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Stock prices continued to rise during the third quarter as the S&P 500 climbed to all-time 
highs during the month of September. Gains were concentrated in the Information Tech-
nology, Communications Services, and Utilities sectors, while the Consumer Staples, Real 

Estate, and Health Care sectors were relative laggards. Bond yields experienced slight declines 
during the quarter, and, in a widely expected move, the Federal Reserve reduced its target for 
the Fed Funds rate to 4.0-4.25% in late September.

The Russell 2000 Growth Index continued its rally which began in the second quarter and 
posted another solid gain in the third quarter. The Renaissance Small Cap Growth portfolio 
return was also positive but trailed the index. 

The performance of the Russell 2000 Growth Index could be viewed as a “low-quality” rally, as 
stocks with the lowest return on equity (ROE) were the top performers for the quarter, whereas 
the companies with the highest ROEs performed the worst (source Jefferies). Our research shows 
that the most volatile stocks, as measured by the standard deviation of their daily price change 
over the year, significantly outperformed the index. In fact, the performance of the tenth decile 
of stocks as ranked by volatility (the most volatile decile) posted a return that was more than 2.5 
times that of the index. When the second quarter is included, the results are even more startling, 
with the most volatile stocks up 3.7 times the index.

The underperformance of the Small Cap Growth strategy was impacted by our stock selection 
in Health Care and Information Technology, while stock selection in Industrials and our zero 

The Disclosures Section is an integral part of this presentation.

(1)	Based on a representative account of the strategy discussed. Portfolio characteristics (e.g., sector weights, valuation, growth rate) are based on a 
representative account that we believe is illustrative of the strategy. All accounts in the strategy are invested identically in the same securities unless 
a client has imposed restrictions. Characteristics and/or holdings on a given date may vary due to pending trades.

(2)	Weights as of the end of the presentation period. Cumulative total weighting may not add up to 100% due to rounding of percentages to the nearest 
decimal place.

(3)	Any securities referenced should not be considered a recommendation to purchase or sell a particular security. These securities represent a portion 
of the companies held in a representative account in this strategy as of the date stated and are intended for informational purposes only. The reader 
should not assume that investments in the securities identified or discussed were or will prove to be profitable. The past performance of these securi-
ties is no guarantee of future results. The specific securities identified and described may not represent all of the securities purchased, sold, or recom-
mended for this strategy. To request a complete list of holdings recommendations for this strategy over the past year or a list showing the contribution 
of every holding to the performance of the representative account for the time period stated, please contact Renaissance at compliance@reninv.com.

Source: Renaissance Research, FactSet

Sector
Ending 

Weight(2)
Change from 

6/30/2025
Small Cap Growth Additions & 
(Small Cap Growth Deletions)(3)

Information Technology 24.8% -2.2% (Grid Dynamics)

Health Care 23.1% 3.6% TransMedics Group, Waystar 
(Lantheus)

Industrials 17.2% -3.8% McGrath RentCorp, Primoris Services 
(Chart Industries, Comfort Systems USA, EMCOR Group, )

Consumer Discretionary 16.5% 4.9% Adtalem Global Education, Group 1 Automotive, Life Time Group
(Abercrombie & Fitch)

Financials 9.7% -0.7%

Consumer Staples 6.1% -1.6% (Simply Good Foods)

Real Estate 2.0% 2.0% CareTrust REIT

Cash 0.6% -1.0%

Communication Services 0.0% 0.0%

Energy 0.0% -1.1% (Matador Resources)

Materials 0.0% 0.0%

Utilities 0.0% 0.0%

S E C T O R  W E I G H T S  &  P O R T F O L I O  C H A N G E S ( 1 )
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weight in Communication Services benefited our relative performance. Credo Technology Group 
(CRDO) contributed the most to our portfolio performance as the semiconductor maker contin-
ues to see strong demand for its connectivity solutions that target AI data centers. The company is 
benefiting from the AI data center buildouts by its largest customers, which include Amazon and 
Microsoft. In addition, the company expects to ramp revenues with two new hyperscale customers 
in fiscal 2026. Sprouts Farmers Market (SFM) detracted the most from our portfolio perfor-
mance, mostly due to valuation that reached the upper end of its historical range. The company’s 
fundamentals continue to be strong as revenue growth remains in the mid-teens due to double-
digit same store sales growth and steady new store openings. After the pull back this quarter, we 
believe that the stock is at an attractive level and continue to maintain our position.

Trading and stock movements during the quarter led to several changes in sector weights. 
The Consumer Discretionary, Health Care, and Real Estate sectors saw weight increases dur-
ing the quarter, whereas Industrials, Information Technology, Consumer Staples, Energy, and 
Financials decreased.

TransMedics (TMDX), a leader in organ transplant technology and logistics, was added to the 
portfolio during the quarter. The company’s development of its Organ Care System, a portable 
organ monitoring system, has given it a significant advantage relative to competing technolo-
gies, as its system allows organs to remain viable for transplants for 24 hours versus the standard 
4 hours. Moreover, the company has a fleet of a dozen private jets to facilitate the transporta-
tion of organs. The company is gaining share from competitors, expanding the types of donors 
from whom organs can be harvested, and penetrating international markets. We believe that the 

Ticker Company Name Average Weight(3) Contribution to Return

T O P  F I V E  C O N T R I B U T O R S — S M A L L  C A P  G R O W T H

CRDO Credo Technology 3.84% 1.95%

RMBS Rambus 2.49% 1.31%

STRL Sterling Infrastructure 3.03% 1.26%

FIX Comfort Systems USA 2.71% 1.26%

INOD Innodata 2.33% 1.09%

B O T T O M  F I V E  C O N T R I B U T O R S — S M A L L  C A P  G R O W T H 	

SFM Sprouts Farmers Market 2.17% -0.84%

PLMR Palomar 2.30% -0.70%

LNTH Lantheus 1.07% -0.66%

QTWO Q2 2.11% -0.55%

DUOL Duolingo 1.87% -0.49%

C O N T R I B U T O R S  T O  R E T U R N ( 1 ) ( 2 )

(1)	Based on a representative account of the strategy discussed. Portfolio characteristics (e.g., sector weights, valuation, growth rate) are based on a 
representative account that we believe is illustrative of the strategy. All accounts in the strategy are invested identically in the same securities unless a 
client has imposed restrictions. Characteristics and/or holdings on a given date may vary due to pending trades.

(2)	The securities listed should not be considered a recommendation to purchase or sell a particular security. These securities represent the top five and 
bottom five contributors by weight to the performance of a representative account in this strategy as of the date stated and are intended for informational 
purposes only. The reader should not assume that investments in the securities identified or discussed were or will prove to be profitable. The past 
performance of these securities is no guarantee of future results. The specific securities identified and described may not represent all of the securities 
purchased, sold, or recommended for this strategy. To request a complete list of holdings recommendations for this strategy over the past year or a list 
showing the contribution of every holding to the performance of the representative account for the time period stated, please contact Renaissance at 
compliance@reninv.com.

(3)	Average weights over the presentation period. 

Sources: Renaissance Research, FactSet
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company is in the early stages of its full growth potential and expect the company to continue 
to gain share and expand the market for organ transplants.

We exited our position in Comfort Systems USA (FIX), a position that we added in March 
2020, as its market cap exceeded the upper limit set for our Small Cap Growth Strategy.

Real GDP (i.e., inflation adjusted) grew at an annualized rate of 3.8% in the second quarter, 
according to an estimate by the Bureau of Economic Analysis released in September, marking a 
sharp recovery from the 0.6% decline in the first quarter. Consumer spending rose significantly 
during the second quarter, making the most positive contribution to overall growth. Much of the 
market concerns about tariff policies unveiled by the Trump administration in early April appear 
to have abated, although it is still too early to clearly discern their ultimate economic effects.

The stock market recovery since its initial selloff in April has been dramatic. The S&P 500 has 
gained in each of the last five months, and from the end of April through the end of September 
the index has risen 20.1%. From its lowest level in April, the index gained 32.1% through Sep-
tember. While it is true that the market has been led by a relatively small group of highly priced 
technology stocks, this has still been a remarkable accomplishment.

The strong gains over the past five months might suggest a pullback in prices in the near future, 
but a look at history suggests otherwise. We examined every five month period since 1980 in 
which the S&P 500 gained at least 15% and measured how the index did over the next twelve 
months. On average, the index gained a further 11% over the following twelve months and posted 
positive returns 85% of the time. Both figures are slightly above average for all 12-month periods.

On September 9, the Bureau of Labor Statistics reported that the U.S. added approximately 
911,000 fewer jobs than originally thought over the twelve months ending March 31. This 
implied much slower job growth in late 2024 and early 2025 and undoubtedly contributed to 
the Fed’s decision to reduce interest rates in September. Projections for the Fed Funds rate in the 
future now predict a significant decline through next year, which could provide support for the 
stock market. However, it is worth noting that inflation remains well above the Fed’s 2% target, 
which may inhibit a more significant reduction in rates over the near term.

As mentioned, the most volatile stocks in the Russell 2000 Growth Index are enjoying a hefty 
advantage this year, with the tenth decile outperforming by more than twice the next best de-
cile. We analyzed quarterly returns by volatility deciles to examine prior periods of outperfor-
mance by the most volatile stocks and found that, since 2004, there have been four periods of 
dominance by the tenth decile. 

These periods of outperformance by the most volatile stocks have been impressive in their mag-
nitude, but they typically have been short-lived, with the longest period lasting five quarters. 
(It is worth noting that the longest episode occurred amid significant government stimulus in 
response to COVID-19.) 

Despite the rather impressive bursts, the track record for the most volatile stocks in aggregate 
is notably poor. During the remaining 73 quarters when less volatile stocks performed better, 
the most volatile stocks were down 87% in absolute terms. Therefore, despite being up 1810% 
during their best 14 quarters of relative performance, their total return over the course of the 
nearly 22 years studied is a 152% cumulative return, or 4.3% annualized. This compares to the 
profitable companies of the Russell 2000 Growth Index 10.9% annualized return, a 6.6% an-
nualized return difference.

One might expect excellent performance to show up in valuation metrics and, in fact, it does. 
As of September 30, the tenth decile stocks were trading at an average P/E of 34.2 times fiscal 
year two expected earnings. This is a 36% premium to the decile’s historical average and a 76% 
premium to the other nine deciles as of September 30. We expect to see the market broaden out 
from here, with a rotation back to stocks of companies with strong fundamentals. 
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D I S C L O S U R E S 

The opinions stated in this presentation are those of Renaissance as of September 30, 2025 and are subject to change at any time 
due to changes in market or economic conditions.

G I C S  S E C T O R  I N F O R M A T I O N
Sector Listing according to MSCI and S&P Dow Jones data: MSCI and S&P Dow Jones do not make any express or implied 
warranties or representations and shall have no liability whatsoever with respect to any GICS data contained herein. 

P E R F O R M A N C E 
If Renaissance or benchmark performance is shown, it represents historically achieved results, and is no guarantee of future perfor-
mance. All performance is shown in U.S. dollars unless otherwise stated. Future investments may be made under materially differ-
ent economic conditions, in different securities and using different investment strategies and these differences may have a significant 
effect on the results portrayed. Each of these material market or economic conditions may or may not be repeated. Therefore, 
there may be sharp differences between the benchmark or Renaissance performance shown and the actual performance results 
achieved by any particular client. Benchmark results are shown for comparison purposes only. The benchmark presented represents 
unmanaged portfolios whose characteristics differ from the composite portfolios; however, they tend to represent the investment 
environment existing during the time periods shown. The benchmark cannot be invested in directly. The returns of the benchmark 
do not include any transaction costs, management fees or other costs. The holdings of the client portfolios in our composites may 
differ significantly from the securities that comprise the benchmark shown. The benchmark has been selected to represent what 
Renaissance believes is an appropriate benchmark with which to compare the composite performance. 

The value of an investment may fall as well as rise. Please note that different types of investments involve varying degrees of risk 
and there can be no assurance that any specific investment will either be appropriate or profitable for a client or prospective client’s 
investment portfolio. Investor principal is not guaranteed and investors may not receive the full amount of their investment at the 
time of sale if asset values have fallen. No assurance can be given that an investor will not lose invested capital. Consultants supplied 
with these performance results are advised to use this data in accordance with SEC guidelines. The actual performance achieved by 
a client portfolio may be affected by a variety of factors, including the initial balance of the account, the timing and amount of any 
additions to or withdrawals from the portfolio, changes made to the account to reflect the specific investment needs or preferences 
of the client, durations and timing of participation as a RIM client, and a client portfolio’s risk tolerance, investment objectives, 
and investment time horizon. All investments carry a certain degree of risk, including the loss of principal and are not guaranteed 
by the U.S. government.

R E F E R E N C E D  I N D I C E S
(Indices are unmanaged and are not available for direct investment.)

Russell 2000 Growth Index—The Russell 2000 Growth Index is composed of the smallest 2,000 of the 3,000 largest U.S. compa-
nies based on total market capitalization with higher price-to-book ratios and higher forecast growth values.

S&P 500 Index—The S&P 500 Stock Index is a market capitalization weighted index and consists of 500 stocks chosen for market 
size, liquidity and industry group representation. 

R E S E A R C H - B A S E D  V A L U A T I O N  A N D  V O L A T I L I T Y  A N A L Y S I S
Information discussed that reflects the results of research conducted by Renaissance Investment Management on the small-cap growth 
universe is provided for informational and educational purposes only and does not constitute investment advice or a recommendation 
to buy or sell any security. The information presented is based on data obtained from sources believed to be reliable, including market 
indices and third-party providers, but Renaissance Investment Management does not guarantee its accuracy, timeliness, or complete-
ness. The information is current only as of the date indicated and is subject to change without notice. Any references to valuation 
metrics or volatility characteristics reflects historical index- or universe-level market data and should not be construed as actual or 
simulated performance of any Renaissance portfolio. 

	An index is an unmanaged portfolio of securities often used as a benchmark to measure performance of certain asset classes. Investors 
cannot invest directly in an index. Index returns do not reflect the deduction of management fees, trading costs, or other expenses, 
which would reduce actual returns.

Investing in small-cap stocks involves greater risk and volatility than investing in larger, more established companies. Past market 
performance, whether actual or based on research data, is not indicative of future results. 

R U S S E L L  D A T A
FTSE Russell is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a 
trademark of FTSE Russell. This presentation may contain confidential information and unauthorized use, disclosure, copying, dis-
semination or redistribution is strictly prohibited. This is a presentation of Renaissance Investment Management. FTSE Russell is not 
responsible for the formatting or configuration of this material or for any inaccuracy in Renaissance’s presentation thereof.

Continued
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S & P  D A T A
S&P Dow Jones is the source and owner of the trademarks, service marks and copyrights related to the S&P Indexes. S&P® is a 
trademark of S&P Dow Jones. This presentation may contain proprietary S&P data and unauthorized use, disclosure, copying, 
dissemination or redistribution is strictly prohibited. This is a presentation of Renaissance Investment Management. S&P Dow 
Jones is not responsible for the formatting or configuration of this material or for any inaccuracy in Renaissance’s presentation 
thereof. This data is to be used for the recipient’s internal use only.

S T O C K  R E F E R E N C E S 
Any securities referenced should not be considered a recommendation to purchase or sell a particular security. These securities 
represent a portion of the companies held in a representative account in this strategy as of the date stated and are intended for 
informational purposes only. Nonperformance-based criteria have been used to select the securities listed unless otherwise stated. 
The reader should not assume that investments in the securities identified or discussed were or will prove to be profitable. The past 
performance of these securities is no guarantee of future results. The specific securities identified and described may not represent 
all of the securities purchased, sold, or recommended for this strategy. To request a complete list of holdings recommendations for 
this strategy over the past year or a list showing the contribution of every holding to the performance of the representative account 
for the time period stated, please contact Renaissance at compliance@reninv.com.


