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Most investors know who won the first phase of the Al boom. The more interesting
question is who wins next. History suggests that once a new technology becomes
embedded in the real economy, the biggest opportunities often emerge far beyond
the original market leaders.

The first phase

The first act of the Al boom was easy to identify and hard to avoid: own the hyperscalers, own the chip
makers, own the platforms. According to JP Morgan, since ChatGPT’s launch in late 2022, Al-linked
technology stocks have accounted for roughly 75% of the S&P 500's returns and 80% of earnings
growth?. By May 2026, the top 10 US stocks represented 33% of the entire market's value.

That concentration helps explain why Smaller Companies, in both Europe and the US, struggled for
much of the first Al wave. Capital flowed towards a handful of obvious winners, while anything beyond
the Magnificent Seven was either ignored or treated as collateral damage. By late 2025, US SmallCaps
represented only 1.2% of total US market capitalisation - close to a century low - as reverse stock splits
surged and financial pressure built at the smaller end of the market.

Markets do not stand still, however. Once a technology moves from novelty to infrastructure, the
opportunity pool tends to widen. That shift, we think, is now underway.

Lessons from TMT

We have seen this pattern before. During the TMT boom of the late 1990s, the logic was identical: own
the internet platforms, own the telecoms infrastructure builders, own the hardware giants. Between
1995 and 2000, the MSCI World LargeCap Growth Index outperformed everything else. Smaller
Companies, in both the US and Europe, were largely left behind as investors chased the clear winners
of the new technology age.

A change then occurred. As the internet moved from novelty into everyday infrastructure - as

1 “The Blob: Capital, China, Chips, Chicago and Chilliwack”, JP Morgan, September 2025.
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companies of all sizes began to adopt e-commerce, enterprise software, digital payments and
networked supply chains - the value pool broadened dramatically. The winners of that second wave
were not the original dot-com giants; many of those had already blown up. The biggest winners were
the businesses that had learned to use technology as a competitive weapon: the nimble, the
specialised, the less well-known. From 2000 to 2005, the MSCI World Small Cap index delivered
cumulative returns that exceeded those of the MSCI World by more than 70% (equivalent to an
annual outperformance of more than 11%). To put it simply: a decade of SmallCap outperformance
followed what had been a fallow period for the asset class.

The parallel with today is not perfect, but it is instructive. So far, the Al rally has been brutally
concentrated in a handful of MegaCap names. The next leg, if history is any guide, belongs to the
businesses that harness Al as an operating tool, that supply the unglamorous but mission-critical
components of Al infrastructure, and that have been largely overlooked precisely because they do
not carry an Al badge on their chest. That is the hunting ground for active Smaller Company investors
today.

The next phase

The clearest recent evidence comes from the market itself. By 2 June 2026, the Russell 2000 was up
17% year-to-date versus 11% for the S&P 500, with particularly strong gains in Technology (+50%),
Energy (+39%) and Industrials (+27%). Many of the strongest performers have exposure to
semiconductor equipment, power infrastructure and other beneficiaries of the roughly $800 billion of
hyperscaler capital expenditure.

Al is no longer just a software story. As adoption accelerates, it is becoming an increasingly physical
one. Data centres require land, power, cooling, cabling, water, insurance, financing, controls and
ongoing maintenance. The European Commission expects EU data-centre capacity to more than double
from 12 GW in 2025 to 28 GW by 2030, with the sector already accounting for around 2.5% of EU
electricity consumption. Al and cloud computing are turning data-centre demand into a system-level
industrial challenge.

Academic research points in the same direction. A 2026 study projected that electricity consumption
by the six leading Al firms would rise from approximately 118 TWh in 2024 to as much as 295 TWh by
2030, with Western Europe among the regions most exposed to localised power-system stress. Al is
increasingly moving beyond the digital world and into the infrastructure of the real economy.

SmallCap beneficiaries

Following extensive work by our Analysts, involving meetings with company management teams and
industry experts, we see the investment opportunity falling into two parts.

The first is supply: firms providing the physical building blocks of Al deployment — data-centre
construction, power transmission, liquid cooling, networking, building controls and industrial
connectivity. Their products may be unglamorous, but unglamorous is not the same as unimportant.
When the binding constraint shifts from compute to heat rejection or grid connection, these
companies become chokepoints.

The second part is adoption: companies using Al to reduce costs, improve workflows, increase
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pricing power, launch new services or deepen customer relationships. This part of the story is still
underappreciated. A 2025 field-experiment paper in online retail found that generative Al adoption
produced meaningful sales and productivity gains, with treatment effects of up to 16.3% and,
importantly, smaller and newer sellers often benefited disproportionately. Smaller Companies, with
fewer legacy processes to unpick, can often move faster than sprawling incumbents.

Some of our companies are already leading in these areas *2:

e Merlin Properties is the most direct listed European expression of Al's physical buildout. In
2024, management expected data centres to rise from less than 1% of revenue to around 40%
by 2030. That target has since been revised upward to 45-50% by 2030 and as high as 75% by
2033. By end of 2025, data centres were already contributing around 6% of rents, and Merlin's
Plan MEGA (now rebranded 'From Mega to Giga') targets 730 MW of total capacity by 2032.
This is Al translated into powered land, concrete and recurring rental income

e Belimo is a textbook “picks and shovels” winner. While much of the market's attention is
focused on Al chips, a key constraint is increasingly cooling. Rising rack power densities are
accelerating adoption of liquid-cooling and other advanced thermal-management technologies,
where Belimo's products play a critical control and monitoring role. As Al infrastructure scales,
the company offers exposure to an often-overlooked but increasingly important part of the
value chain.

e Kainos has quietly become more than a digital-services and Workday implementation partner.
As enterprises move beyond Al experimentation, demand is growing for trusted partners that
can embed Al into real business processes. Kainos has developed capabilities across data, Al
and automation, helping clients deploy practical solutions that improve efficiency and decision-
making without the complexity of building models themselves.

e Hiscox is particularly interesting because it benefits both as an adopter and as a risk specialist.
Al is already being used across underwriting, claims and exposure management, helping
automate routine tasks and improve decision-making. The result is faster responses, reduced
administrative burden and a competitive advantage in a market where speed and service
increasingly matter.

e Fabrinet illustrates a different dimension of Al's expansion: the optical layer. The company
manufactures optical transceivers, photonic assemblies and high-bandwidth interconnects that
enable data to move efficiently within increasingly complex Al infrastructure. As Al clusters
scale, demand for high-performance optical networking is rising, supporting growth for
specialist manufacturers with the technical expertise and customer relationships required to
operate in this highly demanding market.

e Entegris operates further upstream but is no less essential. The company supplies advanced
materials, filtration products and process solutions used throughout semiconductor
manufacturing. As Al drives demand for more sophisticated chips, manufacturers require
increasingly specialised materials and higher levels of purity. This creates a structural tailwind

2 These companies are held in one or several Montanaro Funds; references to individual securities are illustrative and not
a recommendation; holdings are subject to change.
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for Entegris, whose products play a critical role in enabling advanced semiconductor
production.

What might come next

What this tells us is that the most interesting SmallCap Al opportunities may not look like Al stocks
at all. Much of the market's attention has understandably focused on the companies building models
and supplying the chips that power them. Yet as Al adoption broadens, a different set of winners is
beginning to emerge: the companies providing the infrastructure, services and specialist expertise that
make deployment possible.

After years of sub-par performance, 2026 is shaping up to be the year that SmallCaps make a
comeback. In Continental Europe, SmallCaps are up 9% year-to-date, approximately 3% ahead of the
broader market. In the US, the outperformance is closer to 6%. Yet despite this strong start, Smaller
Companies continue to trade at unusually depressed valuations, suggesting that the recovery may still
be in its early stages (see chart below).
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Source: Montanaro Asset Management, Factset.

The first phase of Al created some of the largest companies in the world. The next phase may create
some of the next generation of market leaders. For active Smaller Companies investors, the
opportunity has rarely been more compelling.
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The views expressed in this article are those of the author at the date of publication and not necessarily those of
Montanaro Asset Management Ltd. The information contained in this article is intended for the use of professional
and institutional investors only. It is for background purposes only, is not to be relied upon by any recipient, and is
subject to material updating, revision and amendment and no representation or warranty, express or implied, is made,
and no liability whatsoever is accepted in relation thereto. This article does not constitute investment advice, offer,
tnvitation, solicitation, or recommendation to issue, acquire, sell or arrange any transaction in any securities.
References to the outlook for markets are intended simply to help investors with their thinking about markets and the
multiple possible outcomes. Investors should always consult their advisers before investing. The information and

opinions contained in this article are subject to change without notice.
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