
Small Cap Value Strategy: 
Approach to ESG  

Small Cap Value Strategy – ESG Philosophy and Overview 

We believe value creation occurs via improvements in returns and better 
utilization of assets and that the sustainability of these improvements can only 
be achieved with an appropriate ESG consideration in the mix.   

Given our bottom-up, fundamentally-driven process, key tenets of ESG are, by 
default, part of the due diligence process and risk assessment for each company.

We believe companies generating high return on invested capital (ROIC) are run 
by operators who avoid unsustainable business practices. Further, we believe 
focusing on companies with new management teams often offers opportunities 
for material improvements at both an ESG and ROIC level.    

ESG and  
Value Creation

The Importance  
of Management

ESG Integration
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Our firm understands that a company’s relationships with its stakeholders—including 
customers, suppliers, employees, communities, governments, creditors, shareholders, and the 
broader environment—can have meaningful implications on its future investment value. 
As such, we methodically review the outcome of corporate behavior of companies within the investable market. Our 
research teams have integrated environmental, social and governance factors (ESG) into the firm’s multi-faceted analysis 
processes to ensure our investment conclusions are conscious of the risks that unsustainable business practices pose to 
economic outcomes. Although we consider ESG exposures material to a company’s future investment prospects, these 
dynamics are considered in the context of the issuer’s underlying business model, operating fundamentals, and market 
position. This disciplined structural review is accompanied by thorough valuation analysis. The merits of our thorough 
security evaluation process have been proven over multiple market cycles.

Our Commitment to ESG
SBH became a signatory of the United Nations’ Principles for Responsible Investment (PRI) in 2017.  
Signing the internationally recognized PRI reflects our commitment to responsible investment  
within the global community, seeking companies that exhibit positive stewardship in their  
environmental, social, and corporate governance practices. To assure quality control in the  
arena, senior management at SBH is highly involved in the firm’s ESG efforts and we have  
formed an internal ESG committee tasked with developing best practices across the organization.



Small Cap Value Strategy –  
Integration of ESG into Investment Process

Our Small Cap ROIC team incorporates ESG factors into its company analysis as part of its investment approach. A primary 
investment tenant since the inception of our strategies has been uncovering catalysts for change within corporate  
governance, typically via a new management team. We believe that management teams are the key to driving change in 
company culture and operations and are ultimately responsible for the success of the company. While governance is a 
primary focus, we also include environmental and social considerations in our analysis to help us better understand the 
reward and risk dynamics of each company. 

ESG analysis is incorporated into the investment thesis we develop for each company we consider for purchase, leveraging 
ESG data and scores from MSCI. The thesis is regularly reviewed for each company we own in our portfolios. In evaluating  
ESG factors at the company level, our team analyzes the materiality of ESG exposures and takes these findings into 
consideration in the valuation process. The risks and opportunities identified through our ESG research are incorporated  
into our Q&A with the management teams and into our valuation work.

IMPORTANCE OF ESG TO INVESTMENT APPROACH

THE IMPORTANCE OF GOVERNANCE, MANAGEMENT & INCENTIVES
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Governance
We believe that companies generating improving or high ROIC are typically run by management teams that avoid 
unsustainable business practices. By focusing on companies with newer management teams, we believe we have a higher 
likelihood of identifying teams that can achieve major improvements in both ROIC and ESG compared to a company’s past 
record. Thus, since the inception of our strategies, we have focused on the governance aspects of our holdings with a strong 
emphasis on management teams to identify opportunities. 

We specifically look for changes in management that can be a catalyst for improving operations, incentives, and culture, 
among other areas. It has been our experience that new management teams operate with a sense of urgency around 
governance, and as governance improves, so do other aspects of ESG. Typically, when a new management team is in place, 
we see further change and alignment of the company’s managers and of the board of directors. This alignment provides 
additional levels of oversight to help facilitate change that may be viewed as shareholder friendly. 

We often find that new leaders who share our philosophy regarding the importance of ROIC seek the “right” way to achieve 
success—both internally and externally—with greater awareness of diversity and inclusion for employees, and greater 
consideration to the ESG impact of their business. Further, we have observed that diversity additions to a company’s board 
and management team bring in necessary skillsets for helping a company transition and for developing creative solutions to 
improve the business.   

Incentives
Incentive changes are a key focus for us given that, when aligned properly, they often serve to improve behaviors and to 
promote and attract higher quality professionals at a firm. A change in executive management can be followed by a change in 
incentive compensation, which better aligns management with shareholder objectives and enhances its focus on improving 
capital allocation and on environmental and social considerations. This enhances the culture and helps to foster a higher level 
of accountability for company results which tends to encourage an improved awareness of social impact within and outside 
of the organization. In total, the sum of these changes helps to improve capital allocation and returns to shareholders as a 
byproduct of improved awareness and accountability at all levels.
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A key aspect of our investment approach is looking for companies that can improve returns over time. We use this same 
approach when evaluating ESG at companies. We seek companies that can make incremental improvements in the ESG 
aspects of their business. With this in mind, we expect the MSCI ESG scores of our companies to improve over time, 
particularly if a company’s ESG score is suboptimal and well behind its industry competitors, which is the case for many of 
the companies in which we invest. While we pay attention to historical ESG scores, a low score does not preclude us from 
investing in a stock and, in fact, we look at low scores as future opportunities for added value creation. We are much more 
focused on the future, and the improvements we expect to see due to a change in management.  

For companies that have historically had low ESG scores, we believe that providing capital to new management teams 
that are improving both their operations and ESG can allow these companies to have a far greater societal impact 
than companies that already have high ESG scores. Of course, a new management team alone does not guarantee this 
improvement or value creation over time. Therefore, our investment team is focused on understanding the history of the 
company in addition to the pedigrees, experiences, and track records of new members of management. Our team also 
assesses whether the business can improve materially under the new leadership. Through a combination of qualitative 
research and assessment coupled with quantitative analysis, we continually evaluate the progress being made by the 
management team across all aspects of its business. 

ESG IMPROVEMENTS

Integration of ESG into Investment Process (Continued)
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Research Example of ESG Integration
The following is an example that illustrates how we incorporate ESG into 
our research process. The name of the company has been changed. 

ABC 
Corporation

RESEARCH EXAMPLE

When we identify a new company as part of our research 
process, we start by analyzing its financials, including the 
potential for improvements in ROIC, and by evaluating 
potential catalysts for change, such as a new management 
team, among other factors. Once we gain conviction in the 
company’s potential to create value, we assess the various 
ESG aspects of its business using MSCI ESG reports. This 
helps us determine what we need to address when speaking 
with the company’s management teams. The following is a 
research example of ABC Corporation (ABC), a consumer 
staples company within the food and beverage space.  

Governance. We had been watching ABC for quite some 
time as it had a history of making poor capital allocation 
decisions, worsening financial returns, and mis-aligned 

incentives. While screening the company for changes to its 
board and management team, we learned there had been 
recent changes that could be catalysts for creating value at 
the company. We then spoke with the new management and 
a new board member to analyze potential changes to the 
team, leadership incentives, business strategy, and corporate 
culture. As is the case with all companies we research, we 
began with our evaluation of ABC’s board, management 
team and governance policies. It is essential that we invest in 
companies with teams that adhere to our financial philosophy 
of improving ROIC, where we can see changes occurring in 
the way capital allocation is assessed and incentivized. At ABC, 
the board was making changes to better align management 
incentives with returns and economic profits, based on better 
asset utilization. Given this, we continued our research to 
deepen our understanding of how the value could be created 
over the next two to five years. This change at the governance 
level incorporated social and environmental considerations.       

Social. From a social perspective, we were encouraged 
to see ABC increase diversity on its board and 
management team through several new additions. 

This served to raise the overall awareness of diversity and 
inclusion across the company while enhancing the culture. 
Training sessions for employees were also held to nurture 
a new awareness of the importance of team building and 
the key philosophies and values of the company which 
served to further strengthen ABC’s cultural foundation.

Environmental. The new management team was 
heavily focused on improving its environmental 
footprint both externally and internally. It sought 

to reduce the impact of its packaging and materials while 
improving its transportation utilization; internally the team 
was focused on reducing the company’s carbon footprint. 
Across all its efforts, measuring its improvements was a 
critical element to determine the progress being made and 
what more needed to be done. ABC realized that having a 
greater focus at the environmental level not only reduced 
the negative impact and risk to the communities in which it 
operated but also improved financial returns (a secondary, 
positive outcome) which increased the likelihood of value 
creation over time for both society and shareholders.

ABC is an example of a company that meets 
our goal of identifying good teams that are 
doing things better and good people who are 
doing the “right” thing simply because it is 
the right thing to do. 

Our initial investment in the company 
was based on its governance changes and 
our confidence in future improvements in 
corporate culture and capital allocation. 
As we continued our due diligence in 
subsequent periods, ABC continued to make 
strategic decisions that were aligned with 
improvements in ESG which is often the case 
when we have correctly identified the correct 
catalyst for change. 



5SEGALL BRYANT & HAMILL   |   SMALL CAP VALUE STRATEGY: APPROACH TO ESG

All opinions expressed in this paper are solely the opinions of Segall Bryant & Hamill. You should not treat any opinion expressed as a specific inducement to make a particular 
investment or follow a particular strategy, but only as an expression of the manager’s opinions. The opinions expressed are based upon information the manager considers reliable, 
but completeness or accuracy is not warranted, and it should not be relied upon as such. Market conditions are subject to change at any time, and no forecast can be guaranteed. 
Any and all information perceived from this paper does not constitute financial, legal, tax or other professional advice and is not intended as a substitute for consultation with a 
qualified professional. The manager’s statements and opinions are subject to change without notice, and Segall Bryant & Hamill is not under any obligation to update or correct any 
information provided in this paper.

ESG FACTORS THAT MAY BE CONSIDERED IN RESEARCH PROCESS

To learn more about our approach to ESG, please email us at contactus@sbhic.com.

 3 Carbon Emissions  

 3 Water Stress 

 3 Clean Tech Opportunities 

 3 Electronic Waste Policies 

 3 Sustainability Initiatives 

 3 Raw Material Usage 

 3 Product Quality & Safety  

 3 Community Relations

 3 Product Testing 

 3 Vendor Management Policies 

 3 Supplier Training

 3 Government Contracting

 3 Employee Turnover

 3 Employee Training

 3 Board Composition

 3 Board & Executive Diversity

 3 Board Committee Structure

 3 Board Independence

 3 Director Election Procedures

 3 Accounting Practices

 3 Tax Transparency

 3 Business Ethics Policies

 3 Packaging Solutions & Waste 

 3 Renewable Energy Opportunities 

 3 Chemical Management  

 3 Biodiversity Policies 

 3 Energy Efficiency Policies 

 3 Green Building Policies 

 3 Gender Composition

 3 Labor Management & Productivity

 3 Collective Bargaining Exposure 

 3 Employee Surveys

 3 Equal Opportunity Policies

 3 Workforce Accident Rates 

 3 Supply Chain Management

 3 Privacy Practices

 3 Anti-competitive Practices

 3 Ownership & Control Dynamics

 3 Investor Communication

 3 Shareholder Rights

 3 Management Experience

 3 Risk Management Practices

 3 Anti-corruption Procedures

 3 Management Compensation

 3 Environmental Accounting Costs 

 3 Hazardous Waste Policies  

 3 Sustainability Initiatives 

 3 Ecosystem Integrity 

 3 Ethical Marketing 

 3 Product Pricing & Affordability   

 3 Employee Health & Safety

 3 Brand Perception 

 3 Consumer Data Protections

 3 Employee Incentive Structure

 3 Intellectual Property Management

 3 Regulatory Relations

 3 Management Accessibility 

 3 Audit Oversight

 3 Capital Structure

 3 Exposure to Geopolitical Instability

 3 Succession Preparation

 3 Strategic Planning Process

 3 Capital Markets Access

 3 Industry Thought Leadership 


