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Your Questions Answered: a 
quarterly Q&A series featuring 
the top 10 questions that clients 
and prospective clients ask our 
investment teams.



We focus on investing in attractive 
companies with the potential – through 
engagement aligned with the UN SDGs – to 
generate outcomes that benefit people, the 
planet and investors. 

Amid growing evidence that a company’s long-term success 
is correlated with the health of the economies, communities 
and environments in which it operates, our team is committed 
to delivering attractive returns whilst also engaging for 
positive societal and environmental impact. 

By engaging with companies on specific, relevant SDGs, we 
gain valuable insight into investment risks and longer-term 
opportunities that the company is exposed to. Such insight 
includes how a firm manages scarce resources, how it invests 
in its people, and how it supports equitable economic growth.

The 17 SDGs provide a common reference point for us to 
identify, assess and measure a company’s impact on society 
and the environment. Companies that can build and deliver 

Describe the philosophy of the SDG Engagement 
Equity Fund and why you engage with companies 
on the UN Sustainable Development Goals (SDGs) 
specifically?

innovation to help the world meet these goals are poised to 
benefit significantly as structural shifts in policy, technology and 
sentiment, create a fertile backdrop for them to capitalise on. 

Our research has found that approximately 40% of the SDGs 
169 targets are relevant points of dialogue between investors 
and corporations.1 Indeed, every company is affected by, or can 
contribute to, one or more of these goals – and, by so doing, 
they will almost always improve their overall business prospects.
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1 Source: Federated Hermes, as at 2020.
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What do you aim to achieve in your 
engagement conversations?2

As investors, we have the opportunity to influence 
what companies do and how they do it.

We will only invest in companies in which we see the potential for 
engagement to help the company create positive impact towards 
one or more of the SDGs. In assessing opportunities, we look at a 
company’s entire supply chain, including its relationships with and 
influence over its supply partners. We consider the company’s 
direct operations, including its resource efficiency and its approach 
to its workforce. We also examine its products and services – do 
they have the potential to reach under-served markets or to 
develop product offerings supportive of a more circular economy?

Through our engagement, we hope to encourage new initiatives, 
create new relationships, accelerate progress and raise 
ambitions, with a view to improving both the business’ long-term 
success and its contribution to SDG attainment. 

While we shall cajole where necessary, we want to give 
management the confidence to be bold and ambitious by 
supporting companies in implementing new approaches.

We execute a customised engagement plan for each portfolio 
company, which consists of general and specific objectives. The 
topics we engage on with every company include eliminating 
discrimination among employees and fair pay (which address 
the gender equality, no poverty and reduced inequalities SDGs). 
However, for example, in an engagement with a food retailer, we 
would also challenge it on a range of company-specific practices, 
such as the nutritional value and prices of the goods it sells, and 
the sustainability of the producers in its supply chain (which 
relate to the SDGs of good health and well-being, responsible 
production and consumption, life below water and life on land).

In assessing opportunities, we 
look at a company’s entire 
supply chain, including its 
relationships with and influence 
over its supply partners.



Are companies responsive to your 
engagements and why? 

Our engagement is integrated into the 
investment process, and is informed by a real 
understanding of the business and realistic 
expectations. For this reason, we have found 
high levels of engagement from the majority 
of the companies we work with. 

When identifying companies for inclusion in the fund, we 
consider how ‘engageable’ a company is as well as its scope 
for making an improved contribution towards the goals.

Successful engagement must include the following three 
characteristics in order to be both meaningful and impactful:
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By engaging with companies 
on specific, relevant SDGs, 
we gain valuable insight into 
investment risks and longer-
term opportunities that the 
company is exposed to. 

Patience: Meaningful and sustainable change 
requires deep corporate buy-in and resource 
deployment. This ultimately takes time.

Purposeful: Engagement must be fully integrated 
into the investment process, informing the 
decision to buy the stock and allowing active and 
ongoing portfolio manager involvement.

Informed and constructive: Effective 
engagement must develop from a deep 
understanding of a company’s particular business 
model and geographic footprint, rather than being 
derived from a one-size-fits-all framework.

Our understanding of effective shareholder engagement has 
been developed over many years. In our experience, dialogue 
with board members and senior executives is more effective 
than blunt coercion. What matters most is the strength of our 
argument, not the size of our proxy vote (although, 
sometimes, that can help).



We invest in, and engage with, high-quality 
small- and mid-cap stocks globally because 
this is where we think the greatest 
opportunity for influence lies. 

These companies are typically less well known than blue-chip 
names, and many have not previously been engaged by 
active shareholders. As a result, we believe that they have the 
potential to go on a more profound sustainability journey and, 
therefore, drive greater positive change. Their smaller size 
also enables us to directly access their management teams 
and boards, improving our ability to work constructively.

Why does the fund choose to focus 
on investing in small- and mid-cap 
companies?4

These companies are typically 
less well known than blue-
chip names, and many have 
not previously been engaged 
by active shareholders.



In principle, all companies are engageable 
to some extent; they all have employees, 
operations and some form of supply chain 
that could be more efficient.

However, we only seek to invest in those companies that have 
clear potential to make a positive contribution to the SDGs, 
and whom we believe are open to engaging on the matter. We 
start this process of identifying quality businesses with a high 
return on equity and high returns stability. Not only are these 
quality characteristics important from an investment standpoint 
but, in our experience, a strong balance sheet and stable 
returns means a company is more likely to have the bandwidth 
to invest in and manage new sustainable initiatives. 

To assess how receptive a company will be to engagement, 
we consider management quality and governance, and speak 
with management prior to investing. In general, we have 
found that companies with better governance structures are 
more open to engagement.

How do you determine if a company 
is ‘engageable’?5

When assessing an opportunity for engagement we look for a 
diverse range of characteristics, such as:

A company that has not previously established 
a sustainability programme, or has only just 
started one.

A company with a supply chain that includes 
natural resources or manufacturing.

A company that has products and services that can 
facilitate the SDGs.

A company that is acquisitive and takes on 
subsidiaries that require investment/upgrading.

The company has a high market share in its 
industry and can influence the way that industry 
develops.

A company that has Emerging Markets 
operations and/or revenue.

A company with scope to make internal 
improvements, such as those that have a large 
number of low-skilled employees or energy 
intensive manufacturing.



As figure 1 shows, we have engaged on all 
17 SDGs. However, we focus our 
engagement on the SDGs towards which 
companies can make the most tangible and 
direct contributions. 

The provision of employment is among the most direct ways 
that companies impact individuals and society. Through the 
provision of decent employment with stability, safe 
environments, training, and fair pay and benefits companies 
directly influence our economic, physical and mental wellbeing 
and in so doing can address issues around gender, economic 
and health inequalities. At the same time, companies 
commonly assert that employees are their most valuable asset. 
A company’s approach to working practices and employee 

benefits are a critical component in recruiting, retaining and 
motivating its people, and by doing so it maximises the 
productivity and value of this most important asset. For 
investors, employee job satisfaction and engagement offers 
important clues to the health and future performance of a 
company. More recently, we have increased our focus on SDG 
5 – gender equality – among others, which corresponds to our 
enhanced emphasis on the topic among our holdings in 
Japanese companies, in particular, during 2020.

Are there any specific SDGs that 
you engage on more than others?6
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The provision of employment 
is among the most direct 
ways that companies impact 
individuals and society. 

Figure 1. SDG engagement: relative to share of activity



We use our proprietary milestone system, 
shown below (developed by EOS at Federated 
Hermes (‘EOS’)), to track our progress towards 
each engagement objective. 

All company engagements are logged according to the issue 
being addressed, the corresponding SDG and the objective we 
are working towards. While all of our interaction is mapped 
according to the same broad framework, the concerns and 
related objectives of each engagement vary according to the 
company and its circumstances. 

Our engagement framework:

How do you track your  
engagement progress?7

While we set SMART engagement objectives and have 
recordable milestones along the way, measuring engagement 
is, in our experience, an art rather than a science. For this 
reason, we have developed meaningful governance processes. 
As a team – and in conjunction with colleagues from across 
EOS, and other investment teams – we formally review each 
engagement case and its progress every six months. 

This review informs our engagement priorities with the 
company and helps us to decide the position weighting in the 
portfolio. It also ensures that we remain focused on the fund’s 
dual objectives of delivering investment returns, and social and 
environmental impact.

2
The company 
acknowledges 
the issue as a 
serious investor 
concern, worthy 
of a response

3
The company 
develops a 
credible 
strategy to 
achieve the 
objective, or 
stretching 
targets are set 
to address the 
concern

4
The company 
implements a 
strategy or 
measures to 
address the 
concern

1
Our concern is 
raised with the 
company at the
appropriate 
level  

Milestone Progress

All company engagements 
are logged according to 
the issue being addressed, 
the corresponding SDG 
and the objective we are 
working towards.



We are committed to reporting on the 
progress and outcomes of our engagement 
efforts at both stock level and aggregated 
portfolio level. 

At portfolio level we are focused on measuring how our 
engagement enhances a company’s contribution to the SDGs. 
At present, we report on how our engagement aligns with the 
SDGs and the changes that have occurred on a number of 
proxy measures for sustainability performance over three 
years. These measures include:

How do you report on the effectiveness 
of your engagement activities?8

2 The QESG Scores, generated by our Global Equities at the international business of Federated Hermes, rank each stock worldwide in accordance with its ESG risk.

On an individual company 
basis, we first outline our 
theory of change and use 
narrative to show how our 
corporate engagement is 
generating real change 
within companies. 

 Carbon intensity; 

As disclosure from held and benchmark companies continues 
to increase, we hope to build on our reportable metrics and 
are currently expanding the scope of our fund-level 
measurement and reporting. 

On an individual company basis, we first outline our theory  
of change and use narrative to show how our corporate 
engagement is generating real change within companies.  
We then explore the impact these changes are having on  
the ground in communities and the environment.

Glassdoor overall ratings.

ESG scores (MSCI, Sustainalytics and our 
internal QESG score2); and 



The fund aims to improve a company’s 
contribution towards the SDGs through 
engagement rather than seeking to buy 
companies that are already aligned with 
one or more of the goals.

We note that reporting on SDG alignment currently appears 
to be very subjective and particularly sparse within many 
global mid-sized companies. Furthermore, most analytics 
tools focus solely on a company’s products and services, and 
often fail to take account of impacts – negative or positive – 
generated upstream or within a company’s direct operations. 
Finally, we recognise that impact is often location-specific 
and therefore difficult to aggregate. As a result, we do not 
compute alignment of individual companies in the portfolio 
with the SDGs.

We are instead focused on measuring how our engagement 
has changed the way a company is contributing to the 
SDGs. Ahead of investing in a company we will analyse the 
opportunities for engagement towards the SDGs. As a result, 
we focus our reporting on tracking engagements and their 
progress through completion; also, where possible, monitoring 
and reporting improvements on relevant metrics aligned to 
those objective (e.g. carbon emissions, waste production).

What data sources (external and 
internal) do you use to determine a 
company’s level of SDGs alignment?9

We note that reporting on SDG 
alignment currently appears to 
be very subjective and 
particularly sparse within many 
global mid-sized companies.



All holdings should provide engagement 
opportunity and investment upside 
potential. The natural time to sell a stock will 
be the point at which a stock is fully valued, 
and the engagement programme has 
reached maturity, i.e. when the engagement 
targets set have been met and reflected fully 
in the share price. 

A company may be held if the stock price, at the time of 
review, does not reflect the underlying value of the business 
and where selling the position would deprive investors of 
relatively low risk upside over a short- to medium-term horizon. 
Equally a fully valued stock may continue to be held if it still 
has strong investment merits and unfulfilled engagement 
potential. Sizing in these instances would be adjusted 
accordingly.

What is your sell discipline? If a company is 
attractive from the investment perspective, but 
your engagement efforts stall, what is your course 
of action? If the engagement objective is already 
achieved, but there is still investment upside, do you 
sell or hold?
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Investments are reviewed on a six-monthly basis, with a stricter 
view taken after 18 months to assess progress towards the 
engagement target. If the engagement plan is not being fulfilled, 
or is unlikely to progress further, a sell process will be initiated.

A stock should, in principle, be sold if:

Investments are reviewed on a 
six-monthly basis, with a stricter 
view taken after 18 months to 
assess progress towards the 
engagement target. 

There is a material change to the investment thesis. 

The share price rises significantly above what is 
believed to be its intrinsic value.

A better investment opportunity arises.

There is a fundamental unwillingness of a company 
to engage with shareholders on constructive 
change or another specific engagement agenda.

Progress of 
Investment case
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 A Continue to hold to realise upside 
potential

 A Weighting likely to be scaled back

 A Use as potential source of funds 
for better opportunity

 A If investment or engagement case 
deteriorates, holding will be sold and better 
opportunities identified

 A Company meetings and visits (holdings, 
competitors, other points in value chain)

 A Industry and event-driven research

 A Portfolio monitoring and Composition 
Review

 A Portfolio engagement review and advisory 
committee meetings

Engagement and investment 
pillars both needed:

Selling triggers:
 A Normal risk/reward-based 

weighting (adjusted for 
engagement tiering)

 A  Weighting refined using 
Composition Review

 A Continue to hold if momentum on 
stock still positive

 A Use as source of funds for new 
holding

 A Sell if stock trading at materially 
above intrinsic value (20%+)

 A Continue to hold as predisposed 
to run winners

 A Strong engagement case (still) a 
reason to maintain holding 

 A Weighting likely scaled back



The value of investments and income from them may go down as well as up, and you may not get back the original 
amount invested. Any investments overseas may be affected by currency exchange rates. Past performance is not a 
reliable indicator of future results and targets are not guaranteed. 

For professional investors only. This is a marketing communication. This document does not constitute a solicitation or offer to any person to buy or sell any related 
securities, financial instruments or products; nor does it constitute an offer to purchase securities to any person in the United States or to any US Person as such term 
is defined under the US Securities Exchange Act of 1933. It pays no regard to an individual’s investment objectives or financial needs of any recipient. No action 
should be taken or omitted to be taken based on this document. Tax treatment depends on personal circumstances and may change. This document is not advice 
on legal, taxation or investment matters so investors must rely on their own examination of such matters or seek advice. Before making any investment (new or 
continuous), please consult a professional and/or investment adviser as to its suitability. All figures, unless otherwise indicated, are sourced from Federated Hermes. 
All performance includes reinvestment of dividends and other earnings. Federated Hermes Investment Funds plc (“FHIF”) is an open-ended investment company 
with variable capital and with segregated liability between its sub-funds (each, a “Fund”). FHIF is incorporated in Ireland and authorised by the Central Bank of 
Ireland (“CBI”). FHIF appoints Hermes Fund Managers Ireland Limited (“HFMIL”) as its management company. HFMIL is authorised and regulated by the CBI. Further 
information on investment products and any associated risks can be found in the relevant Fund’s Key Investor Information Document (“KIID”), the prospectus and any 
supplements, the articles of association and the annual and semiannual reports. In the case of any inconsistency between the descriptions or terms in this document 
and the prospectus, the prospectus shall prevail. These documents are available free of charge (i) at the office of the Administrator, Northern Trust International Fund 
Administration Services (Ireland) Limited, Georges Court, 54- 62 Townsend Street, Dublin 2, Ireland. Tel (+ 353) 1 434 5002 / Fax (+ 353) 1 531 8595; (ii) at https://www.
hermes-investment.com/ie/; (iii) at the office of its representative in Switzerland (ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich www.acolin.ch). 
The paying agent in Switzerland is NPB Neue Privat Bank AG, Limmatquai 1/am Bellevue, P.O. Box, CH-8024 Zurich. 

Issued and approved by Hermes Fund Managers Ireland Limited (“HFMIL”) which is authorised and regulated by the Central Bank of Ireland. Registered address: The 
Wilde, 53 Merrion Square, Dublin 2, Ireland. HFMIL appoints Hermes Investment Management Limited (“HIML”) to undertake distribution activities in respect of the 
Fund in certain jurisdictions. HIML is authorised and regulated by the Financial Conduct Authority. Registered address: Sixth Floor, 150 Cheapside, London EC2V 6ET. 
Telephone calls will be recorded for training and monitoring purposes. Potential investors in the United Kingdom are advised that compensation may not be available 
under the United Kingdom Financial Services Compensation Scheme. 

In Singapore: This document and the information contained herein shall not constitute an offer to sell or the solicitation of any offer to buy which may only be made 
at the time a qualified offeree receives a Federated Hermes Investment Funds Public Limited Company prospectus, as supplemented with the global supplement, the 
relevant fund supplement, and the relevant Singapore supplement (the “prospectus”), describing the offering and the related subscription agreement. In the case of 
any inconsistency between the descriptions or terms in this document and the prospectus, the prospectus shall control. Securities shall not be offered or sold in any 
jurisdiction in which such offer, solicitation or sale would be unlawful until the requirements of the laws of such jurisdiction have been satisfied. For the avoidance of 
doubt, this document has not been prepared for delivery to and review by persons to whom any offer of units in a scheme is to be made so as to assist them in making 
an investment decision. This document and the information contained herein shall not constitute part of any information memorandum. Without prejudice to anything 
contained herein, neither this document nor any copy of it may be taken or transmitted into any country where the distribution or dissemination is prohibited. This 
document is being furnished on a confidential basis and solely for information and may not be reproduced, disclosed, or distributed to any other person.  
This document has not been reviewed by the Monetary Authority of Singapore. 

In Spain: This communication has been prepared solely for information purposes and does not constitute a prospectus. While attention has been paid to the 
contents of this communication, no guarantee, warranty or representation, express or implied, is given to the accuracy, correctness or completeness thereof. This 
communication and information contained herein must not be copied, reproduced, distributed or passed to any person other than the recipient without Hermes Fund 
Managers Ireland Limited´s prior written consent. Neither Hermes Fund Managers Ireland Limited, its branches, subsidiaries or affiliates, nor any other company or 
unit belonging to the Hermes Group, nor any of its directors or employees can be held directly or indirectly liable or responsible with respect to this communication. 
Federated Hermes Investment Funds PLC (the Company), is duly registered with the Spanish Securities Market Commission (CNMV) under number 1394 (www.
cnmv.es), where an updated list of the authorised distributors of the Company in Spain (the Spanish Distributors) can be found. This document only contains brief 
information on the Sub-Fund and does not disclose all of the risks and other significant aspects relevant to a potential investment in the Sub-Fund. In addition, a copy 
of the report on the planned types of marketing in Spain must be provided using the form published on the CNMV website. All mandatory official documentation 
shall be available through the Spanish Distributors, in hard copy or by electronic means, and also available upon request by dialling +44(0)20 7702 0888, writing to 
marketing@hermes-investment.com or consulting https://www.hermes-investment.com/es/, where you may also obtain updated information on the net asset value of 
the relevant shares available in Spain.  BD006840. 0010977 06/21.



Federated Hermes
Federated Hermes is a global leader in active, responsible investing.

Guided by our conviction that responsible investing is the best way to create long-term wealth, we provide 
specialised capabilities across equity, fixed income and private markets, multi-asset and liquidity management 
strategies, and world-leading stewardship.

Our goals are to help people invest and retire better, to help clients achieve better risk-adjusted returns, and to 
contribute to positive outcomes that benefit the wider world.

All activities previously carried out by Hermes now form the international business of Federated Hermes. 
Our brand has evolved, but we still offer the same distinct investment propositions and pioneering responsible 
investment and stewardship services for which we are renowned – in addition to important new strategies from 
the entire group.

Our investment and stewardship 
capabilities:

 Active equities: global and regional

 Fixed income: across regions, sectors and the yield curve

 Liquidity: solutions driven by four decades of experience

  Private markets: real estate, infrastructure, private equity 
and debt

  Stewardship: corporate engagement, proxy voting, 
policy advocacy 

For more information, visit www.hermes-investment.com or connect with us on social media:


