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2022 Review
Despite a strong fourth quarter, 2022 still represented the worst year
for stocks since 2008. It was a year of intense cross-asset volatility,
and, in many ways, a reversal of the conditions that had prevailed in
the prior decade. In 2021, when the Fed was providing max liquidity,
the S&P 500 traded to 70 all-time highs and had only one 5%
pullback. In 2022, the benchmark index suffered 1% or more declines
on 60 trading days. High inflation was the culprit, causing central
banks to tighten massively. True, there were geopolitical issues as
well, most notably the conflict in Ukraine. And supply chains were
stressed as the world adjusted to the bounce back from the global
pandemic. But the main source of pain for stocks in 2022 came from
the Fed. Starting the year at 0–25 basis points (b.p.), the fed funds
rate ended the year at 4.25%–4.5%. Moreover, the Fed was still
buying bonds (quantitative easing) as the year began culminating in a
balance sheet of over $9 trillion. The Fed is now shrinking its balance
sheet (quantitative tightening [QT]).

How important were interest rates in 2022? Consider that it was the
first time since 1969 that stocks and bonds were both down. In fact,
despite all the pain and anguish, consensus S&P 500 earnings are
currently expected to increase approximately 4% on the year, to an
all-time high of about $219 per share. The trailing 12-month price-to-
earnings (P/E) multiple of the market dropped from approximately 23
times to approximately 17 times.

The year started off as a popping of the Nasdaq/growth-stock bubble
but then morphed into a rolling bear market that crushed all things
beta. At its low in October, the S&P 500 had declined over 25%.

The Fund fared well in relative terms in 2022 by emphasizing quality
and defense. The two most important exposures were being
overweight energy and underweight technology and consumer
discretionary. Who would have thought that the stock of a company as
great as Amazon would end the year down 50%? Aside from energy, a
few stocks/groups helped:

Berkshire Hathaway closed the year up 3%. It was a large position for
us all year and then we made it our largest holding during the summer

swoon. As the largest insurance company in the world, Berkshire
Hathaway is helped by higher rates. At the same time, it owns a
diversified mix of businesses, has a fortress balance sheet and trades
at only approximately 13 times trailing earnings.

Healthcare stocks, particularly managed care organizations and
pharma, were big outperformers. Perhaps our best trade of the year
was adding to Humana when it declined 19% in one day in January in
response to weak guidance. The stock closed the year up 11%,
including dividends. UnitedHealth Group wasn’t far behind, up 7%.
Pharma stocks were even better because they had been shunned for
years and so enjoyed P/E expansion versus the market’s contraction.

Aerospace/defense stocks benefitted from reopening and the shock
of the Russia-Ukraine conflict. The latter radically shifted attitudes
toward defense spending. While growing, defense spending as a
percent of GDP is at a 50-year low. This seems likely to change. At the
same time, travel has returned with a vengeance, aiding the
commercial side of the aerospace sector. We trimmed our three main
positions, Northrop Grumman, Raytheon Technologies, and
Honeywell International and established a new position in laggard
Boeing in November and December.

How about a mistake and lesson we learned in what was a brutally
challenging year? Although financials did well, especially insurance
stocks such as Progressive, regional banks were disappointing. In late
2021/early 2022, we reduced capital-market (Wall Street) banks in
favor of traditional (Main Street) banks. Our thinking was that Wall
Street could be hurt by a reduction in equity financings while Main
Street lenders could benefit from higher interest rates and hence
much better net interest margins. This played out. And the trade
worked beautifully for several months. But after a good first quarter,
regional bank stocks have been acting heavy due to fears of an
eventual credit cycle but also difficult deposit trends. PNC Financial
Services and Fifth Third Bancorp were large holdings during the year
and were disappointing. Including dividends, PNC was down 19% in
2022 while Fifth Third declined 22%, both slightly worse than the
market despite what should have been an ideal macro environment:
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much higher rates, solid loan growth and benign credit trends. We still
own both but in a smaller size than earlier in the year.

2023 Outlook: There’s Bad News and Good News
We lean cautious as we look into 2023. Simply stated, business
conditions are getting weaker while at the same time, interest rates
may not provide much support. There are many unknowns. Trends
seem fine right now. But there are signs that demand is slowing just
as supplies are plentiful. Declines in asset prices including stocks and
housing may crimp spending. At the same time, the 400-b.p. increase
in interest rates will clearly have an impact on the corporate sector.
CEO confidence is at the lowest level since 2008.

All of this should lead to much lower inflation, which in turn should
lead to an easier Fed. The problem though is that inflation may prove
sticky due to a confluence of factors including deglobalization and
tight labor. Also, even if the Fed stops raising rates, which hopefully
will happen quite soon, it should remain in QT mode given the massive
buying of bonds in prior years. Finally, we question the value of bonds
at current prices. What if we get slower growth, lower inflation and a
Fed pause but the yield curve re-steepens as yields grind higher? We
are not sure this will happen, but we think it is possible in a QT world.
In essence, investors would be paying the price for prior central bank
over-stimulation.

We have never been big fans of the stock-market capitalization to
GDP ratio. But looking at it now is certainly not comforting for bulls.
While down a lot, it is still very much elevated versus history. That may
be appropriate in a low-rate world. After all, long-term rates are still
very low versus history. But will they stay low?

The technicals of the stock market are also a negative. The S&P 500 is
in a downtrend, below the 200-day moving average and having made
lower highs and lower lows. To us, this simply means that the onus is
on the bulls to generate some information that changes the trend. Will
we hit another lower low? It certainly seems possible to us.

How about some positives? There are many, we are just not sure when
they will come into play.

1. Valuation is much improved from a year ago and stocks go up over
time, so risk/reward is better than before.

2. Positioning is a positive factor. The bear market has significantly
reduced equity length. Trend-following funds are currently net short.

3. Corporate and household balance sheets are in excellent shape, as
is the banking system.

4. Interest rates are still very low by historical standards. At current
levels of rates, stocks do not look overvalued.

5. Inflation seems to be coming down rapidly. Although labor remains
tight, corporate belt-tightening plus base effects may cool wage
growth soon.

6. Big tech, the weakest link in the stock market chain, looks much
better in terms of equity supply/demand. In particular, equity issuance
is minuscule while share repurchases are accelerating.

A longer-term positive for investors is that financial markets are
transitioning to a new regime in which central banks are hopefully
much less active. This would allow for true price discovery in bonds.
Gone is the myth that there can only be disinflation and deflation for
central bankers to fight. Of course, prices of a lot of things came down
sharply in 2022. Think of used cars or lumber. We suspect corporate
pricing power will be challenged in a big way in 2023, after a great
year in 2022. If so, perhaps bonds are a good buy. We are not sure,
but we are sure that investors are much better off with the Fed not
buying along with them.

We want to stay diversified and flexible. Let’s see what unfolds. During
2022, we reduced beta. Hence, if there is good news on inflation and
the economy stays in decent shape, we could lag the benchmark in a
sharp rebound scenario. But given all the crosscurrents, we think it
makes sense to tread carefully. December quarter earnings reports
will start to be reported in mid-January. We doubt there will be much
optimism in forward guidance, albeit this should be very much
expected by investors.

Can Energy Keep Outperforming in a Recession?
In the second half of 2022, low-beta sectors generally outperformed
as investors became more convinced that the global economy was
slowing. One major exception was energy, which did well even with oil
and natural gas prices weakening. We think the outperformance
reflected three primary factors. First, valuation mattered again in
2022 as bubbles (crypto, venture capital, special purpose acquisition
companies and Treasury bonds) were being popped. Even with oil
coming down and the stocks going up, valuations look depressed
versus the broader market. Second, these companies are so much
better financed now and are returning capital aggressively. Big capital
return is a defensive attribute. And third, investors appear to be
looking beyond the current weaker commodity demand period toward
a potentially longer-term healthy cycle.

Our crystal ball is a bit foggy as it relates to forecasting commodity
prices. Earlier in 2022, it looked like European natural gas prices were
poised to go higher and higher. Instead, they dropped 75% from the
summer high and are roughly where they were a year ago, well before
the war began. We are well aware that slower economic growth could
push oil prices lower from here. As 2023 begins, the WTI Crude Oil
price is up approximately 13% from recent lows but still in a
downtrend. Many factors are at work for the underlying commodity,
but we are thinking the defensive attributes of the stocks plus longer-
term supply constraints for the commodity make this group worth
holding. Energy is up to 5% of the S&P 500 but is 10% of the profits
and a higher percentage of dividends.

All Eyes on Big Cap Tech
Common sense tells us that the tech behemoths are likely to
underperform for years to come, simply because they had gotten so
big relative to other stocks. It is hard to see exactly how this will play
out because they are such great companies with plenty of organic-
growth opportunities, debt-free balance sheets and valuations that
look quite reasonable.
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Obviously, these stocks were very weak in 2022, as valuations started
the year elevated and then downward earnings revisions emerged in
the second half of the year. We are underweight this group but still
have significant exposure. Our current thinking is that these stocks
could trade well in the near term, as expectations have gotten very
low. Alphabet Inc. seems particularly interesting to us currently. The
stock declined 39% in 2022 as operating trends were quite
disappointing. It seems likely, based on published checks, that the
December quarter was probably weak and that 2023 consensus
projections are too high. That said, the stock ended the year at
approximately 18 times trailing earnings. Net cash is massive at
approximately 8% of the company’s market cap. The company had
already become much more active in repurchasing shares before a
highly regarded activist investor called for big cost cuts and capital
return.

Speaking of cost-cutting, corporate America always uses tougher
economic periods to get leaner, and we expect 2023 to be a case in
point. Nowhere is there more cost-cutting potential than at the big
tech companies.

We continue to optimize our net equity exposure in response to
evolving market conditions. Elevated volatility in December prompted
us to reduce gross and net exposures once again. As of December 31,
the Fund’s gross long exposure was 44.45%, and gross short
exposure was 2.12%, for a 42.33% net exposure. As we navigate
2023 and its uncertainties, we’ll look to adjust our exposure, as we
aim to mitigate downside risk and participate in the market upside.

The top contributors to performance in the fourth quarter were
Berkshire Hathaway, Honeywell International, Procter & Gamble,
Raytheon Technologies and Exxon Mobil Corporation.

The top detractors from performance in the fourth quarter were
Amazon, Alphabet Inc., Apple, EQT and Meta Platforms.

As always, thank you for your continued support.

Kurt Feuerman & Anthony Nappo
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PORTFOLIO INFORMATION

Class Ticker Inception Date

A ASLAX 12/12/12

C ASCLX 12/12/12

Advisor ASYLX 12/12/12

I ASILX 12/12/12

Portfolio Characteristics

Total Holdings (Long) 65

Total Holdings (Short) 31

Portfolio Statistics

Beta (3 yr)1 0.49

Sharpe Ratio (3 yr)2 0.43

Standard Deviation (3 yr)3 10.48

Top Ten Holdings1

Company Sector
Berkshire Hathaway, Inc. Financials 3.12%

Microsoft Corp. Information Technology 2.39

Apple, Inc. Information Technology 1.86

PepsiCo, Inc. Consumer Staples 1.79

Johnson & Johnson Healthcare 1.64

Procter & Gamble Consumer Staples 1.55

Alphabet, Inc. Communication Services 1.50

UnitedHealth Group, Inc. Healthcare 1.46

Visa, Inc. Information Technology 1.33

Exxon Mobil Corp. Energy 1.16

Sector Breakdown4 Long Short

Communication Services 3.30% -0.15%

Consumer Discretionary 2.87 -0.50

Consumer Staples 4.37 —

Energy 4.10 —

Financials 7.61 -0.19

Funds and Investment Trusts — -0.75

Healthcare 7.52 -0.23

Industrials 5.06 -0.01

Information Technology 7.92 -0.04

Materials 0.56 -0.19

Real Estate 0.43 -0.06

Utilities 0.71 —

Exposure

Gross Long 44.45%

Gross Short -2.12

Total Gross 46.57

Net Exposure 42.33

Top Five Contributors

Berkshire Hathaway, Inc.

Honeywell Intl

Procter & Gamble

Raytheon Technologies

Exxon Mobil Corp.

Top Five Detractors

Amazon.com, Inc.

Alphabet, Inc.

Apple, Inc.

EQT

Meta Platforms

1 Beta measures a fund’s volatility relative to its benchmark.
2 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.
3 Standard Deviation is a measure of the dispersion of a portfolio’s return from its mean.
4 Holdings are expressed as a percentage of total fund assets 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.

4Q 12.31.22
AB SELECT US LONG/SHORT PORTFOLIO
Advisor Class: ASYLX



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

Select US Long/Short Portfolio† 1.53% -9.87% -9.87% 5.29% 6.12% 7.03% 7.00% Gross 1.64%

S&P 500 Index 7.56 -18.11 -18.11 7.66 9.42 12.56 12.44
Net‡ 1.61 %

Morningstar Long-Short Equity Category 4.87 -7.57 -7.57 3.89 3.18 4.43 4.01

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. 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 12/12/12 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 1.65%, excluding acquired fund fees and expenses, 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. Capitalization Size Risk (Small/Mid): Small-
and mid-cap stocks are often more volatile than large-cap stocks—smaller companies generally face higher risks due to their limited product lines, markets and
financial resources. Derivatives Risk: Investing in derivative instruments such as options, futures, forwards or swaps can be riskier than traditional investments, and
may be more volatile, especially in a down market. Short Sale Risk: The risk that the portfolio will incur a loss by subsequently buying a security at a higher price than
the price at which it sold the security short and the amount of such loss is theoretically unlimited. Active Trading Risk: A higher rate of portfolio turnover increases
transaction costs, which may negatively affect portfolio returns and may also result in substantial short-term gains, which may result in adverse tax consequences for
shareholders. Leverage Risk: Trying to enhance investment returns by borrowing money or using other leverage tools—magnify both gains and losses, resulting in
greater volatility.

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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