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Global markets, as measured by the MSCI All Country World Index (ACWI), increased by 7.31% during the first quarter. The year got off to a 
strong start amid economic data that was more resilient than generally feared and the rebound of profitless (i.e., lower quality) companies, but 
was quickly altered by a scare across the financials sector with the failure of Silicon Valley Bank. This triggered a flight to safety in mega-cap 
technology names in March, which helped growth stocks outperform value and large-cap outperform small-cap for the quarter.  

In the first quarter, we continued to experience the negative effects of one of the most aggressive central bank tightening cycles in 
history in the form of further negative corporate earnings revisions and the dramatic failure of several banks in both the US and Europe. 
Against this backdrop, the potential for financial conditions to tighten further from stricter bank lending standards will likely complicate 
the central banks’ fight against inflation. These developments both increase the likelihood and accelerate the timing of a meaningful 
slowdown in the US economy, not least because roughly 50% of all credit in the US is issued by banks. Therefore, we continue to 
expect pressure on corporate earnings as the macro economy slows. Owning a combination of quality companies that can withstand 
economic pressure as well as those with strong secular underpinnings is our preferred approach against a volatile backdrop. 

Historic Rate Hikes Lead to Stress  
Central bank policy affects the real economy with an estimated lag averaging 18 months. So, while the US Federal Reserve tightening 
cycle that began in March 2022 quickly impacted valuation multiples—especially for early stage growth stocks—throughout 2022, it has 
yet to exert its full negative influence on the real economy and, in turn, corporate earnings.  

Rapidly rising rates were also a key catalyst for the recent string of bank failures. The rapid rise in interest rates caused banks’ 
investment portfolios to lose value, pressuring their balance sheets. Sentiment also plays a critical role in both capital markets and 
banking relationships, as demonstrated by the deposit run at Silicon Valley Bank, which was perhaps the single largest one-day bank 
run in world history. Psychology can be fickle and is not to be underestimated. 

Banking Failures—Lasting Implications  
The run on mid-size banks is already causing regulators to think about changes to the banking system, both in terms of deposit 
guarantees and required capital levels. One natural implication is the potential tightening of lending standards, with associated knock-on 
effects to economic activity and corporate earnings as purchasing power is diminished and more cash sits on balance sheets. This also 
has implications for investors, as markets—which are up for the year—do not seem to be fully discounting the likelihood of weaker 
economic and corporate earnings growth.  

The bullish investment case centers around the possibility that the Fed may be forced to pause its tightening cycle sooner than it would 
like, owing to already declining (goods) inflation and the rising, though unlikely, potential for systemic financial stress. This Fed pivot 
could provide a floor to markets in the near term or even lead to a sustained risk-on move as we progress through the year. 
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Thematic Tailwinds Persist Regardless  
Against a more challenging economic backdrop, our sustainable themes have a lot to offer. Within our Climate theme, the shift toward safer 
and more electric vehicle (EV) options continues apace, driven by increasing model choice and auto original equipment manufacturer (OEM) 
preference. While rising car prices initially presented a headwind to demand, several OEMs have since adjusted prices lower, driving higher 
volumes. Every EV rolling off the line contains significantly more electronic content, benefiting suppliers in this ecosystem.  

Within our Empowerment theme, the phenomenon that is ChatGPT has highlighted the capabilities of artificial intelligence (AI) to create 
better customer experiences, and increase productivity by facilitating software development and co-creation with engineers and other 
content creators. Generative AI models are massive in size (up to 500 million parameters), requiring a significant amount of computation 
to train and run, creating a robust tailwind for computing firms. Per NVIDIA, these new transformer AI models require 273 times more 
power every two years. More compute equals more power required, placing an even greater focus on energy efficiency strategies, and 
we have several investments in this area.  

In the area of Health, one persistent challenge facing the healthcare industry is the labor shortage of nurses and doctors, which 
pressures the capacity for hospitals to treat patients. We own several medical device companies in our portfolios that provide solutions 
to improve nurse and doctor productivity, and enable patients to be treated in less acute care settings such as the home—all while 
improving patient care and outcomes. Furthermore, new diagnostic tests and instruments help automate manual work in laboratories 
and speed up medical decisions. Challenges like these are long term in nature, and demand for solutions to these challenges should be 
less dependent on the macroeconomic environment for growth. 

We believe a Portfolio with a mix of defensive exposure and companies on the right side of change provides a strong combination for 
the current market environment. Resilient fundamentals and a valuation reset for growth stocks has created a powerful setup for this 
collective group of companies. 

Portfolio Performance* 
For the first quarter, the AB Sustainable Global Thematic ADR Portfolio increased in absolute terms but underperformed its benchmark, 
the MSCI ACWI, before and net of fees. The MSCI ACWI returned 7.31% for the quarter. The quarter was marked by the sharp 
outperformance of large-cap stocks, particularly Big Tech, over small-cap stocks, which resulted in a difficult backdrop for the Strategy. 

SVB Financial, from our Empowerment theme, operated one of the only banks in the world that provided financial services to the “global 
innovation market.” Shares detracted as the bank was placed in receivership, and was subsequently sold, following its failure triggered 
by an unprecedented run on deposits. SVB was one of the smallest positions in the Portfolio, but nonetheless detracted significantly 
from results. While we were aware of the risks associated with the company—the cash burn at venture capital–backed startups that 
made up the majority of SVB’s clients; the mismatch between assets and liabilities, which is a normal course of business for banks; and 
the more difficult funding environment—and had conducted proper due diligence into its liquidity, we did not anticipate such an 
unprecedented run on the bank created by venture capital firms advising their portfolio companies to move their deposits elsewhere. 
The run on deposits was triggered by the company's announcement of the disposal of its Available For Sale securities portfolio and 
subsequent capital raise. 

NextEra Energy, from our Climate theme, is one of the world's largest generators of wind and solar power. Shares detracted on the back 
of an investigation into alleged campaign finance violations. 

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 detracted as it was embroiled with the added stress on financials during the quarter. 
Aflac has minimal exposure to the commercial real estate market and should benefit from continued tailwinds from the reopening in 
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Japan. Aflac is starting to see positive signs post-pandemic and anticipates an annualized second-half of 2023 premium sales increase 
of over 11% year over year. Additionally, the company has introduced new cancer insurance products. 

West Pharmaceutical Services, from our Health theme, is a drug-delivery solutions company that enables more effective and consumer-
friendly drug consumption via novel delivery systems and easier-to-use syringes. The company contributed after providing reassuring 
earnings guidance for 2023 despite headwinds from lower COVID-19 vaccine-related product sales. West Pharmaceutical’s underlying, 
non-COVID-related product sales have recorded strong performance in recent years, and the company is well positioned to continue to 
benefit from selling critical drug packaging and delivery systems that enable biotechnology medicines to reach patients. 

Infineon Technologies, from our Climate theme, is a semiconductor manufacturer with a strong presence in key growth areas such as power 
management, automobile electronification and clean energy adoption. The company contributed after releasing earnings results that beat 
expectations—owing to strong underlying trends in its core automotive and industrial markets, and specifically in renewable energy. 

ON Semiconductor, from our Climate theme, engages in the provision of power and sensing solutions, as well as technologies for the 
electrification of the automotive industry. The company contributed as shares benefited from EV tailwinds and its superior technology, 
with recent gains in silicon carbide with multiple original equipment manufacturers. ON Semiconductor technologies are the 
cornerstones of the EV transformation. 

As always, thank you for your continued support. 

Dan Roarty 

Please refer to the following legal disclosures.

 

 

 

 

*Based on a model portfolio as of 03/31/23. Net of a maximum 3.0% annual managed account fee, which includes transaction costs, custodial service fees 
and investment advisory fees. Actual returns to an individual investor or client would be reduced by any such fees and expenses. Portfolio holdings, 
characteristics and weightings will vary over time. Contact your financial advisor for a complete list of portfolio holdings. 
The value of an investment can go down as well as up, and investors may not get back the full amount they invested. Capital is at risk. Past performance does 
not guarantee future results. 

There is no assurance that a separately managed account will achieve its investment objective. Separately managed accounts are subject to market risk, 
and the market values of securities owned will fluctuate so that your investment, when redeemed, may be worth more or less than its original cost. 

Investment Products Offered: • Are Not FDIC Insured  • May Lose Value  • Are Not Bank Guaranteed 

Past performance does not guarantee future results. There is no guarantee that any forecasts or opinions in this material will be realized. Information 
should not be construed as investment advice. 

References to specific securities are presented to illustrate the application of our investment philosophy only and are not to be considered recommendations by AB. 
The specific securities identified and described in this presentation do not represent all the securities purchased, sold or recommended for the Portfolio, and it should 
not be assumed that investments in the securities identified were or will be profitable.  

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by 
MSCI. 

AllianceBernstein Investments, Inc. is a unit of AllianceBernstein L.P., the manager of the Portfolio, and is a member of FINRA. 

The [A/B] logo is a service mark of AllianceBernstein and AllianceBernstein® is a registered service mark used by permission of the owner, AllianceBernstein L.P. 
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