Quant or trad: How fundamentals Federated ="

can drive both

Hermes

Federated Hermes MDT Advisers
October 2025

® Quant investing and bottom-up fundamental approaches have more in common than is often
assumed. Manager intuition and skill can be a feature of both.

¢ Fundamentally-driven quant strategies can enjoy the additional advantages of greater

Ke diversification that comes from greater depth and a far broader investment universe — all

within a systematic approach.

takeaways e Likewise, good quant managers can demonstrate what factors they use have worked — and

show why they’ve worked. Think ‘glass box’ rather than ‘black box’.

For many investors, traditional, fundamental, bottom-up strategies are seen as inherently opposed to quantitative
strategies. Those who favor a fundamentally driven approach to investing often characterize quant strategies as opaque,
overly complex and vulnerable to systematic bias — in contrast to the skilled, patient and painstaking approach of the
bottom-up active manager. In addition, traditional, bottom-up approaches are often considered to be more intuitive than

quantitative approaches.

For both trad and quant

managers, two things matter
here: their degree of skill and
the number of times that they
can implement it within their

investment universe.

But we don't believe this distinction is justified — at least as far as it applies to those
quant strategies that focus on fundamental data rather than market anomalies and
arbitrage opportunities. By fundamental data, we mean metrics such as price/book and
price/earnings ratios, cashflows and debt coverage, along with qualitative assessments of
managements, supply chains and the like. Here, the distinction should not be drawn
between fundamental and quant but between traditional and quant.

Many quant strategies are just as fundamentally based and bottom-up as the most
traditional active approach. One could consider these quant strategies as simply
mathematical expressions of the same fundamental insights employed by traditional,
bottom-up approaches. They use the same metrics as a traditional manager: price/
earnings ratios, cashflow, debt coverage and the like.

Breadth, depth and skill

The broad distinction between traditional bottom-up and fundamental quant rests on an
instinctive yet subjective approach deployed by experienced traditional investors. On
the other hand, it involves a systematic, objective approach deployed by experienced
investors who combine a keen understanding of investing with strong mathematical and
technological skill.

Essentially, we are distinguishing between the systematic implementation of a well-
researched and tested approach and an approach that allows a manager to take a
deeper dive into all the elements that might drive a company’s business. This deeper
dive often comes at the expense of the manager's ability to cover a broad universe —
which is why so many traditional bottom-up approaches tend to be quite concentrated.
Meanwhile, the systematic quant approach can still offer meaningful insights into

the prospects for a given company'’s share price while allowing coverage of a much
broader universe.
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A glass box, not a black box

Another common charge laid against quant strategies is that they rely on
a 'black box’ — an opaque and mysterious means of decision-making that
keeps investors from understanding what exactly they're buying into.

But that's not necessarily the case with fundamental quant. Rather,
fundamental quants can work with a ‘glass box’ — a transparent process
that allows you to see what's going in and what's coming out. Rather than
being mysterious about their processes, fundamental quant managers
can demonstrate what factors they use have worked — and show why
they've worked.

That's not to say that all quant strategies take this approach. It's important to
maintain the distinction between fundamentally driven quant approaches and
other quant strategies such as statistical arbitrage (stat arb). Often, stat arb and
other short-term or high-frequency strategies are much less transparent,
relying heavily on closely guarded proprietary algorithms and automated
trading systems.

But it's important not to paint fundamental quant with the same brush. This
approach is driven by fundamental factors and manager intuition — the
same factors that drive traditional bottom-up approaches. The difference is

simply that those factors are addressed systematically.

Another key consideration with both trad and fundamental
quant approaches is manager skill. This can be measured by
the information coefficient or IC. The IC is defined as the
cross-sectional correlation between a manager’s predicted
returns and actual returns over a given period. A score of +1
represents a perfect correlation between predicted and
actual returns. Meanwhile, a score of -1 shows that there is no
relationship between the predicted and actual outcomes.

Traditional approaches often work by exploiting their managers'’
in-depth knowledge of a relatively small universe of stocks. That's
both a strength and a weakness of the trad approach: a small
team of managers may have difficulty achieving the required
depth over a huge universe, given the efforts involved. These may
involve visiting sites, talking to staff and management, and
contacting various companies along the supply chain.

So, while traditional bottom-up managers typically have a high
degree of skill (IC), they may only be able to implement it in a
relatively limited universe. In other words, the more companies
these managers cover, the less they may know. Although they
may theoretically cover a large universe of stocks, that universe
will be distilled down to a much narrower range by a simple
screening process. The insights that active managers can offer
will not be applied across the original large universe.

By contrast, quant managers may, individually, have slightly
lower ICs. They do not get to know companies inside and out in
the way that a veteran bottom-up manager can, and so they will
not achieve the same depth of knowledge.

But that lack of depth has to be taken together with the potential
advantage in breadth. Quants can apply their skillsets over a much
broader universe of stocks than traditional managers. And —
crucially — they experience little or no decline in their ability to
analyze stocks as that universe expands.

This means that quant managers can apply their insights over
thousands of stocks, rather than having to narrow the universe
to a human scale. This can bring advantages, such as broader
diversification and, as a result, the potential for lower volatility
and better risk-adjusted returns.

Also, while quants may not achieve the same degree of depth as
trad managers, they do apply their insights systematically, reducing
the risk of biases creeping into the decision-making process.

Technical questions

Fundamental quant processes often make use of price-based
factors (technicals). This can be seen as straying from a bottom-up
focus — and this is sometimes used to argue that these quant
strategies aren't genuinely fundamental in nature. But technicals
do ultimately reflect fundamental insights, and their use can
provide quant managers with an additional edge.

Take price trends for instance. Although they reflect sentiment
and so may appear to lie a little outside the scope of a pure
fundamental approach, we would argue that they really act as an
encapsulation of all of the fundamental information available.
This includes those aspects of a business that haven't yet

been — or can't ever be — observed through a conventional
fundamental lens.
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Financial statements provide a good example of this. They are, inevitably, reported with
a lag: they describe what happened in the previous quarter or year. On the other hand,
mergers and acquisitions can be announced but may not have a financial impact for
many quarters or years while we wait for the deal to close and the company to report on
its financial position. While financial statements look backwards, technical factors can
reflect these developments in real time.

This can be particularly important with technology-oriented companies; you don't see
what's going on very clearly if you confine yourself to financial statements. There are
intangible aspects that don't end up on balance sheets: the contracts that are being
signed, the number of subscribers and so on. The revenue that arises from these
developments will be reported in the future, but it's not available as the developments
that will drive it unfold.

So, price trends can act as a kind of catch-all mechanism for understanding and evaluating
this sort of information. Technicals thus allow quants to incorporate real-time fundamental
information that might otherwise be invisible to them.

Fundamental at heart

all within a systematic approach.

Technicals allow quants

to incorporate real-time
fundamental information that
might otherwise be invisible
to them.

The greatest commonality between traditional bottom-up approaches and fundamental
quant is that both are interested in the strengths of the companies in which they invest.
At heart, both approaches are concerned with identifying good companies.

That's not necessarily the case with many other quant approaches. Many non-fundamentally
driven quant strategies are indifferent to whether they are investing in good companies or
bad. Instead, they're concerned with exploiting trading inefficiencies and making money
from market movements — whether that involves holding shares for days, hours or a
fraction of a second. They essentially serve as market-makers and providers of liquidity.

Market-making is a useful function, and these strategies have their place in the financial
ecosystem. But what they do is very different from the approach that fundamentally
driven quant strategies take: being long-term stewards of their clients’ capital and
looking to produce an edge over broad equity indices.

Fundamental quant’s place in your portfolio

Both the traditional and quant approaches to fundamental investing have their merits.
Traditional managers can offer advantages through their depth of insight and their ability to
interpret tactical signals. On the other hand, fundamental quant managers can generally
offer greater breadth, more rigorous discipline and more broadly based diversification —

Ultimately, we believe that investors who are comfortable with traditional bottom-up
strategies should be equally comfortable with a fundamentally driven quant approach.

Fundamentally driven quant

managers do care about investment vehicles.
what they own - and why the
particular characteristics of those

They can consider fundamental quant as an attractive alternative to traditional

Those investors may even come to prefer the systematic strengths of quant, with its
potential for alpha generation and the greater diversification that comes with

businesses make them well suited an unnarrowed universe. A well-run quant strategy can offer transparency and
to their clients’ goals. consistency of process, the elimination of behavioral biases and an unremitting focus
on stock fundamentals — all characteristics that may have considerable appeal to

traditionally minded investors.
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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. Past perfor-
mance is not a reliable indicator of future results.

This is a marketing communication. The views and opinions contained herein are as of the date indicated above, are those of author(s) noted above, and may
not necessarily represent views expressed or reflected in other communications, strategies or products. These views are as of the date indicated above and are
subject to change based on market conditions and other factors. The information herein is believed to be reliable, but Federated Hermes and its subsidiaries,
does not warrant its completeness or accuracy. No responsibility can be accepted for errors of fact or opinion. This material is not intended to provide and
should not be relied on for accounting, legal or tax advice, or investment recommendations. This document has no regard to the specific investment objec-
tives, financial situation or particular needs of any specific recipient.

This document is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities, related financial
instruments or advisory services. Figures, unless otherwise indicated, are sourced from Federated Hermes. Federated Hermes has attempted to ensure the
accuracy of the data it is reporting, however, 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 this document. This document is not
investment research and is available to any investment firm wishing to receive it. The distribution of the information contained in this document in certain
jurisdictions may be restricted and, accordingly, persons into whose possession this document comes are required to make themselves aware of and to observe
such restrictions.

United Kingdom: For Professional investors only. Distributed in the UK by Hermes Investment Management Limited (“HIML") which is authorised and
regulated by the Financial Conduct Authority. Registered address: Sixth Floor, 150 Cheapside, London EC2V 4ET. HIML is also a registered investment adviser
with the United States Securities and Exchange Commission (“SEC").

European Union: For Professional investors only. Distributed in the EU by Hermes Fund Managers Ireland Limited which is authorised and regulated by the
Central Bank of Ireland. Registered address: 7/8 Upper Mount Street, Dublin 2, Ireland, DO2 FT59.

Australia: This document is for Wholesale Investors only. Distributed by Federated Investors Australia Services Ltd. ACN 161 230 637 (FIAS). HIML does not
hold an Australian financial services licence (AFS licence) under the Corporations Act 2001 (Cth) (“Corporations Act”). HIML operates under the relevant class
order relief from the Australian Securities and Investments Commission (ASIC) while FIAS holds an AFS licence (Licence Number - 433831).

Japan: This document is for Professional Investors only. Distributed in Japan by Federated Hermes Japan Ltd which is registered as a Financial Instruments
Business Operator in Japan (Registration Number: Director General of the Kanto Local Finance Bureau (Kinsho) No. 3327), and conducting the Investment
Advisory and Agency Business as defined in Article 28 (3) of the Financial Instruments and Exchange Act (“FIEA").

Singapore: This document is for Accredited and Institutional Investors only. Distributed in Singapore by Hermes GPE (Singapore) Pte. Ltd (“"HGPE Singapore”).
HGPE Singapore is regulated by the Monetary Authority of Singapore.

United States: This information is being provided by Federated Hermes, Inc., Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, and Federated Investment Management Company, at address 1001 Liberty Avenue, Pittsburgh, PA 15222-3779, Federated Global
Investment Management Corp. at address 101 Park Avenue, Suite 4100, New York, New York 10178-0002, and MDT Advisers at address 125 High Street Oliver
Street Tower, 21st Floor Boston, Massachusetts 02110.

The quantitative models and analysis used by MDT may perform differently than expected and negatively affect performance.

Investing in equities is speculative and involves substantial risks. The value of equity securities will rise and fall. These fluctuations could be a sustained trend or
a drastic movement.

Diversification does not assure a profit nor protect against loss. There is no guarantee that any investment approach will be successful.

Price-to-earnings ratio (P/E): A ratio comparing the company’s current share price, as compared to its earnings-per-share, for the last twelve months (LTM), or
estimated for the next 12 months (NTM), current fiscal year (FY1), or next (forward) fiscal year.

Price/book value ratio: A ratio used to compare a stock’s market value to its book value. It is calculated by dividing the current closing price of the stock by
the latest quarter’s book value per share.
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