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Market Overview  
US equity markets advanced over the fourth quarter with the S&P 500’s 7.56% total return improving the year’s 18.11% loss. For the 
quarter and the year, growth stocks underperformed value stocks as higher rates weighed on longer-duration stocks. The Russell 1000 
Growth Index returned 2.19% for the quarter, bringing the year-to-date loss to 29.14%, versus the Russell 1000 Value Index’s return of 
12.42% for the quarter and –7.54% for the year. 

For the fourth quarter, the AB Large Cap Growth Portfolio* increased in absolute terms and outperformed its benchmark, the Russell 
1000 Growth, gross and net of fees. For the year, the Portfolio declined in absolute terms but outperformed the benchmark. 

Despite the continued pressure of rates on financial assets, inflation looks like it has peaked. Supply issues have largely resolved. 
Wages and employment still look strong, but stickier components of inflation such as housing costs are poised to decline. Energy 
remains a wild card as ever—especially with China reopening—but oil retraced most of its double-digit gains for the year. 

The Fed’s fight against inflation has locked it into tighter monetary conditions, but recurring talk anticipating a Powell pivot reveals how 
the quantitative-easing era trained market participants to look for easing as a bullish signal for equities. Adherence to our philosophy 
helps us resist this Pavlovian desire to embrace the prior period’s norms. For us, prior norms precede the era of easy money and 
excessive risk-taking that favored market-share narratives over proven profit generation. Going forward, evaluating fundamentals and 
valuations will matter more if the cost of debt and equity financing is sustained at higher levels. We have consistently looked for 
profitability above the cost of capital, which often ensures self-funding reinvestment. And rather than look for revaluation catalysts, we 
rely on compounding profits to ultimately drive equity performance. 

While the normalization of monetary policy is something we embrace, we share concerns about the consequences of slowing economic 
growth too much; dropping demand can undermine the pricing power that has broadly sustained high corporate margins for much of 2022. 
Higher rates have already slowed housing and auto sales (and prices) despite favorable longer-term supply and demand dynamics. Caution 
warrants looking out for negative elasticities across industries as higher rates and dwindling cash reserves dent demand. 

We require business models that can exercise pricing power but also emphasize the importance of management budgeting to preserve 
profitability. Analyzing capital investment helps inform our long-term outlook, but we also evaluate shorter-term expense management. 
Concerns about managements’ capital expenditure discipline and cost-cutting resolve—after so many years of emphasizing 
investment—have motivated meaningful reductions in FAANGM/platform stocks over the last year. 

Too many holdings experienced a tough transition from COVID-19 demand tailwinds to reopening headwinds, which tested short-term 
profit resiliency and, in some cases, challenged long-term investment theses. In several letters, we have discussed the remediation 
required to restore balance to the Fund after suffering below-par stock selection early in the year. We highlight the attractive earnings 
revision profile of the current Fund versus the benchmark—a contrast to how we entered 2022. 

Revaluation caused most of the disappointment in 2022. The environment remains challenging but earnings trajectories, not the impact 
of rising discount rates on those earnings, will likely dominate 2023 equity returns. The Fund remediation favors companies that have 



 

Quarterly Commentary 2 

positioned for slower growth or the resumption of secular demand trends as the hangover from COVID-19-induced demand pull-forward 
subsides. Also, if economic dislocations heighten risk aversion, we should benefit from factor tailwinds that favor our quality footprint 
such as low leverage. We endeavor to demonstrate better defensive performance but also take advantage of continued volatility to 
position the Fund to sustain higher growth after emerging from this period of normalization. 

Platform Companies: Large Vehicles Require Braking, Not Just Acceleration  
Are we witnessing a regime change that will usher in new market leadership? Much of that answer depends on how well the platform 
companies manage current challenges.  

The platform companies dominated market success over the bull market following the global financial crisis, but we have not simply 
ridden the FAANGM wave. As bottom-up active managers, we always evaluate the idiosyncratic risks and rewards through the lens of 
our philosophy. By rigorously applying that philosophy, we remind investors that we never embraced the entire cohort, resulting in long-
term positive and negative contributions. Even when positively inclined, we have preserved prudent diversification by limiting the 
relative, absolute, risk-adjusted and aggregated position sizes of our FAANGM exposures.  

Also, over the last year, we have actively reduced several positions reflecting concerns that many of our preferred platform companies 
have overemphasized investments that seek to beat the competition to new opportunities, rather than also considering how the cycle 
and market penetration impact returns. Amazon was reduced because of its massive overinvestment in its retail logistics network as the 
company rashly extrapolated COVID-lockdown demand. Meta Platforms was ultimately eliminated in large part because it cannot 
estimate the payoff on its stepped-up investments in developing the metaverse concurrent with competitive issues within its base 
business. More recently, we have reduced Alphabet Inc., not due to concerns about its capital expenditures but because we were 
disappointed in the company’s shorter-term expense discipline. Alphabet’s CEO has acknowledged that intensifying macroeconomic 
headwinds require a one-fifth boost of productivity, but in terms of actions, Alphabet continues to grow headcount. Alphabet remains 
one of the few technology companies yet to announce a reduction in force, which we believe is overdue as its headcount stands roughly 
50% above pre-pandemic levels.  

The platform companies enjoy impressive scale and competitive moats, but resources are not limitless and, like any company, should 
be focused on their most productive uses. These companies cannot be managed successfully without balanced consideration of how 
decisions impact near- and longer-term incremental profitability. That we evaluate the platform companies independent of their heft in 
the benchmark should underscore confidence that we will not overstay any investment if it no longer fulfills our philosophy. We do not 
adopt market themes. Instead, we seek companies that pursue robust reinvestment and healthy profit generation with an eye toward 
improving returns longer term. We own many of the companies that fulfill this philosophy but are excited by the prospect that some 
remain undiscovered or have yet to emerge. Growth stock investing is an evergreen process that uncovers new opportunities, not an 
exercise in extrapolating past success. 

Intuitive Surgical: Continued Growth in Robotic Surgery  
Intuitive Surgical continued to recover as it shed concerns about systems placements that weighed on shares earlier in the year. Our 
thesis of increased penetration for robotic-assisted surgery continued unabated as the company reported better-than-expected 
procedure volumes and system placements during its most recent earnings report. Importantly, the company raised its full-year 
procedure growth outlook to 17%–18%. While hospital budget environments can certainly affect purchase timing, increased utilization 
ultimately requires adding new systems for further capacity, which supports our long-term investment thesis. 

QUALCOMM: Near-Term Headwinds but Long-Term Opportunity  
QUALCOMM underperformed over the quarter as consumer weakness in China and the potential for smartphone production cuts at 
Apple weighed on sentiment. Investors are penalizing downward estimate revisions in a challenging cyclical backdrop for 
semiconductors as we have transitioned from more than two years of supply shortages to demand weakness and inventory build. We 
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reduced the QUALCOMM position considering our cyclical concerns, but view the current risk/reward as accommodative as we enter 
the inventory digestion phase of the cycle with 2023 expectations significantly reset. We remain constructive on QUALCOMM’s long-
term diversification into automotive and edge compute markets as it leverages its intellectual property portfolio and software capabilities. 

The top five (held) contributors to relative performance during the fourth quarter were Intuitive Surgical, Amazon (underweight), Visa, 
Monster Beverage and IDEXX Laboratories. 

The top five (held) detractors from relative performance during the fourth quarter were Edwards Lifesciences, Entegris, EPAM Systems, 
Atlassian and Vertex Pharmaceuticals. 

As always, thank you for your continued support. 

Frank Caruso, John Fogarty and Vinay Thapar 

Please refer to the following legal disclosures. 

 

 

 

 

 

*Based  on a model portfolio as of 12/31/22. 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. 

© 2023 AllianceBernstein L.P. 
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