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Key Takeaways 
Markets: The Russell 2000 Growth Index rose 25.6% in the second quarter, its third-best quarterly gain in 20 years and •
only the fourth quarter over that span with a return above 20%. Unlike the prior instances, which followed severe market 
declines including the rebounds from the Global Financial Crisis in 2009 and the COVID recovery cycles in 2020, this 
quarter’s performance followed a very modest first-quarter decline. Its speed and magnitude likely reflects the evolving 
market structure dynamics, including elevated retail volumes (2x the 2024 averages in May and June), benchmark 
concentration and narrow thematic leadership. 
Contributors: Holdings in Bloom Energy, Allegro MicroSystems and Lattice Semiconductors. Stock selection in •
materials, industrials and energy. 
Detractors: Holdings in Wix.com, Insmed and Matador Resources. Stock selection in health care, financials and IT. •
Outlook: Given investor appetite for undiscovered growth stories, innovation, an AI investment cycle with related •
opportunities and risks and a possible cyclical recovery, we see potential for continued small cap outperformance. 

Performance Review 
The ClearBridge Small Cap Growth Portfolios generated strong absolute returns but underperformed their Russell 2000 •
Growth benchmark, which gained nearly 26% for the quarter. Idiosyncratic weakness in select health care and financials 
holdings, software pressure and under-exposure to high-beta and high-momentum AI-exposed stocks overcame the Fund’s 
winners across AI-exposed businesses and several strong company-specific execution stories.   
In health care, weakness was concentrated in a few idiosyncratic holdings, despite a strong quarter for biotech. Long-•
standing biotech holding Insmed gave up some of the prior year’s strength driven by concerns around the pace of key drug 
Brinsupri’s launch. We remain confident in the meaningful long-term peak sales potential and believe recent weakness has 
been overly punitive. Insulet, the maker of insulin patch pumps, also detracted amid broad medtech weakness, minor 
product quality issues and rising concerns around potential future competition. Conversely, TG Therapeutics, a commercial-
stage biopharmaceutical company producing a multiple sclerosis treatment, posted strong gains following better sales for its 
key product alongside positive clinical data for a subcutaneous version that could expand its addressable market.   
Information technology (IT) was another area of relative weakness despite exceptionally strong performance from several •
holdings across semiconductors and security software. We saw material gains in semiconductor holdings such as Allegro 
MicroSystems and Lattice Semiconductors, both of which benefited from recovery in previously depressed industrial and 
automotive end markets alongside increasing content gains in newer AI server architectures. Within security software, data 
governance software provider Varonis Systems was buoyed by potential demand tailwinds tied to increasing AI utilization, as 
well as rumors of potential takeover interest. However, these gains could not fully keep pace with benchmark strength (+47% 
for IT with semiconductors +98%) as over one-quarter of the 41 benchmark semiconductor holdings doubled and nearly half 
were up by over 50%. 
AI disruption concerns continued to weigh on several software holdings including Wix.com, a website creation, commerce •
and business management software platform, amid fears of AI-native competition and the investment required to develop its 
own AI capabilities. Similar disintermediation concerns affected alternative asset managers that have funded software go-
private transactions, including Hamilton Lane. 
Industrials and materials positively contributed, though results were mixed by subsectors. The Strategy saw strength in AI •
infrastructure enablers such as Bloom Energy, whose alternative fuel cells are increasingly used to help data centers address 
constraints in grid access. Specialty chemicals and materials provider Element Solutions also rose, supported by cyclically 
recovering end markets and increasing semiconductor demand. Beyond AI tailwinds, Xometry, an online marketplace for on-
demand manufactured parts, gained on continued acceleration in growth and profitability, as well as a new partnership with 
Siemens which should provide an incremental growth channel. 

Outlook 
We are encouraged that small cap securities have continued to recover from one of their longest losing streaks on record, •
with the Russell 2000 Growth Index up over 77% from the Liberation Day lows versus 56% for the Russell 1000 Growth Index. 
According to Jefferies Equity Research, relative valuation versus large caps still sits in the 21st percentile, suggesting there 
could be further runway to reverse the multi-year small cap underperformance. Elevated retail and quantitative fund 
participation in such an indiscriminate risk-on environment has challenged active managers, although such pressure is 
common in reversal periods. Given investor appetite for undiscovered growth stories, innovation, an AI investment cycle with 
related opportunities and risks and a possible cyclical recovery, we see potential for continued small cap outperformance. 
At the same time, the market is contending with rapid disruption, geopolitical headlines and reversals that complicate •
consumer and business investment cycles, as well as a reassessment of perceived winners and losers. Debates around AI 
capital spending and which elements of the supply chain capture the most economic return will persist, and this 
technological arms race appears likely to dominate the market’s attention. Importantly, the next phase of opportunity may 
extend beyond the companies building AI infrastructure to the companies using AI effectively. Businesses in transportation, 
biotechnology, financial services and other industries may be able to unlock cost savings, productivity gains or new revenue 
opportunities that are not yet fully reflected in stock prices. In a market where leadership can change quickly and narratives 
often move faster than fundamentals, our bottom-up discipline is designed to separate durable growth from temporary 
momentum.  

Top Equity Issuers (% of Total) 
Holding Portfolio
Lattice Semiconductor Corp 3.61
Allegro MicroSystems Inc 3.27
RBC Bearings Inc 2.79
Element Solutions Inc 2.48
Xometry Inc 2.19
Dutch Bros Inc 1.97
Construction Partners Inc 1.96
Moog Inc 1.96
BWX Technologies Inc 1.90
Varonis Systems Inc 1.85
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Average annual total returns (%) - as of June 30, 2026-PRELIMINARY 

 

*Cumulative total returns 

Benchmark(s) 
Benchmark =Russell 2000 Growth Index  
The strategy returns shown are preliminary composite returns, subject to future revision (downward or upward). 
ClearBridge Investments, LLC claims compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered trademark of CFA Institute. CFA Institute 
does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. 
To obtain specific information on available products and services or a GIPS Report, contact your Franklin Templeton separately managed account sales team at (800) DIAL 
BEN/342-5236. 
Past performance is not a guarantee of future results. An investment in this strategy can lose value. Please visit www.franklintempleton.com for the latest performance figures. 
Investors cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges. 
Fees: Periods less than one year are not annualized. Performance results are for the composite which includes all actual, fully discretionary accounts with substantially similar investment 
policies and objectives managed to the composite’s investment strategy. Composite returns are stated in U.S. dollars and assume reinvestment of any dividends, interest income, capital gains, 
or other earnings. The composite may include account(s) that are gross of fees and pure gross of fees. “Pure” gross-of-fee returns do not reflect the deduction of any expenses, including 
transaction costs. A traditional (or “true”) gross-of-fee return reflects performance after the reduction of transaction costs but before the reduction of the investment advisory fee. The gross-of-
fee return may include a blend of “true” gross-of-fee returns for non-wrap accounts and “pure” gross-of-fee returns for wrap accounts. Net-of-fee returns is reduced by a model “wrap fee” (3.0% 
is the maximum anticipated wrap fee for equity and balanced portfolios) which includes trading expenses as well as investment management, administrative and custodial fees. The model wrap 
fee used represents the highest anticipated wrap fee applicable to the strategy. Actual fees and account minimums may vary.  
For fee schedules, contact your financial professional, or if you enter into an agreement directly with Franklin Templeton Private Portfolio Group, LLC (“FTPPG”), refer to FTPPG’s Form ADV Part 2A 
disclosure document. Management and performance of individual accounts may vary for reasons that include the existence of different implementation practices and model requirements in 
different investment programs. 

What are the Risks? 
All investments involve risks, including possible loss of principal. Small- and mid-cap stocks involve greater risks and volatility than large-cap stocks. International investments are 
subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging markets. 

Glossary 
The global financial crisis (GFC) refers to the period of extreme stress in global financial markets and banking systems between mid 2007 and early 2009. 
The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. Source: FTSE. 

Important Information 
The information provided is not a complete analysis of every material fact regarding any country, market, industry, security or portfolio. Because market and economic conditions are subject to 
change, comments, opinions and analyses are rendered as of the date of this material and may change without notice. A portfolio manager’s assessment of a particular security, investment or 
strategy is not intended as individual investment advice or a recommendation or solicitation to buy, sell or hold any security or to adopt any investment strategy; it is intended only to provide 
insight into the portfolio’s selection process. Holdings are subject to change. 
These materials are being provided for illustrative and informational purposes only. The information contained herein is obtained from multiple sources that are believed to be 
reliable. However, such information has not been verified, and may be different from the information included in documents and materials created by the sponsor firm in whose 
investment program a client participates. Some sponsor firms may require that these materials be preceded or accompanied by investment profiles or other documents or 
materials prepared by such sponsor firms, which will be provided upon a client’s request. For additional information, documents and/or materials, please speak to your Financial 
Professional or contact your sponsor firm. 
Franklin Templeton (FT) is not undertaking to provide impartial advice. Nothing herein is intended to provide fiduciary advice. FT has a financial interest. 
The Russell 2000 Growth Index measures the performance of the small-cap growth segment of the U.S. equity universe. 
Source: FTSE. 
Important data provider notices and terms available at www.franklintempletondatasources.com. All data is subject to change.  
Holdings are provided for informational purposes only and should not be construed as a recommendation to purchase or sell any security. 
Separately Managed Accounts (SMAs) are investment services provided by Franklin Templeton Private Portfolio Group, LLC (FTPPG), a federally registered investment advisor. Client portfolios 
are managed based on investment instructions or advice provided by one or more of the following Franklin Templeton affiliated sub-advisors: ClearBridge Investments, LLC. Management is 
implemented by FTPPG, the designated sub-advisor or, in the case of certain programs, the program sponsor or its designee. 
ClearBridge Investments, LLC is a Franklin Templeton affiliated company. 
© Franklin Templeton. All rights reserved.

Composite 3-Mo* 6-Mo* YTD* 1-Yr 3-Yr 5-Yr 10-Yr 15-Yr 20-Yr 25-Yr Inception Inception Date
Net of Fees 21.14 19.52 19.52 27.33 9.47 -0.61 9.27 8.34 — — 10.25 10/31/2008
Pure Gross of Fees 21.98 21.25 21.25 31.08 12.74 2.38 12.53 11.58 — — 13.53 10/31/2008
Benchmark 25.71 22.18 22.18 38.74 18.44 5.57 11.97 10.81 — — 12.60 —
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