tensions between China and the United States with
regards to trade, human rights and geo-political
disputes. In addition, the continuing lack of detail, clarity
and assistance on the part of the Chinese with regards
to the origin of the virus is concerning and needs to be
weighed in the equation. Notwithstanding all of this, it
does appear that the economy will enjoy a healthy
economic recovery during the balance of 2021 and 2022
and that China will enjoy robust earnings through 2022..
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The views expressed are the views of Fred Alger Management, LLC
(“FAM”) and its affiliates as of August 2021. 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 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. Local,
regional or global events such as war, acts of terrorism, the spread
of infectious illness such as COVID-19 or other public health issues,
recessions, or other events could have a significant impact on
investments. Please visit www.alger.com for additional risk
disclosures. 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 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). 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.
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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
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.
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