
International equity markets ended higher after another volatile
quarter. The MSCI All Country World Index (ACWI) ex US increased
14.28% over the fourth quarter, with the benchmark experiencing an
early rally through mid-December before fading a bit into year-end.
The international index finished down 16.00% for the year, a
significant reset after several years of healthy gains. The cumulative
effect of higher interest rates on the global economy suggests a
continued difficult backdrop for earnings and stocks as we enter the
new year.

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
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
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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 International Thematic
Fund increased in absolute terms but underperformed its benchmark,
the MSCI ACWI ex US. For the year, the Fund posted negative absolute
returns and underperformed its benchmark. The MSCI ACWI ex US
returned 14.28% and –16.00%, 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.

London Stock Exchange (LSE), from our Empowerment theme,
provides clearing services and data analytics for the transparent and
efficient functioning of markets. LSE, through its FTSE Russel division,
is developing ESG-related indices and measurement. The company
detracted along with the broader exchanges group. However,
management announced a strategic partnership with Microsoft
during the quarter that should put LSE in a leadership position within
financial data and should allow for new innovation.

Dassault Systèmes, from our Climate theme, is a leading provider of
software systems that support the digitization of manufacturing. The
company detracted as demand slowed in China and among smaller
businesses. Slower growth in China, which was previously among the
fastest-growing regions for the company, should be temporary, as
COVID-19 restrictions are now rolled back. Medidata Solutions,
Dassault’s healthcare vertical, reaccelerated in the quarter,
highlighting the secular growth opportunity still facing the company.

Kerry Group, from our Health theme, is a leader in the specialty-
ingredients space. The company detracted as investors became more
concerned about the industry-wide destocking of food and beverage
products across retail channels due to normalizing supply chains and
the weaker consumer backdrop. While Kerry Group is somewhat more
insulated to these inventory challenges relative to the actual food
manufacturers, the destocking still signals some potential headwinds
for specialty-ingredients volumes.

Erste Group Bank, from our Empowerment theme, is one of the
largest financial services providers in Central and Eastern Europe,
engaging in microfinancing and social banking initiatives aimed at the
financial inclusion of underrepresented groups that are often
excluded. The company contributed on the back of robust results and
a strong 2023 outlook. Erste maintains a solid buffer against any
looming recession risk or adverse impact from Russia’s invasion of
Ukraine and is positioned well for the year to come.

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.

Chr. Hansen, from our Health theme, provides specialty ingredients to
improve the nutritional profiles of various foods and beverages, in
addition to leveraging microbial solutions to protect crop yields and
reduce food waste. The company contributed as management
announced that it would be merging with complementary enzymes
player, Novozymes. The combined entity is expected to be the leading
player in biosolutions. The proposed transaction reflected an implied
premium of 49% to existing Chr. Hansen shares on the day of the
announcement. The deal is expected to close during calendar year
2023, subject to regulatory approvals.

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
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PORTFOLIO INFORMATION

Class Ticker Inception Date

A AWPAX 6/2/94

C AWPCX 2/8/95

Advisor AWPYX 10/1/96

I AWPIX 3/1/05

Z AWPZX 7/26/21

Portfolio Characteristics Portfolio Benchmark1

Total Number of Holdings 53 2251

P/E Ratio
(Stock Price/Earnings; last 12 mo) 19.55x 13.15x~

Forward P/E Ratio (2023) 16.37x 11.83x

ROE (Return on Equity; next 12 mo) 17.28% 13.50%

Weighted Market Cap ($ Billions) 62.8 77.4

EPS (Earnings per Share) Growth Rate
(2023/2022) 8.57% 8.04%

EPS Growth (5 yr history) 13.87% 13.41%

Sales Growth (5 yr history) 8.72% 8.72%

Portfolio Statistics

Beta (3 yr)2 1.04

Sharpe Ratio (3 yr)3 0.01

Standard Deviation (3 yr)4 21.69

Alpha (3 yr)5 1.46

Country Breakdown6

United States 18.40%

United Kingdom 9.54

Switzerland 9.11

France 8.44

India 6.63

Sweden 5.13

Germany 4.80

Netherlands 3.97

Denmark 3.92

Other 30.06

Top Ten Holdings6

Company Sector
HDFC Bank Ltd. Financials 3.04%

Partners Group Holding AG Financials 2.72

Aflac, Inc. Financials 2.70

Erste Group Bank AG Financials 2.69

Svenska Handelsbanken AB Financials 2.66

Nestle SA Consumer Staples 2.52

STERIS PLC Healthcare 2.52

STMicroelectronics NV Information Technology 2.48

ASML Holding NV Information Technology 2.40

NXP Semiconductors NV Information Technology 2.37

Sector Breakdown6 Portfolio Benchmark1

Information Technology 23.21% 10.76%

Financials 23.18 20.99

Healthcare 18.41 9.82

Consumer Staples 10.09 8.89

Industrials 7.68 12.27

Materials 6.98 8.37

Consumer Discretionary 2.56 11.39

Utilities 2.09 3.36

Energy 1.96 6.01

Communication Services 1.01 5.86

Real Estate — 2.28

Other 2.83 –

Net Currency Exposure6

Euro 19.25%

Japanese Yen 14.03

Chinese Yuan Renminbi (Offshore) 8.43

Pound Sterling 8.03

Canadian Dollar 7.58

Other 42.68

Top Five Contributors7

Erste Group Bank AG

Aflac, Inc.

Chr. Hansen Holdings

AIA Group Ltd.

Infineon Technologies

Top Five Detractors7

Tomra Systems ASA

Koninklijke Philips

Londong Stock Exchange

Dassault Systemes SE

Kerry Group PLC

1 MSCI AC World ex-US Index (net).
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.
7 Contribution based on absolute returns as of quarter end.
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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 International Thematic† 13.13% -26.64% -26.64% 1.08% 1.70% 4.18% 5.88% Gross 0.79%

MSCI AC World ex-US Index (net) 14.28 -16.00 -16.00 0.07 0.88 3.80 4.72
Net‡ —

MSCI AC World ex-US Index (gross) 14.37 -15.57 -15.57 0.53 1.36 4.28 5.11

MSCI World ex-US Index (net) 16.18 -14.29 -14.29 1.27 1.79 4.59 4.63

Morningstar Foreign Large Growth Category 13.77 -25.29 -25.29 0.04 2.11 5.26 4.59

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 10/1/96 and is the date used to calculate since inception annualized performance.
‡ If applicable, 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. Absent reimbursements or waivers, performance would have been lower.
MSCI AC (All Country) World ex-US Index (free float-adjusted market capitalization weighted) represents the equity market performance of developed and emerging markets, excluding the United
States. MSCI World ex-US Index (free float-adjusted market capitalization weighted) represents the equity market performance of developed markets, excluding the United States. Net index
reflects the reinvestment of dividends. 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, any securities or financial products. This report is not approved, reviewed or produced by MSCI. 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 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. 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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