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US equity markets ended higher after another volatile quarter. The
S&P 500 increased 7.56% over the fourth quarter, snapping a three-
quarter losing streak on the back of big gains in October and
November, before a December moderation. The index finished the
year down 18.11%, capping off a year fraught with concerns over
inflation, rates, supply chains and geopolitical instability. Weakening
macro indicators suggest a continued difficult backdrop for stocks as
rate increases continue to impact economies around the globe.

The Fight Against Inflation May Linger Longer than Hoped
The root cause of market weakness in 2022 was interest-rate hikes
spurred by widespread and accelerating inflation. Hence, one of the
key focuses for investors heading into 2023 is the outlook for inflation
and how central banks will address it.

The trouble with inflation is that it’s more than a single number, so
while some prices have already fallen, others remain elevated. So-
called headline CPI in the US, for example, peaked at 9.1% in June
and registered 7.1% in November. Under the surface, while goods
inflation has fallen dramatically, services prices remain stubbornly
high. And labor markets remain tight, causing wage inflation to remain
sticky. Full employment in the broader economy may give the US
Federal Reserve and other central banks latitude to keep the pressure
on financial markets.

For its part, the Fed has consistently reiterated its resolve in fighting
systemic inflation. The minutes from the Federal Open Market
Committee meeting in December warned investors that “an
unwarranted easing in financial conditions…would complicate the
committee’s effort to restore price stability.” Fed Chair Powell is a fan
of Paul Volker, who is famous for his aggressive action in the 1970s to
bring inflation under control. Investors would be wise to remember the
precedent set by the latter.

Higher Interest Rates Cause Corporate Earnings Pain…with a Lag
Global central banks have already done a lot of heavy lifting when it
comes to reigning in financial conditions. Central banks overseeing
the 10 most heavily traded currencies raised rates 54 times in 2022—

the largest and quickest advance in the last two decades. US federal
funds, for example, rose from 0.1% to 4.4%, the largest annual move
since 1973. Emerging-market central banks raised rates 93 times,
though they are likely closer to the end of their tightening cycles
relative to developed-market counterparts.

We’re already starting to see evidence that global economic growth is
stalling. Housing markets, most notably, have been weak across the
globe. The US Purchasing Managers’ Index fell for the second straight
month in December, and its 10-point drop in 2022 was the biggest
annual retreat since the Great Recession. Separately, the Federal
Reserve Bank of St. Louis stated in a recent report that if 26 states
have falling activity within their borders, it offers “reasonable
confidence” that the nation as a whole will fall into a recession. As of
October, 27 states were seeing contraction.

We are mindful, however, that interest rates impact the real economy
with a substantial lag—typically one to two years. The full effects of
2022’s historic tightening, therefore, are still likely in front of us, not
behind us. A key risk for markets is that this potential weakness is not
yet reflected in corporate earnings forecasts. The consensus, despite
mounting evidence that would historically suggest otherwise, expects
more of a Goldilocks scenario, where central banks tame inflation but
do not impair growth. We’re not so sure.

For 2023, the consensus continues to believe that earnings will grow
roughly 4.5% with current expectations for 2023 S&P 500 earnings
of about $230 (source: Strategas Research Partners). In recessionary
times, it’s not uncommon for earnings to fall by more than 10%, which
would equate to S&P 500 earnings well below $200.

And markets are still not cheap in an absolute sense, so if earnings do
in fact decline to start the year, markets are likely to follow, at least in
the near term.

The Case for Optimism
There is a case for higher equity prices by the end of 2023, however,
and it rests, in part, on the amount of pain that has already been felt by
investors. Global stocks and bonds lost investors more than $35
trillion in value in 2022. Since 1928, the S&P 500 has only fallen for
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two straight years on four occasions: the Great Depression, World War
II, the 1970s oil crisis and the bursting of the dot-com bubble. So, to
bet on another down year for the markets would be taking the long
odds.

Markets are forward-looking mechanisms, and once the extent of the
earnings hit is priced in, investors may start looking to the other side
of rate hikes, peaking inflation and improved supply chain dynamics.
Additionally, China’s decision to remove COVID-19 controls has
caused infections to rise dramatically, but it also brings the prospect
of natural herd immunity sooner than otherwise would have been the
case. If this more bullish scenario plays out, equities and bonds could
put more money in investors’ pockets in the near future.

Fund Performance
For the fourth quarter, the AB Sustainable US Thematic Portfolio
increased in absolute terms and outperformed its benchmark, the
S&P 500. For the year, the Portfolio delivered negative absolute
returns and underperformed its benchmark. The S&P 500 returned
7.56% and –18.11%, respectively. Value stocks outperformed
growth stocks. Quality fundamentals outperformed, continuing the
reversal and taking back more of the ground lost in the first quarter’s
historically sharp low-quality value rally.

Apple, from our Climate theme, was a contributor, as we held an
underweight position relative to the benchmark. Apple may
experience a period of digestion by its customers, after several years
of strong product sales, which helped drive expanding margins and
outsize earnings growth. We also have concerns about potential
forced labor in its supply chain and brand risk that exists as a result.

Flex, from our Climate theme, is a manufacturer of products that
enable connectivity, safety and innovation for societies around the
world through programs that involve waste reduction, product reuse
and overall environmental sustainability. The company contributed, as
its earnings stream is proving to be more resilient than feared, driven
by increased outsource manufacturing globally and new program
ramps in several key markets.

Aflac, from our Empowerment theme, is the world’s largest
supplemental health and life insurance provider, serving more than 50
million customers across Japan and the US. The company contributed
on the back of a keen focus on long-term sales improvement and top-
line growth, coupled with reduced expenses. Aflac continues to
expect near-term upside from the rollout of cancer insurance
products in alignment with its mission to provide broad product
coverage for customers at all life stages.

Lumentum Holdings, from our Empowerment theme, is a leading
optical component supplier that enables access to digital information,
helping to create platforms for commerce and the empowerment of
individuals and small and medium-size businesses. The company
detracted as supply constraints continued to impede its ability to

deliver product to telecommunications customers. Lumentum also
saw a pause in spending at a leading web-scale firm and lower
demand from Apple for its 3D sensing chips amid weaker consumer
spending.

SVB Financial, from our Empowerment theme, operates one of the
only banks in the world that provides financial services to the “global
innovation market.” As such, it provides capital to private equity/
venture capital firms and start-ups, particularly in the technology and
healthcare/life-sciences sectors. The company detracted, as start-
ups continue to spend down cash, weighing on SVB’s deposit base.
However, there is a significant amount of cash in the industry,
estimated at $3 trillion, which should help to offset any slowdown as
investors look to enter at lower valuations.

Waste Management Inc., from our Climate theme, provides waste
collection, recycling and disposal services that help customers
reduce pollution and waste production, and improve resource
circularity. The company detracted as management lowered 2022
and 2023 free-cash-flow guidance by an estimated 5%, driven by
higher green-project capital spending, interest expenses and taxes.
While higher spending is a modest near-term headwind to free cash
flow, the benefits include strong projected returns and higher long-
term earnings power. We continue to like the name based on its
resilient, secular growth; strong pricing power; ability to take market
share and outgrow the recycling/waste collection market; and
attractive valuation.

Outlook: Sustainable Themes Offer Growth and Resilience
Economic growth is slowing, and our base case forecasts a higher
frequency of negative earnings revisions for 2023. Companies with
stronger fundamentals and higher-quality attributes such as low debt
levels and higher returns typically perform best during such periods.
Our approach favors companies with higher quality and growth
attributes, though we’ve recently emphasized more of the former at
the expense of the latter as we prepare for a volatile start to the year
and potentially more pressure on equities.

Our focus as thematic investors is finding private sector solutions to
the world’s biggest challenges. Broad shifts in the global economy
take years to run their course, and global challenges such as climate
mitigation, access to healthcare and infrastructure needs are not
solved overnight. Importantly, companies providing solutions to these
persistent and growing challenges should experience more resilient
demand for their products and services than those that are reliant
upon cyclical demand, in our view. We expect this to translate into
more resilient earnings, which may hold increasing appeal to investors
if earnings growth becomes more scarce.

As always, thank you for your continued support.

Dan Roarty and Ben Ruegsegger
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PORTFOLIO INFORMATION

Class Ticker Inception Date

Advisor FFTYX 6/28/17

Portfolio Characteristics Portfolio Benchmark1

Total Number of Holdings 48 503

P/E Ratio
(Stock Price/Earnings; last 12 mo) 29.53x 20.71x

P/CF Ratio (Stock Price/Cash Flow) 14.26x 12.19x

ROE (Return on Equity; next 12 mo) 22.34% 23.07%

Median Market Cap ($ Billions) 30.6 29.4

Weighted Market Cap ($ Billions) 151.8 391.6

EPS (Earnings per Share) Growth Rate
(2023/2022) 6.79% 6.06%

Portfolio Statistics

Beta (3 yr)2 1.00

Sharpe Ratio (3 yr)3 0.42

Standard Deviation (3 yr)4 21.92

Alpha (3 yr)5 2.47

Top Ten Equity Holdings6

Company Sector
Deere & Co. Industrials 3.11%

Aflac, Inc. Financials 3.08

Danaher Corp. Healthcare 3.02

Visa, Inc. Information Technology 3.01

Flex Ltd. Information Technology 2.98

Microsoft Corp. Information Technology 2.97

NextEra Energy, Inc. Utilities 2.83

Procter & Gamble Consumer Staples 2.83

Waste Management, Inc. Industrials 2.82

Unilever PLC Consumer Staples 2.80

Sector Breakdown6 Portfolio S&P 500 Index

Information Technology 32.63% 25.74%

Healthcare 21.52 15.82

Industrials 13.73 8.65

Financials 8.75 11.66

Consumer Staples 6.67 7.20

Utilities 4.72 3.18

Consumer Discretionary 4.45 9.80

Real Estate 1.72 2.71

Communication Services — 7.28

Energy — 5.23

Materials — 2.73

Other 5.81 –

Top Five Contributors

Apple, Inc.

Flex Ltd.

Aflac, Inc.

Deere & Co

Bruker Corp.

Top Five Detractors

Lumentum Holdings, Inc.

SVB Financial Group

Waste Management, Inc.

West Pharmaceutical

TopBuild Corp.

1 S&P 500 Index.
2 Beta measures a fund’s volatility relative to its benchmark.
3 Sharpe Ratio is a measure of the fund’s return relative to the investment risk it has taken. A higher Sharpe Ratio means the fund’s returns have been better given the level of risk the fund has

taken.
4 Standard Deviation is a measure of the dispersion of a portfolio’s return from its mean.
5 Alpha is the risk-adjusted measurement of ‘excess return’ over the benchmark.
6 Holdings are expressed as a percentage of total investments and may vary over time. They are provided for informational purposes only and should not be deemed as a recommendation to

buy or sell the securities mentioned.
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QUARTERLY AVERAGE ANNUAL TOTAL RETURNS AS OF 12/31/22: ADVISOR CLASS PERFORMANCE

QTD YTD 1 Yr 3 Yrs 5 Yrs 10 Yrs
Since

Inception
Expense Ratios
as of 10/31/22

Sustainable US Thematic Portfolio† 9.49% -23.08% -23.08% 10.08% 11.10% — 12.19% Gross 1.01 %

S&P 500 Index 7.56 -18.11 -18.11 7.66 9.42 — 10.52
Net‡ 0.66%

Morningstar Large Growth Category 3.10 -29.91 -29.91 4.72 8.30 — 9.18

The performance shown above represents past performance and does not guarantee future results. Current performance may be lower or higher than the
performance information shown. You may obtain performance information current to the most recent month-end by visiting www.abfunds.com. The
investment return and principal value of an investment in the Portfolio will fluctuate, so that your shares, when redeemed, may be worth more or less than
their original cost. Advisor Class shares have no front-end or contingent deferred sales charges, however when purchased through a financial advisor
additional fees may apply. Returns for other share classes will vary due to different charges and expenses. Performance assumes reinvestment of
distributions and does not account for taxes. If applicable, high double-digit returns are highly unusual and cannot be sustained; such returns are primarily
achieved during favorable market conditions.
† The Fund’s Advisor Class share inception date is 6/28/17 and is the date used to calculate since inception annualized performance.
‡ This reflects the Adviser’s contractual waiver of a portion of its advisory fee and/or reimbursement of a portion of the Fund’s operating expenses. This

waiver extends through October 31, 2023, and may be extended by the Adviser for additional one-year terms. Absent reimbursements or waivers,
performance would have been lower. Expenses are capped at 0.65%, excluding acquired fund fees and expenses other than the advisory fees of any AB
mutual funds in which the Fund may invest, interest expense, taxes, extraordinary expenses, and brokerage commissions and other transaction costs.
Net expense is actual cost paid by investor, displayed as a percentage of Fund’s net assets.

S&P (Standard & Poor’s) 500 Index includes 500 US stocks and is a common representation of the performance of the overall US stock market.
Investors cannot invest directly in indices or averages, and their performance does not reflect fees and expenses or represent the performance of any AB fund.
Sources: FactSet, Morningstar Inc. and AB.

A WORD ABOUT RISK
Market Risk: The market values of the portfolio’s holdings rise and fall from day to day, so investments may lose value. Foreign (Non-US) Risk: Non-US securities
may be more volatile because of political, regulatory, market and economic uncertainties associated with such securities. Fluctuations in currency exchange rates may
negatively affect the value of the investment or reduce returns. These risks are magnified in emerging or developing markets. Capitalization Risk: Investments in
mid-capitalization companies may be more volatile and less liquid than investments in large-capitalization companies. ESG Risk: Applying ESG and sustainability
criteria to the investment process may exclude securities of certain issuers for nonfinancial reasons and, therefore, the Fund may forgo some market opportunities
available to funds that do not use ESG or sustainability criteria.

AllianceBernstein Investments, Inc. (ABI) is the distributor of the AB family of mutual funds. ABI is a member of FINRA and is an affiliate of
AllianceBernstein L.P., the Adviser of the funds. The [A/B] logo is a registered service mark of AllianceBernstein and AllianceBernstein is a
registered service mark used by permission of the owner, AllianceBernstein L.P. © 2023 AllianceBernstein L.P. www.abfunds.com
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