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Global equity markets ended higher after another volatile quarter. The MSCI* All Country World Index (ACWI) increased 9.8% over the 
fourth quarter, with the benchmark experiencing an early double-digit rally through mid-December before fading a bit into year-end. The 
global index finished down 18.4% for the year (all returns stated in US-dollar terms), 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 

 

*MSCI indices measure the performance of different stock types in geographic areas. They track the performance of the stocks included in the index and 
are used as the base for exchange-traded funds. 
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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 US$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 US$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 US$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 case. If this more bullish scenario plays out, equities and bonds could put more money in investors’ pockets in the near future. 

Portfolio Performance 
For the fourth quarter, Class A shares of the AB Sustainable Global Thematic Portfolio increased in absolute terms and outperformed 
their Benchmark, the MSCI ACWI, net of fees and in US-dollar terms. For the year, shares of the Portfolio posted negative absolute 
returns and underperformed their Benchmark. The MSCI ACWI returned 9.8% for the quarter and –18.4% for the year. 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. 

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. 

Deere & Co., from our Health theme, provides precision agriculture equipment and technology to enable higher crop yields and reduce 
the amount of fertilizer used. The company contributed after a very strong set of quarterly results and a better-than-expected outlook for 
2023. The velocity at which order books are being filled remained very strong in the quarter, with order books now being extended into 
the second half of 2023. While margins are expected to normalize a bit from elevated pricing, industry demand remains robust across 
regions, led by North America. 

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. 

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 

 

†The S&P 500 is a stock market index that measures the stock performance of 500 large companies listed on stock exchanges in the United States. 
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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 US$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 

Please refer to the following legal disclosures.
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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. 
Some of the principal risks of investing include Market Risk, Currency Risk, Derivatives Risk, OTC Derivatives Counterparty Risk, Allocation Risk, Overseas 
Assets Risk, Systemic Risk, Turnover Risk, Illiquid Securities Risk, Leverage Risk, Equities Risk, Concentrated (Focused Portfolio) Risk, Smaller-Capitalization 
Companies Risk and Long/Short Strategies Risk. 
A full explanation of the risks is provided in the Portfolio’s Prospectus. 
Important Information: The views expressed here may change at any time after the date of this publication. This document is for informational purposes only and does not 
constitute investment advice. AllianceBernstein L.P. does not provide tax, legal or accounting advice. It does not take an investor’s personal investment objectives or financial 
situation into account; investors should discuss their individual circumstances with appropriate professionals before making any decisions. This information should not be 
construed as sales or marketing material, or an offer or solicitation for the purchase or sale of any financial instrument, product or service sponsored by AllianceBernstein or 
its affiliates. References to specific securities are provided solely in the context of the analysis presented and are not to be considered recommendations by 
AllianceBernstein. AllianceBernstein and its affiliates may have positions in, and may effect transactions in, the markets, industry sectors and companies described herein. 
The views expressed herein do not constitute research, investment advice or trade recommendations and do not necessarily represent the views of all AB portfolio-
management teams. Holdings are subject to change and may no longer be held in the Portfolio. This document is not an advertisement and is not intended for public use or 
additional distribution. The sale of AB funds may be restricted or subject to adverse tax consequences in certain jurisdictions. This information is directed solely at persons in 
jurisdictions where the funds and relevant share class are registered or who may otherwise lawfully receive it.  
The sale of AB funds may be restricted or subject to adverse tax consequences in certain jurisdictions. This information is directed solely at persons in jurisdictions where the 
funds and relevant share class are registered or at those who may otherwise lawfully receive it. Before investing, investors should review the Fund’s full Prospectus, which 
includes Sustainability-Related Disclosures, together with the Fund’s KIID or KID and the most recent financial statements. Copies of these documents, including the latest 
annual report and, if issued thereafter, the latest semiannual report, may be obtained free of charge from AllianceBernstein (Luxembourg) S.à r.l. by visiting 
www.alliancebernstein.com or www.eifs.lu/alliancebernstein.com, or in printed form by contacting the local distributor in the jurisdictions in which the funds are authorised for 
distribution. 
The Portfolio is a portfolio of AB SICAV I, an open-ended investment company with variable capital (société d’investissement à capital variable) incorporated under the laws 
of the Grand Duchy of Luxembourg.  
The Portfolio uses the Benchmark shown for comparison purposes only. The Portfolio is actively managed and the Investment Manager is not constrained by its Benchmark 
when implementing the Portfolio’s investment strategy. Investors should refer to the latest Fact Sheet published on www.alliancebernstein.com for latest performance data for 
the Portfolio. 
Note to All Readers: The information contained herein reflects the views of AllianceBernstein L.P. or its affiliates and sources it believes are reliable as of the date of this 
publication. AllianceBernstein L.P. makes no representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast or 
opinion in this material will be realized. 
Note to Readers in the United Kingdom and Europe: For Investment Professional use only. Not for inspection by, distribution or quotation to, the general public. 
This document has been approved by AllianceBernstein Limited, an affiliate of AllianceBernstein L.P.  
Note to Readers in the United Kingdom: Issued by AllianceBernstein Limited, 60 London Wall, London EC2M 5SJ, registered in England, No. 2551144. AllianceBernstein 
Limited is authorised and regulated in the UK by the Financial Conduct Authority (FCA). Note to Readers in Europe: This information is issued by AllianceBernstein 
(Luxembourg) S.à r.l. Société à responsabilité limitée, R.C.S. Luxembourg B 34 305, 2-4, rue Eugène Ruppert, L-2453 Luxembourg. Authorised in Luxembourg and 
regulated by the Commission de Surveillance du Secteur Financier (CSSF). Note to Readers in Switzerland: This information is directed at Qualified Investors only. It does 
not constitute an offer of the Fund in Switzerland. Issued by AllianceBernstein Schweiz AG, Zürich, a company registered in Switzerland under company number CHE-
306.220.501. Swiss Representative and Paying Agent of the Fund: BNP Paribas, Paris, Succursale de Zurich, Selnaustrasse 16, 8002 Zürich, Switzerland. The Prospectus, 
the KIDs, the Articles or management regulations, and the annual and semi-annual reports of the concerned Fund may be obtained free of charge from the Swiss 
Representative or by visiting www.alliancebernstein.com. AllianceBernstein Schweiz AG is a financial service provider within the meaning of the Financial Services Act 
(FinSA) and is not subject to any prudential supervision in Switzerland. Further information on the company, its services and products, in accordance with Art. 8 FinSA can 
be found on the Important Disclosures page at www.alliancebernstein.com. Note to Readers in Canada: AllianceBernstein provides its investment-management services in 
Canada through its affiliates Sanford C. Bernstein & Co. LLC and AllianceBernstein Canada, Inc. It should not be construed as advice as to the investing in or the buying or 
selling of securities, or as an activity in furtherance of a trade in securities. Note to Readers in Singapore: For financial representative use only. Not for inspection by, 
distribution or quotation to, the general public. AllianceBernstein (Luxembourg) S.à r.l. is the management company of the Portfolio and has appointed AllianceBernstein 
(Singapore) Ltd. (Company Registration No. 199703364C) as its agent for service of process and as its Singapore representative. AllianceBernstein (Singapore) Ltd. is 
regulated by the Monetary Authority of Singapore. This advertisement has not been reviewed by the Monetary Authority of Singapore. Note to Readers in Hong Kong: For 
financial representative or professional investor use only. Not for inspection by, distribution or quotation to, the general public. The issuer of this document is 
AllianceBernstein Hong Kong Limited (聯博香港有限公司). This document has not been reviewed by the Securities and Futures Commission. Additional Disclosure for 
Readers in Singapore and Hong Kong: The Portfolio is part of AB SICAV I (referred to as “AB”). AB is an open-ended investment company with variable capital (société 
d’investissement à capital variable) incorporated under the laws of the Grand Duchy of Luxembourg. Prior to 5 February 2016, AB’s legal name was ACMBernstein SICAV; 
its trading name was AllianceBernstein. Investment in the Fund entails certain risks. Investment returns and principal value of the Fund will fluctuate so that an investor’s 
shares, when redeemed, may be worth more or less than their original cost. The Portfolio is meant as a vehicle for diversification and does not represent a complete 
investment program. Returns denominated in a currency other than the base currency of the Portfolio may increase or decrease as a result of foreign exchange currency 
fluctuations. Financial derivative instruments may be used for investment purposes and/or for hedging and/or EPM purposes, which may involve additional risks different 
from, and, in certain cases, greater than, the risk presented by more traditional investments. These and other risks are described in the Portfolio’s Prospectus. Prospective 
investors should read the Prospectus and Product Highlight Sheets/Product Key Facts, including risk factors, carefully and discuss risk and the Portfolio’s fees and charges 
with their financial adviser to determine if the investment is appropriate for them. These documents may be obtained free of charge from www.alliancebernstein.com / 
www.abfunds.com or by contacting the local distributor in the jurisdictions in which the Portfolios are authorized for distribution. The performance discussed in this 
commentary is net of fees and expenses, but does not account for the potential sales charges that may apply to certain share classes of the Portfolio. 
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. 
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. 
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