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This Small-Cap Manager Is Up 94%. Betting
On Hidden Drivers In The New Economy

SERGEI KLEBNIKOV, FORBES STAFF

eedham’s John Barr is trounc-
ing the market investing in
overlooked companies pow-
ering Al, defense and nation-
al infrastructure.

Lasers that can shoot down drones.
Data center infrastructure powering arti-
ficial intelligence. Trade schools training
the next generation of electricians and
welders.

These might not seem like the usual
ingredients of a top-performing mutual
fund, but they’ve helped propel the $2.3
billion (assets) Needham Aggressive
Growth Fund (NEAGX) to a 94% return
over the past year and a 58% gain so far
in 2026, far outpacing both the S&P 500
and Russell 2000.

Portfolio manager John Barr has built
that track record by investing in what
he describes as the “picks and shovels”
of the new economy: small-cap compa-
nies building the infrastructure behind
everything from artificial intelligence to
modern warfare. He calls them “hidden
compounders.”

The bet is simple: instead of chasing
the companies everyone already knows,
Barr is investing in the ones making them
possible.

Barr, who has run the fund since 2010,
spent 14 years in the semiconductor in-
dustry before moving to Wall Street as an
analyst and later a portfolio manager.
That background helps explain his fo-
cus on underfollowed companies with an
established core business that are qui-
etly investing in a new product or service
the market doesn’t yet fully appreciate.
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“The market rarely looks beyond 12 to 18  nLight (LASR), a Camas, Washington-
months,” he says. “We’re trying to look based company that produces high-
much further out than that.” powered lasers to shoot down drones.

Take the case of Barr’s largest holding,  Originally focused on industrial uses like




cutting and welding, it has spent years
investing in directed-energy systems for
defense.

Barr began building a position five to
six years ago, drawn to the company’s
founder-led management and the po-
tential upside from its pivot into defense.
At the time, the market largely viewed
nLight as an industrial business. Today,
growing concerns around drone incur-
sions—from military use to commercial
airspace—have helped bring that oppor-
tunity into focus. Last year nLight had
$261 million in revenue with a net loss
of $23 million, though Barr expects the
company will soon become profitable.
Its stock has risen 97% so farin 2026 and
currently trades at $75 per share.

“It had an established business that
gave us a margin of safety,” says Barr.
“The upside was in something the market
didn’t yet appreciate.”

Barr investment selection process
starts by identifying smaller companies
with a stable legacy business and a po-
tential new growth engine. Positions be-
gin small. As those bets begin to work, he
adds to them during a “transition” phase,
before ultimately holding onto the win-
ners for years as they evolve into what he
considers “quality compounders.”

The strategy requires patience. Barr’s
average holding period is roughly a de-
cade, and Morningstar lists turnover at
about 16%, far lower than most growth
strategies. Early-stage bets are sized
modestly to limit downside, while suc-
cessful investments are allowed to grow
into larger positions over time.

That discipline has produced a hand-
ful of massive winners. Barr’s fund holds
just over 100 stocks, but he estimates
that roughly 20 investments over his ten-
ure have generated returns of five times
or more, with some delivering gains
of 10 times, 50 times or higher. A rela-
tively small group of long-term holdings
has driven the bulk of the fund’s outper-
formance.

More recently, where Barr has applied
that process has mattered just as much
as how. He has leaned heavily into what
he sees as the backbone of the next
economic cycle: infrastructure, broadly
defined. That includes semiconductor
manufacturing, data centers, defense
technologies and the skilled labor re-
quired to build and maintain it all.

That positioning paid off in early 2026.
Eight of Barr’s ten largest holdings were
also among the fund’s top contributors in
the first quarter, including nLight, Vertiv
Holdings, Vicor, Lincoln Educational Ser-

Top 10 Holdings Needham
Aggressive Growth Fund

These high-flying small caps have boosted the
fund to a 58% return so far this year.

Company Ticker
nLight LASR
Victor VICR
Vertiv Holdings VRT
Lincoln Educational Services LINC
PDF Solutions PDFS
Arteris AlP
Oil-Dri OoDC

Universal technical Institute UTI

Vishay Intertechnology VSH

Thermon Group THR

SOURCE: Morningstar Data, company financials

vices and Universal Technical Institute.
nLight has risen 97%, Vicor 170%, Vertiv
82%, Lincoln Educational Services 120%,
UTI 83% and PDF Solutions 92% so far
this year.

Ohio-based Vertiv Holdings (VRT) pro-
vides power and cooling equipment for
data centers. It has annual revenue of
over $10 billion and posted net profits of
$1.3 billion last year. Barr initially bought
shares after the company went public
via a SPAC, attracted by its exposure
to the growing demand for digital infra-
structure.

The investment was volatile early on.
Inflation and pricing pressures hit mar-
gins, sending the stock sharply lower.
Barr used the pullback to build his posi-
tion, betting that management could fix
operational issues over time. As demand

Annual Revenue YTD Return
$261M 97%

$453M 170%
$10.23B 82%

$518M 120%
$219M 92%
$70.6M 135%
$485M 70%

$835M 83%

$3.078B 325%
$536M 62%
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for data centers surged—-driven in part by
artificial intelligence-Vertiv rebounded
and became one of the fund’s largest
holdings.

Barr’s background covering semicon-
ductors has also led him to companies
like California-based PDF Solutions
(PDFS), a lesser-known firm that provides
data analytics and software to chip
manufacturers. The company recorded
$219 million in sales last year, while post-
ing a small profit loss after two prior
years of profitability. Its tools help im-
prove yields and efficiency in chip pro-
duction, which is an increasingly critical
function as manufacturing becomes
more complex.

The company has been a long-term
holding and is part of Barr's “super
seven,” his internal nickname for seven



stocks that have generated a dispro-
portionate share of the fund’s returns.
Its close ties to major industry players,
including Intel, position it to benefit from
efforts to expand domestic chip manu-
facturing.

Not all of Barr’s investments are tied
directly to high-tech industries. One of
his more unconventional bets is Chi-
cago, lllinois-based Qil-Dri Corporation
of America (ODC), a niche business that
mines and processes clay used in prod-
ucts ranging from cat litter to industrial
filtration. The company made $485 mil-
lion in revenue last year with net profits
of $54 million.

Barr was drawn to the company’s
unique assets and long-term investments
in new applications. Over time, Oil-Dri
has expanded into areas like lightweight
cat litter and animal health products,
where its materials can be used to im-
prove livestock nutrition and reduce reli-
ance on antibiotics. The stock took years
to gain traction, but more recently those
investments have begun to pay off. The
company also has little to no Wall Street
coverage, which is something Barr views
as an advantage.

“If no one’s looking at it, that’s often
where the opportunity is,” he says.

Another piece of Barr’s broader theme
is New Jersey-based Lincoln Educa-
tional Services (LINC), which operates

vocational schools focused on training
workers in fields like HVAC, electrical
work and welding. Revenue grew 20%
last year to $518 million, while net profits
doubled to $20 million. As demand for
infrastructure projects and manufactur-
ing grows, Barr sees a shortage of skilled
labor that companies like Lincoln are po-
sitioned to help address.

“None of this works without labor,” says
Barr.

The common thread across these in-
vestments is that they sit behind larger,
more visible trends. Rather than betting
on the winners everyone can see, Barr
is focused on the companies enabling
them. That includes the infrastructure
powering Al, the technologies reshaping
defense or the workforce needed to sup-
port it all.

Not every bet works. Barr points to KVH
Industries, which makes satellite com-
munication systems for ships. Today the
company makes $100 million in annual
revenue with a net loss of nearly $10 mil-
lion. When Barr first invested in 2013, he
believed the company could expand into
content and become a kind of “Netflix
of the seas,” but that strategy never fully
materialized—especially as new com-
petitors like Starlink reshaped the mar-
ket. While KVH survived and restructured
under new leadership, the stock remains
below where Barr originally purchased it

more than a decade ago.

In another case, Canadian firm DIRTT
Environmental Solutions, which makes
prefabricated office interiors, struggled
after its founder clashed with the board
and was eventually pushed out. The busi-
ness was further hit when construction
activity collapsed during the pandemic.
Barr exited after the turnaround failed to
take hold. He had purchased the stock
in 2017 at roughly $4 per share, today it
trades for 50 cents a share.

Those missteps, however, have gen-
erally been contained. Because early-
stage positions are kept small, losses
tend to be limited. Over time, the out-
sized gains from a handful of winners
have more than made up for the misses.

Barr also resists the temptation to sell
those winners too early. “If you let the
winners run, that’s where the returns
come from,” he says.

More broadly, he sees small-cap in-
vesting as an area rich with opportu-
nity especially as Al begins to transform
seemingly mundane businesses. Fewer
analysts and less coverage, he argues,
create inefficiencies that disciplined in-
vestors can exploit.

“There’s just less attention on these
companies,” says Barr. “If you do the
work and take a long-term view, you can
find some really interesting opportuni-
ties.”
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This article reprint features John Barr, who is a Portfolio Manager at Needham Investment Management, LLC. Needham Investment Management, LLC. has facilitated
the procurement and access of this article eprint. It does not constitute individual investment advice or a recommendation to buy or sell any specific security or the Fund.

Needham Investment Management, LLC is an SEC-registered investment adviser. The performance information referenced herein is for illustrative purposes only. Past
performance is not indicative of future results. Investment returns and principal value will fluctuate so that an investor’s shares, when redeemed, may be worth more or
less than their original cost. Mutual fund investing involves risk, including the possible loss of principal. The fund discussed holds substantial exposure to Small-capital-
ization, micro-capitalization, and emerging infrastructure companies. These specific asset classes are subject to greater price volatility, lower market liquidity, and higher
fransaction costs than larger, more established firms. Performance data quoted in the accompanying article represents past performance as of June 6, 2026. Current
performance may be higher or lower than the performance data quoted. To manage for market volatility, the SEC and FINRA require long-term performance horizons to
contextualize short-term returns. For the funds most recent month-end performance metrics, gross/net asset values, and a copy of the prospectus containing investment
objectives, risks, charges, and expenses, please visit https.//www.needhamfunds.com/ or call 1-800-625-7071. Please read the prospectus carefully before investing.
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