
www.hermes-investment.com
For professional investors only

April 2024

15 for 15:
A US SMID retrospective



1.  When did you join Federated Hermes and 
what were you doing before?

Initially qualifying as an accountant with PwC, I joined Hermes 
(from the Rio Tinto pension scheme) to focus on European 
small and mid-cap companies in 2005. I transitioned to the US 
Small and Mid-cap team in 2009, taking over as Lead Manager 
in 2012, where I have been ever since! AUM managed, initially 
coming in at US$200m, now stands at around US$3bn. 

2.  What’s your investment philosophy?  
What makes you tick as an investor?

My investment philosophy can best be described as patient: 
‘The tortoise beats the hare’. We typically eschew fashionable 
stocks, preferring to look for below the radar, multi-year 
compounders, often in quite unglamorous parts of the 
market. This is a conscious approach which discourages new 
capital (competition) to be drawn in, consequently superior 
returns can be achieved over an extended period. 

We focus on companies with a durable competitive 
advantage, as defined by barriers to entry, typically with 
strong balance sheets and good cashflow. A virtuous circle 
can occur when cashflows are deployed to strengthen 
existing barriers, which in turn generates additional cashflow 
– this can persist for many years and result in market caps 
rising substantially.  

1 Past performance is not a reliable indicator of future returns.

I was fortunate – if you can call it that – to experience first-hand 
and at an early stage in my career the downside of investing in 
businesses of lesser quality: leveraged, low-barriers businesses 
are cheap for a reason and many do not last for long! 
Downside protection is crucial, with the absolute loss of capital 
the key risk in investing: self-evidently (but a fact often 
overlooked…) if you lose half your money in a stock, it has to 
double from there to get back to where it was – that can really 
affect your long-term returns. ‘The first rule of compounding: 
never interrupt it unnecessarily’. Warren Buffett

3.  What if anything has changed in the past 
15 years, either in terms of the Strategy or 
the investment backdrop? What has stayed 
consistent and what has evolved?

The investment landscape has changed significantly over the 
last 15 years, during which we have seen the continued rise of 
passive investing, the very strong performance of growth 
stocks, the dominance of mega-cap tech and the narrowing of 
the large cap market. 

More broadly, globalisation has begun to give way to 
onshoring – and technology, which was historically confined 
to its own distinct sector, now permeates throughout the 
index. This includes everything from the challenges of multi-
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Track record 28/02/2009 - 29/02/2024

Net annualised  
return: 

Volatility benchmark: 

Net relative cumulative 
outperformance: 

Volatility strategy: 

15.0%

18.77

61.1%

17.87

Sustained outperformance by any fund 
manager is rare, but over a decade and a 
half of involvement in the US small- and 
mid-cap Strategy at Federated Hermes, 
Mark Sherlock has consistently generated 
market-beating alpha1. Read our Q&A to 
understand what makes him tick as an 
investor and how the market has evolved 
since he started managing money.
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channel retailing to the adoption of Software as a service 
(SaaS) business models to the current opportunities offered 
by adoption of artificial intelligence (AI). 

AI is rightly a hot topic for the market, and we believe it will 
yield very significant productivity gains for companies across 
the market cap spectrum over the next decade and beyond. 
The consideration of non-financial factors has also become 
more of a focus – certainly our assessment of the sustainability 
of a business is additive in our assessment of its quality and 
likely future success. 

Yet certain things remain the same – not least the opportunity 
offered by the market to generate strong risk-adjusted 
returns. Cashflow remains king for the optionality it, quite 
literally, affords. The importance of quality remains a constant 
– during periods of economic or market turbulence it’s these 
businesses that can take advantage of more peripheral or 
highly levered competition: ‘Never let a good crisis go to 
waste,’ as Churchill once said! As does the importance of 
patience and resisting the urge to overtrade. 

4)  It’s unusual to manage a US strategy from 
outside the US. Have there been any 
challenges associated with this?

It hasn’t represented any real problems so far, and, as our 
track record suggests, we have access to enough information 
to make the right calls about the companies in which we 
invest. Perhaps, if anything, it’s something of a benefit to be 
removed from the ‘white noise’ of Wall Street, making it easier 
to make better long-term decisions. 

Another unusual aspect of the Strategy is the longevity of the 
team with the PMs having worked together for more than a 
decade. Over that time, we’ve witnessed so many different 
markets and economic conditions – think of the changes of 
president in the White House, for instance, or the impact of a 
global pandemic – and it’s a credit to the stability of the team 
that we’re still investing profitably and finding opportunities 
to create alpha.

Figure 1: 15 years of relative net performance 
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Source: Federated Hermes as at 29 February 2024. Performance shown is the Federated Hermes US small- and mid-cap Strategy in US$, net of fees. Benchmark: 
Russell 2500. Past performance is not a reliable indicator of future returns. The information shown is supplemental to the GIPS ® compliant composite report.
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Start Date End Date Product Net 
Annual Return

Benchmark 
Annual Return

28-02-2023 29-02-2024 16.48 12.25

28-02-2022 28-02-2023 -2.02 -5.42

28-02-2021 28-02-2022 6.24 0.40

29-02-2020 28-02-2021 31.91 45.90

28-02-2019 29-02-2020 1.61 -1.80

28-02-2018 28-02-2019 3.59 6.36

28-02-2017 28-02-2018 6.82 11.17

29-02-2016 28-02-2017 27.35 31.75

28-02-2015 29-02-2016 -5.74 -13.30

28-02-2014 28-02-2015 11.27 8.24

28-02-2013 28-02-2014 23.19 29.97

29-02-2012 28-02-2013 21.41 15.17

28-02-2011 29-02-2012 4.17 1.45

Source: Federated Hermes as at 29 February 2024. Performance shown is 
the Federated Hermes US small- and mid-cap Strategy in US$, net of fees. 
Benchmark: Russell 2500. Past performance is not a reliable indicator of 
future returns. The information shown is supplemental to the GIPS ® compliant 
composite report.

Schedule of Rates of Return and Statistics
Composite: Federated Hermes US Equity Small & Mid Cap
Index: Russell 2500
Periods Ending: 31 Dec 23

Returns (%)

Composite 
Gross 

Return

Benchmark Composite 
Net Return

Q4 23 11.93 13.35 11.72 

1 Year 21.63 17.42 20.72 

3 Years (Annlzd) 8.18 4.24 7.37 

5 Years (Annlzd) 12.81 11.67 11.96 

10 Years (Annlzd) 9.42 8.36 8.60 

15 Years (Annlzd) 13.97 12.66 13.13 

20 Years (Annlzd) 11.00 9.08 10.18 

Nov-87 - Dec-23 (Annlzd)^^ 12.18 11.04 11.36 

Annualised Returns (%)

Composite 
Gross Return

Composite 
Net  

Return

Benchmark 
Return

*Composite 
3-Yr Std Dev

*Benchmark 
3-Yr Std Dev

Number of 
Portfolios

**Dispersion Composite 
Assets (mil)

Firm Assets 
(bil)

2014 6.12 5.33 7.07 10.60 11.67 <5 N/A 1,174.9 38.9

2015 2.16 1.40 (2.90) 12.25 12.42 <5 N/A 1,405.7 28.0

2016 21.31 20.40 17.59 12.67 13.67 <5 N/A 1,492.2 28.9

2017 12.24 11.40 16.81 11.43 12.13 <5 N/A 1,550.6 34.5

2018 (8.75) (9.44) (10.00) 13.36 14.10 <5 N/A 1,372.7 32.0

2019 30.90 29.92 27.77 14.13 14.58 <5 N/A 1,677.9 40.2

2020 10.23 9.40 19.99 22.11 24.21 <5 N/A 1,446.8 585.7

2021 23.28 22.35 18.18 20.35 22.48 <5 N/A 1,926.1 634.2

2022 (15.56) (16.20) (18.37) 23.16 25.16 <5 N/A 834.1 627.4

2023 21.63 20.72 17.42 19.76 20.15 <5 N/A 1,038.5 720.0

^^Represents composite inception period. See page 2 for additional notes to the schedule of rates of return and statistics.

*Represents the 3-year annualized standard deviation for both the gross composite and the index returns.  Statistic is used to measure the volatility of composite 
returns.

**Standard deviation is calculated using gross returns. Standard deviation is not applicable (N/A) for any period if fewer than five accounts are in the composite for 
that period. (See footnote 5)

The composite includes all discretionary portfolios following the US Small & Mid Cap strategy run by the Federated Hermes Small & Mid Cap Equity team (London 
Office) and has an inception date of 1 November 1987. The objective of the strategy is to achieve long-term capital appreciation. The benchmark is the Russell 
2500 Index, which is designed to measure the equity market performance of the small to mid-cap segment of the U.S. equity universe, commonly referred to as 
“SMID” cap. The Russell 2500 Index is a subset of the Russell 3000 Index. The benchmark is market-cap weighted and rebalanced on a quarterly basis. The return 
is calculated on a total return basis gross of withholding tax.  This composite was created in December 2006. Performance shown for 1987 is for a partial period 
starting 1 November 1987. Federated Hermes claims compliance with the Global Investment Performance Standards (“GIPS®”) and has prepared and presented 
this report in compliance with the GIPS® standards. Federated Hermes has been independently verified for the period of January 1, 1992, through September 30, 
2023. The verification report is available upon request. A firm that claims compliance with the GIPS® standards must establish policies and procedures for complying 
with all the applicable requirements of the GIPS® standards. Verification provides assurance on whether the firm’s policies and procedures related to composite and 
pooled fund maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS® standards 
and have been implemented on a firm-wide basis. Verification does not provide assurance on the accuracy of any specific performance report. Since inception the 
management fee schedule for this strategy was 0.90% per annum for the first USD 25mln, 0.80% per annum for the next USD 25mln and 0.70% per annum thereafter. 
As of 1 January 2014, the management fee schedule for this strategy is 0.75% per annum. Gross of fees returns have been calculated gross of management/custodial 
fees and net of reclaimable withholding taxes, but after all trading commissions.

Federated Hermes is a global, independent, multi-strategy investment management firm. For GIPS® purposes, Federated Hermes is defined to include the assets 
of registered investment companies that are advised or sub-advised by the various Federated Hermes advisory companies. Effective September 30, 2020, for 
GIPS® purposes the name of the firm was officially changed to Federated Hermes.  Firm assets on this report exclude assets affiliated with Hermes GPE and the 
advisory-only, model-based assets that may be included in other reports providing total firm assets. Interest income and dividends are recognized on an accrual 
basis.  Returns include the reinvestment of all income. All market values and performance information are valued in USD unless currency is denoted in composite 
description. Annual composite dispersion is measured and presented using the asset weighted standard deviation of the gross returns of all of the portfolios 
included in the composite over the entire year. See the composite description language for a discussion on appropriate fees currently applied to calculate 
composite performance. Net composite results are based off model fees using the stated fee schedule.  In addition, further fee information can be obtained 
from the firm’s respective Forms ADV Part 2 Brochure Item 5. Additional information regarding the policies for valuing investments, calculating performance, and 
preparing GIPS® reports, as well as a complete list and description of the firm’s composites and pooled funds is available upon request. Past performance is not 
indicative of future results. 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. See disclosures on the Schedule of Rates of Return and Statistics Reports for additional information.
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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. It does not constitute a solicitation or offer to any person to buy or sell any related 
securities, financial instruments or financial products. 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. 
Any opinions expressed may change. All figures, unless otherwise indicated, are sourced from Federated Hermes. Whilst Federated Hermes has attempted 
to ensure the accuracy of the data it is reporting, it makes no representations or warranties, expressed or implied, as to the accuracy or completeness of the 
information reported. The data contained in this document is for informational purposes only, and should not be relied upon to make investment decisions. 
Federated Hermes  shall not be liable for any loss or damage resulting from the use of any information contained on these pages. All performance includes 
reinvestment of dividends and other earnings. Please consider all strategy characteristics when investing and not just ESG characteristics.

Investing in smaller/medium sized companies may carry higher risks than investing in larger companies. 
Benchmark source: London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). FTSE Russell is a trading name of certain of 
the LSE Group companies. “FTSE Russell®” is a trademark of the relevant LSE Group companies and is used by any other LSE Group company under license. 
All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors 
accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further 
distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, 
sponsor or endorse the content of this communication.

Federated Hermes refers to Federated Hermes Limited (“Federated Hermes”). The main entities operating under Federated Hermes are: Hermes Investment 
Management Limited (“HIML”); Hermes Fund Managers Ireland Limited (“HFMIL”); Hermes Alternative Investment Management Limited (“HAIML”); Hermes 
Real Estate Investment Management Limited (“HREIML”); Hermes Equity Ownership Services Limited (“EOS”); Hermes Stewardship North America Inc. 
(“HSNA”); Hermes GPE LLP (“Hermes GPE”); Hermes GPE (USA) Inc. (“Hermes GPE USA”),   Hermes GPE (Singapore) Pte. Ltd (“HGPE Singapore”), Federated 
Investors Australia Services Pty Ltd. (“FIAS”) and Federated Hermes Japan Ltd (“FHJL”). HIML,  HAIML and Hermes GPE are each authorised and regulated by 
the Financial Conduct Authority. HAIML and HIML carry out regulated activities associated with HREIML. HIML, Hermes GPE and Hermes GPE USA are each 
a registered investment adviser with the United States Securities and Exchange Commission (“SEC”) and HAIML and HFMIL are each an exempt reporting 
adviser. HGPE Singapore is regulated by the Monetary Authority of Singapore. FHJL is regulated by Japan Financial Services Agency. FIAS holds an Australian 
Financial Services Licence. HFMIL is authorised and regulated by the Central Bank of Ireland. HREIML, EOS and HSNA are unregulated and do not engage in 
regulated activity.

In the European Economic Area (“EAA”) this document is distributed by HFMIL. Contracts with potential investors based in the EEA for a segregated account 
will be contracted with HFMIL. 

Issued and approved by Hermes Investment Management Limited which is authorised and regulated by the Financial Conduct Authority. Registered address: 
Sixth Floor, 150 Cheapside, London EC2V 6ET.  Telephone calls may 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 Chile: Federated Hermes is not registered or licensed in Chile to provide managed account services and is not subject to the supervision of the Comisión 
para el Mercado Financiero of Chile (“CMF”). The managed account services may not be publicly offered or sold in Chile.

In Spain: This document is issued by Hermes Fund Managers Ireland Limited, Branch in Spain, with Fiscal Identity Number W0074815B, registered in the 
Mercantile Registry of Madrid, - Volume 40448, Book 0, Sheet 16, Section 8, Page M-718259, first registration, with domicile at Paseo de la Castellana 18, 
7º planta, 28046 Madrid - Spain, and registered in the Comisión Nacional del Mercado de Valores with official registration number 36.
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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, where 
possible, to contribute to positive outcomes that benefit the wider world.

Our investment and stewardship 
capabilities:

 Active equities: global and regional

 Fixed income: across regions, sectors and the yield curve

 Liquidity: solutions driven by five decades of experience

  Private markets: private equity, private credit, real estate, 
infrastructure and natural capital

  Stewardship: corporate engagement, proxy voting, 
policy advocacy 

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


