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Key Takeaways | US Small Cap – 2Q2026

Strong performance, driven by stock selection. The US Small Cap strategy extended its lead year-to-date and across multiple 
trailing periods, with nearly 90% of the quarter's excess return generated through stock selection rather than broad sector 
positioning.

Market leadership is broadening. Small-cap leadership expanded beyond the largest technology companies as improving 
operating performance and earnings expectations supported a wider range of businesses—creating a healthier backdrop for 
active, bottom-up investing.

Our highest-conviction themes remain intact. We continue to emphasize opportunities across digital infrastructure, industrial 
modernization, and innovative biotechnology while thoughtfully increasing concentration in our highest-conviction ideas.

A constructive outlook. Attractive small-cap valuations, improving earnings and sales expectations, and increasingly positive 
estimate revisions continue to support our outlook. While periods of volatility are likely, we believe today's environment 
presents a compelling opportunity for disciplined active investors.

Investment Environment – 2Q26

The second quarter marked an important shift in market leadership. While U.S. equities rallied to record highs, the more 
meaningful development for active investors was the broadening of leadership beyond the largest technology companies. 
Small-cap stocks outperformed their large-cap counterparts during both the quarter and year-to-date, supported by resilient 
economic conditions, improving earnings expectations, and expanding investor confidence. 

SC-MC-2Q26-MR_ADV

*Composite inception date: 7/1/2007. As of June 30, 2026. Returns over one 
year are annualized. There are risks associated with all investments and returns 
will vary over time. The value of investments can go down as well as up, and a 
loss of principal may occur. See performance disclosure for additional 
information. Past performance is no guarantee of future results. 

As of June 30, 2026. Note: Except for Standard Deviation and Sharpe 
Ratio, the performance based-statistics above were calculated using 
Nicholas Partners US Small Cap Composite (net of fees) relative to the 
Russell 2000 Growth Index using monthly returns. Performance 
statistics for additional periods will be provided on request. Source: 
Nicholas Investment Partners; FTSE/Russell; NASDAQ evestment. 
Returns over one year are annualized. There are risks associated with 
all investments and returns will vary over time. The value of 
investments can go down as well as up, and a loss of principal may 
occur. See performance disclosure for additional information.  Past 
performance is no guarantee of future results. 

5 Yr Risk Statistics (%)
US Small Cap 

(Net)
R2000
Growth

Alpha (%) 3.70     --

Beta 0.94 1.00

R-Squared (%) 0.91 1.00

Sharpe Ratio 0.24 0.09

Standard Deviation (%) 21.69 21.89

Upside Capture (%) 98.16    --

Downside Capture (%) 89.78     --

Performance (%)
US Small Cap 

(Gross)
US Small Cap 

(Net)
R2000
Growth

  QTD 28.71% 28.39% 25.71%

  YTD 33.18% 32.51% 22.18%

  1 Year 61.95% 60.33% 38.74%

  3 Year 26.50% 25.24% 18.42%

  5 Year 10.07% 8.97% 5.56%

  7 Year 18.13% 16.95% 10.82%

  10 Year 18.13% 16.95% 11.96%

  ITD* 12.31% 11.19% 9.15%



Reflecting this improving backdrop, the S&P 500 returned +15.2% during the quarter and +10.2% year-to-date, while the 
NASDAQ Composite gained +21.6% and +13.1%, respectively. Small-cap leadership was even more pronounced, with the 
Russell 2000 advancing +21.5% for the quarter and +22.6% year-to-date. Our benchmark, the Russell 2000 Growth Index, 
returned +25.7% for the quarter and +22.2% year-to-date.

The investment backdrop remained constructive despite several crosscurrents. The de-escalation of the Iran conflict eased 
pressure on oil prices and interest rates, while a change in Federal Reserve leadership reinforced expectations for a higher-
for-longer rate environment with less forward guidance. Even so, consumer spending remained resilient, business capital 
expenditures continued to accelerate, and corporate earnings broadly exceeded expectations. Investment supporting digital 
infrastructure also expanded beyond the largest technology companies, benefiting a wider range of industries across the 
economy.

Technology continued to lead the market, particularly among semiconductor companies and businesses supporting next-
generation compute, where positive estimate revisions remained strongest. Health Care also regained momentum as 
investors returned to innovative biotechnology and life sciences companies, while the annual Russell reconstitution restored a 
more attractive valuation discount for small-cap stocks relative to large caps and increased the benchmark's exposure to 
Health Care and biotechnology.

As the quarter progressed, we believe market leadership increasingly reflected strengthening operating performance, 
resilient revenue growth, and company-specific execution rather than multiple expansion alone. As participation broadens 
beyond a narrow group of market leaders, we believe this as a constructive environment for disciplined, bottom-up stock 
selection and one that reinforces our long-term conviction in high-quality small-cap growth companies exhibiting positive 
change that we believe can drive accelerating, sustainable growth.

Performance Discussion

The US Small Cap Growth Strategy returned +28.4%, net of fees, during the quarter, outperforming the Russell 2000 Growth 
Index by approximately 280 basis points. The strong quarterly result further extended the strategy's lead year-to-date and 
across multiple trailing periods, reinforcing the consistency of our investment process through a variety of market 
environments. Nearly 90% of the strategy's excess return was driven by stock selection, reflecting our continued focus on 
identifying companies with strengthening operating performance, positive estimate revisions, and durable long-term growth 
opportunities rather than broad macro positioning.

Information Technology and Industrials were the primary drivers of both absolute and relative performance. Within 
Technology, our semiconductor and semiconductor-equipment holdings benefited from sustained investment across the 
digital infrastructure ecosystem and strong business execution. Rather than concentrating exposure in a narrow group of AI 
beneficiaries, the portfolio is positioned across the broader ecosystem—including timing, networking and connectivity, testing, 
inspection, advanced packaging, and power technologies that enable next-generation compute. Industrials also generated 
meaningful gains as companies tied to infrastructure modernization, electrification, and manufacturing investment continued to 
execute well. Health Care added positively to absolute performance, supported by innovation across biotechnology and life 
sciences.

The portfolio's largest contributors reflected three themes that remain central to our investment strategy: digital 
infrastructure, industrial modernization, and healthcare innovation. Sterling Infrastructure, our largest contributor during 
the quarter, benefited from robust demand for infrastructure modernization and power-related investment supporting the 
expansion of AI-enabled data centers. Revolution Medicines advanced on encouraging clinical progress for its lead oncology 
program, including positive data for its pan-RAS inhibitor, while continued investor interest in differentiated cancer therapies 
supported the shares. Within Technology, SiTime delivered another quarter of strong execution as adoption of its silicon 
timing solutions expanded across next-generation compute platforms and the company successfully integrated its Renesas 
timing acquisition. 
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The portfolio's largest detractors were driven primarily by company-specific developments rather than changes in our broader 
investment outlook. Kratos Defense gave back a portion of its earlier gains following a strong advance, while Insmed declined 
after investors reacted to higher-than-expected discontinuation rates during the early commercial launch of Brinsupri. Century 
Aluminum weakened alongside softer commodity sentiment during the quarter.

Relative to the benchmark, Industrials and Information Technology generated the majority of the portfolio's excess return, 
supported by strong security selection and our differentiated exposure to digital infrastructure, industrial modernization, and 
resilient consumer demand. These gains were partially offset by modest headwinds from Health Care, where our below-
benchmark allocation and biotechnology stock selection detracted from relative performance, as well as a small cash drag 
during a quarter of broad market strength. Importantly, our investment discipline remains unchanged. Positions are 
continuously evaluated as company outlooks evolve, and we will reduce or exit holdings when our investment thesis weakens, 
the risk-reward profile becomes less compelling, or more attractive long-term opportunities emerge.

Positioning and Outlook

Our current positioning reflects where we continue to see the strongest combination of earnings momentum, strengthening 
company outlooks, and attractive long-term growth opportunities. We remain meaningfully overweight Industrials, where we 
continue to find compelling opportunities tied to infrastructure modernization, electrification, and the expanding power 
demands created by next-generation compute. While we modestly reduced our Industrials exposure during the quarter as 
several holdings appreciated and exceeded our targeted position sizes, the sector remains one of our highest-conviction 
areas.

Within Information Technology, our positioning is more nuanced than a traditional sector allocation might suggest. Although 
we remain slightly underweight the sector overall relative to the Russell 2000 Growth Index, we maintain a significant 
overweight to Semiconductors & Semiconductor Equipment, where positive estimate revisions and strengthening business 
execution remain among the strongest in the market. Conversely, we remain meaningfully underweight software, where 
earnings growth has lagged despite improving valuations. During the quarter, we selectively added exposure to several 
software companies as valuations became more compelling and operating trends began to stabilize, while maintaining our 
conviction that the most attractive opportunities continue to reside across the broader digital infrastructure ecosystem—
including networking and connectivity, testing, timing, advanced packaging, and semiconductor technologies.

Health Care remains another area of high conviction, although our positioning differs meaningfully from the benchmark. 
Rather than owning the sector broadly, we continue to emphasize innovative biotechnology and therapeutics, where 
differentiated clinical pipelines, disciplined execution, and an active merger-and-acquisition environment continue to create 
compelling stock-specific opportunities. As a result, we maintain a below-benchmark allocation to Health Care overall while 
remaining overweight Biotechnology, reflecting our belief that innovation—not broad sector exposure—will be the primary 
driver of long-term returns.

Outside these areas, we increased our allocation to Consumer Discretionary during the quarter as consumer spending proved 
more resilient than anticipated and attractive company-specific opportunities emerged following earlier market weakness. We 
continue to maintain an underweight to Energy, preferring to participate in growing electricity demand through industrial, 
semiconductor, and technology companies rather than traditional exploration and production businesses. Throughout the 
quarter, we also reduced or exited positions that had appreciated beyond our small-cap mandate or where the risk-reward 
profile had become less compelling, consistent with our disciplined sell process.
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Looking ahead, we believe the outlook for small-cap growth remains constructive. Beyond the valuation reset following the 
annual Russell reconstitution, consensus expectations continue to call for above-average earnings and sales growth across 
much of the small-cap universe. Supporting this outlook, recent Jefferies research highlights continued improvement in both 
earnings and sales revision trends, with positive estimate revisions remaining above trend for more than a year and broad-
based across multiple sectors. While earnings revisions have also remained constructive among larger-cap companies, we 
believe the sustained improvement across the small-cap universe reinforces our conviction that strengthening operating 
performance and company-specific execution will continue to create attractive opportunities for disciplined, active 
investors. 

While our intermediate-term outlook remains constructive, we expect periods of elevated market volatility. Inflation remains 
the primary macroeconomic risk we are monitoring, particularly if continued economic resilience leads the Federal Reserve to 
maintain a more restrictive policy stance than investors currently anticipate. Mid-term election uncertainty may also contribute 
to shifts in investor sentiment, particularly around data-center investment and the pace of enterprise AI adoption. Although 
these factors could create shorter-term volatility, they do little to alter our long-term investment outlook.

Accordingly, we will continue refining the portfolio by increasing concentration in our highest-conviction ideas while 
thoughtfully reducing the number of holdings over time. We believe a more focused portfolio will allow our best ideas to have 
a greater impact on long-term results as market leadership broadens and company-specific performance becomes 
increasingly differentiated. Our investment philosophy remains unchanged: disciplined, bottom-up research focused on 
identifying companies experiencing positive change before that progress is fully reflected in market expectations.
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As of July 7, 2026 -- Source: Jefferies Small-Cap Strategy, FactSet and FTSE Russell. Small-
cap universe represented by the Russell 2000 Index. Earnings and sales revision ratios reflect 
consensus next-twelve-month (NTM) estimate revisions by GICS sector classification. Revision 
ratios greater than 1.0 indicate more upward than downward estimate revisions during the 
measurement period. Charts are provided for illustrative purposes only.

Improving Estimate Revisions Support the Small-Cap 
Outlook
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US Small Cap

Russell 2000 Growth

Specific securities identified do not represent all securities purchased, sold or 
recommended to advisory clients. It should not be assumed investments in these 
securities were or will be profitable.
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Catherine Nicholas 
Managing Partner, Chief Investment 
Officer and Lead Portfolio Manager
>40 years Industry Experience 
20 years with Firm

John Wylie
Partner, Portfolio Manager
>40 years Industry Experience 
19 years with Firm

US Small Cap Strategy Overview

Investing in small-cap companies undergoing 
transformative change, the Nicholas US Small Cap 
strategy seeks to capitalize on market inefficiencies 
and uncover growth opportunities early. With a high-
conviction, research-driven approach, the strategy 
focuses on delivering long-term capital appreciation 
while maintaining active risk management.

Objective: Achieve long-term capital appreciation 
and outperform the Russell 2000 Growth Index.

Portfolio: Actively managed, diversified portfolio with 
typically less than 90 holdings.

Approach: Disciplined stock selection targeting 
innovation and growth catalysts.

Edge: Security selection and active industry tilts 
drive returns.

Positioning: Focused on US-listed small-cap 
equities, dynamically adjusted based on conviction 
and risk management.

Key Highlights

 Inception date: July 1, 2007
 US Small Cap AUM: $1 Billion
 Geography: US-listed public equities
 Capitalization: $100M to 2x max of R2000 

Growth, at point of purchase
 Security Max: Typically, 5%
 Sector Max: Typically, 35% or 2x max of R2000 

Growth
 Cash: Transactional, typically <5%

Characteristics US Small Cap R2000 Growth

Number of Securities 92 1,109

Active Share 87.14% ---

Off-Benchmark Weight 55.70% ---

Market Cap (wtd. avg.) $11.8 B $4.8 B

Market Cap (median) $9.1 B $1.5 B

P/E* (FY2) 23.6x 18.6x

P/B* 4.9x 4.4x

EPS Growth (FY1/FY2 wtd. avg.) 24.8% 25.0%

  Market Cap Distribution
  (x-cash)

US Small Cap (%)
R2000
Growth

  >$15 Billion 25.4 0.0

  $7.5 – $15 Billion 35.5 18.7

  $4.5 – $7.5 Billion 16.8 29.7

  $1.5 – $4.5 Billion 19.5 39.6

  $750 Million – $1.5 Billion 2.8 7.8

  $400 – $750 Million 0.0 2.5

  <$400 Million 0.0 1.6

Top 10 Positions (% weight) US Small Cap R2000 Growth Active Weight

Revolution Medicines, Inc. 3.7 0.0 3.7

BWX Technologies, Inc. 3.6 0.0 3.6

Callaway Golf Company 2.8 0.0 2.8

Modine Manufacturing Company 2.7 0.0 2.7

Carpenter Technology Corporation 2.4 0.0 2.4

Sterling Infrastructure, Inc. 2.3 0.0 2.3

TFI International Inc. 2.1 0.0 2.1

Lincoln Educational Services Corporation 2.0 0.1 1.9

Lattice Semiconductor Corporation 2.0 0.0 2.0

Wintrust Financial Corporation 1.9 0.0 1.9

25.6 0.1 25.5
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Disclosures
This information is intended for institutions, consultants and qualified investors only.  No part of this material may be copied or duplicated, or distributed to any third party 
without written consent.  

Nicholas Investment Partners, L.P. (“Nicholas”) is an independent investment adviser registered with the SEC.  Registration with the SEC does not imply a certain level of skill 
or training.  The firm maintains a complete list and description of performance composites, which is available upon request. Policies for valuing portfolios, calculating 
performance, and preparing presentations are available upon request. Past performance is no guarantee of future results.  Current performance may be lower or higher than 
the performance presented.  

Nicholas does not guarantee the success of any investment product.  There are risks associated with all investments and returns will vary over time due to many factors such as 
changing market conditions, liquidity, economic and other factors. The value of investments can go down as well as up, and a loss of principal may occur.   Although Nicholas 
attempts to limit various risks, risk management does not imply low risk. All risk models are inherently limited and subject to changes in economic, political and market 
conditions, as well as changes in the strategies’ holdings, among other things, which could affect the risk profile of any portfolio managed by Nicholas. Small- and mid-cap 
companies may be subject to a higher-degree of risk than larger more established companies’ securities. The liquidity of the markets for these small and mid-cap companies 
may adversely affect the value of these investments.  Concentrated or sector strategies are expected to maintain higher exposures to a limited number of securities or sectors 
which could increase the volatility, market, liquidity and other risks of the strategy.  

Some information herein reflects general market commentary and the current opinions of the author which are subject to change without notice. It is provided for general 
informational purposes only and does not represent investment, legal, regulatory or tax advice and should not be construed as a recommendation of any security, strategy or 
investment product. There is no guarantee any opinion, forecast, or objective will be achieved in the future.  The information, charts and reports contained herein are unaudited. 
Although some information contained herein was obtained from recognized and trusted sources believed to be reliable, its accuracy and completeness cannot be guaranteed. 
Unless otherwise noted, Nicholas is the source of illustrations. Nicholas does not undertake to keep the recipients of this report advised of future developments or of changes 
in any of the matters discussed in this report. 

If client lists are presented they may not include every client of the firm. The list includes all institutional clients that have given Nicholas permission to disclose their names in 
presentation materials and should not be considered an endorsement of Nicholas Investment Partners or its services by any client.

Performance contribution/attribution, characteristics and portfolio risk statistics information is from a representative account for the strategy composite. The representative 
account was chosen based on non-performance criteria such as account size, cash flows and the level of account restrictions. While Nicholas believes the information is 
representative of other accounts in the strategy, specific information for other accounts may differ from the representative account.  Nicholas used third-party information in the 
preparation of the characteristics and/or market environment charts. While Nicholas believes the third-party information was obtained from reliable sources, we cannot 
guarantee the accuracy, adequacy or completeness of the information obtained from these sources.

Specific securities identified do not represent all securities purchased, sold or recommended to advisory clients and do not necessarily represent the largest positions by 
portfolio weight.  It should not be assumed that investments in these, or any other portfolio securities, were or will be profitable in the future.  For a complete list of all 
securities held during the period or additional information related to this presentation please email info@nicpartners.com.  

Gross and net returns, presented within were calculated in U.S. dollars on a time-weighted, total return basis, including reinvestment of all dividends, interest and income, 
realized and unrealized gains or losses and are net of brokerage commissions, execution costs, and any applicable foreign taxes. Accrual accounting was used for dividend 
income recognition. Securities transactions are accounted for on trade date. Cash and cash equivalents are included in the performance returns. The gross returns do not give 
effect to investment advisory fees which would reduce gross returns and are subject to compounding.  The composite results include all actual, fee paying fully discretionary 
accounts under management by Nicholas after one full calendar month that have substantially the same investment objectives, policies and restrictions. Unless otherwise noted 
the returns reflect the performance of the product composite. Please see Nicholas’ ADV Part 2A for a complete description of investment advisory fees. 

Index returns are provided as a general indicator of the investment environment existing during the time periods shown and are provided for comparison purposes only. The 
returns for the index do not include any transaction costs, management fees or other costs.  Investors may not make direct investments into any index. Investors should 
consider comparing the performance of any potential investment to other benchmarks and indices that are representative of their particular investment objectives, horizons and 
risk tolerances. 

Net returns reflect the deduction of the highest investment management fee for the product, which is 1.00%.  Actual fees charged may vary by portfolio due to various 
conditions such as account size, client relationship, complexity, etc.   Client’s accounts may also be subject to additional fees unrelated to Nicholas such as custodial and 
administration fees, among others. Standard Management fee schedule:  First $50M 1.00%, Next $25M 0.85%, Next $25M 0.75%, Thereafter 0.65%. Past Performance is not 
indicative of future results.
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12520 High Bluff Drive Ste 390     │     San Diego, CA 92130     │     (858) 759-4545     │     www.nicpartners.com

Nicholas Investment Partners, L.P. is an independent, employee-owned, and majority women-owned investment boutique specializing in dynamic, less efficient 
markets. With a foundation of agility, discernment, and resilience, we combine fundamental research with quantitative analytics to uncover opportunities in 
companies experiencing sustainable, accelerating growth. We aim to strike a thoughtful balance between growth potential and risk management, believing that 
change creates opportunity. Our principals’ meaningful investment alongside clients reflects our alignment and shared focus on success. Through a 
collaborative and diverse culture, we are committed to building enduring partnerships with institutional and private wealth clients.

Brian Pringle, CAIA
858-381-8006 (direct)
415-264-4842 (cell)
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Disclosure (continued)

NASDAQ Composite Index is a market capitalization-weighted index that measures the performance of all domestic and international common stocks listed on the NASDAQ 
Stock Market.

The Russell 2000® Growth Index measures the performance of the small-cap growth segment of the US equity universe. It includes those Russell 2000 companies with higher 
price-to-book ratios and higher forecasted growth values. The Russell 2000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the small-cap 
growth segment. The Index is completely reconstituted annually to ensure larger stocks do not distort the performance and characteristics of the true small-cap opportunity set 
and that the represented companies continue to reflect growth characteristics. Index returns include the effect of dividends and income which are reinvested daily.

The Russell 2000® Index measures the performance of the small-cap segment of the US equity universe. The Russell 2000 Index is a subset of the Russell 3000® Index 
which is designed to represent approximately 98% of the investable US equity market. It includes approximately 2,000 of the smallest securities based on a combination of their 
market cap and current index membership. The Russell 2000 is constructed to provide a comprehensive and unbiased small-cap barometer and is completely reconstituted 
annually to ensure larger stocks do not distort the performance and characteristics of the true small-cap opportunity set.. 

Russell 2000® Value measures the performance of the small-cap value segment of the U.S. equity universe. It includes those Russell 2000 companies with lower price-to-book 
ratios and lower forecasted growth values. The index is constructed to provide a comprehensive and unbiased barometer for the small-cap value segment and is completely 
reconstituted annually to ensure that the represented companies continue to reflect value characteristics. Index returns include the effect of dividends and income, which are 
reinvested daily.

The Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000 companies with higher 
price-to-book ratios and higher forecasted growth values. The index is constructed to provide a comprehensive and unbiased barometer for the large-cap growth segment and 
is completely reconstituted annually to ensure that the represented companies continue to reflect growth characteristics. Index returns include the effect of dividends and 
income, which are reinvested daily.

The S&P 500® Index is a float-adjusted market capitalization weighted index that measures the performance of the large-cap segment of the U.S. equity market. Considered a 
proxy for the U.S. equity market, the index is composed of 500 constituent companies.

The S&P SmallCap 600® Index is a float-adjusted market capitalization weighted index that measures the performance of the small-cap segment of the U.S. equity market. The 
index is composed of 600 constituent companies selected based on market capitalization, liquidity, and financial viability criteria.

Frank Russell Company is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes.  Russell® is a trademark of Russell Investment 
Group.

Nicholas provides the following services to First Turn, an unaffiliated investment adviser, and on behalf of First Turn’s clients: (a) front, middle, and back-office services, 
including securities trading, operational support, accounting and administration services, (b) sales and marketing support services, and (c) compliance support services. 
Policies have been set forth to protect both firm’s clients from conflicts that may arise when initiating an order in the trading system and the placement of orders. This 
arrangement gives rise to conflicts of interest related to front running, liquidity, market timing, and the price of execution for certain transactions, where either Nicholas or First 
Turn will have an incentive to favor themselves or certain clients to the detriment of other clients. Nicholas and First Turn have created policies and controls to address these 
conflicts of interest. First Turn has a service agreement with Nicholas to provide healthcare research services. Under the Services Agreement, Nicholas has access to the First 
Turn investment team and their research library and has daily transparency into First Turn’s investment portfolio. Nicholas, at its sole discretion, may choose to purchase or sell 
these securities in their own client portfolios, which are unrelated to First Turn or its clients. Please see ADV for additional details.
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