
Fundamental International  
Small Cap: Approach to ESG    

Fundamental International Small Cap – ESG Philosophy and Overview

We believe integrating ESG factors into our investment process 
increases the return potential of overall client portfolios while lowering 
risk. We also believe all investments benefit from strong corporate 
governance. We focus on companies that are highly cash-generative 
with strong returns on capital. These types of companies tend to 
naturally align with strong ESG principles.   

We also discuss ESG during calls or meetings with every company 
we research. We speak to management about their ESG policy and 
initiatives and then follow up by reviewing company materials to further 
understand ESG information.   

ESG is a documented factor on the business scorecards we use 
to assess each prospect and we incorporate our findings into our 
analysis of how business quality is impacted by ESG.     

ESG analysis is incorporated into our bottom-up, fundamental research 
process. This includes screening for “red flags” (e.g., poor business 
ethics, wasteful use of resources, excessively high or unjustified 
management compensation).      

Strong Corporate 
Governance

Screen for “Red Flags”

Importance of 
Management

ESG Documented on 
Business Scorecard
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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.



Fundamental International Small Cap –  
Integration of ESG into Investment Process

Our portfolio’s highly cash-generative holdings with strong returns on capital tend to naturally align with strong ESG principles. 
It is our belief that all investments benefit from strong corporate governance. In other words, there is a logical alignment 
between the high-quality, growing companies we look for and forward-thinking companies that have rigorous oversight, take 
care of their people, and use resources responsibly. 

Recognizing the relative lack of ESG data in our space, our team takes a proactive approach to incorporating ESG into our 
bottom-up investment methodology. We utilize our fundamental process to identify potential red flags such as unjustifiable 
management compensation, poor business ethics, and wasteful use of resources. If a company meets all our criteria, we 
proceed to speak with management directly about their ESG initiatives and follow up by going through company materials to 
review ESG information. Our ESG analysis ultimately serves as one of the criteria we use to score the overall quality of  
the business.

All companies that are ultimately recommended for the portfolio are assessed using our business scorecard. We document our 
ESG research on each prospect’s scorecard and tie our findings back to how the company’s business quality is affected by ESG. 
With this process, ESG considerations are integrated into our strategy from start to finish. ESG is one of the 10 tenets we score 
to arrive at a quality score out of 100 for each prospect.

INVESTMENTS ALIGNED WITH ESG PRINCIPLES

ESG INTEGRATION 

ESG is an integral part of the Fundamental International Small Cap team’s investment process. We believe that companies often 
outperform when they thoroughly understand their impact on their communities and when they recognize that maximizing 
outcomes for all stakeholders often benefits them as well. Public perception and brand often strengthen when a company is 
truly engaged in ESG issues, and employee motivation and loyalty can also improve. In addition, diversity can boost creativity 
and innovation when supported by the right organizational structure and leadership. These attributes, combined with proper 
governance supporting shareholders, can help drive value creation.

While the development of ESG implementation is at an early stage in the international small cap asset class, our team seeks to 
be at the forefront with comprehensive integration of ESG factors into our security selection and portfolio construction process.
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* On 9/8/22, SBH received the UNPRI (Principles for Responsible Investment) signatory review for the 2021 period. SBH pays an annual sig-
natory fee to UNPRI for its review. Fees are calculated based on signatories’ AUM (for asset owners and investment managers) as reported 
in the PRI’s 2021 Reporting and Assessment Framework. You can learn more about UNPRI methodology, signatory reporting and assess-
ment here: https://www.unpri.org/signatories/reporting-and-assessment.
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Marketing Promotions (MP) is a large direct marketer of 
promotional products that sells an extensive range of branded 
products with a guarantee of the industry’s lowest prices.  

It uses a drop shipping model whereby suppliers deliver directly 
to end customers, requiring limited inventory and significantly 
less capital than competitors. This allows MP to focus on 
marketing, customer service, and curating its product range.

We discovered MP through the team’s systematic screening 
process, which seeks to find undervalued companies that meet 
our high quality standards. These criteria include being cash-
generative with a history of consistent growth, and having 

very attractive growth prospects, high returns on invested 
capital, and strong balance sheets. MP initially appeared to 
meet these criteria and we believed it was a strong business. 

Despite the company’s attractive underlying economics, strong 
historical track record, and our initial assessment of its growth 
runway, it sold off along with the broader market in March 2020 
as COVID-19 concerns firmly took hold. While MP was impacted 
in the near term because of changes in customer behavior and 
an overall decline in customer spending, our team identified 
this as a potential opportunity to purchase a business that 
meets our standards for high quality at an attractive valuation. 

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.

IDEA GENERATION

RESEARCH PROCESS

Fundamental Analysis
Marketing Promotions’ ability to consistently generate  
strong organic growth and free cash flow stood out to our 
team. To understand the drivers and durability of its growth 
and profitability, our team conducted extensive analysis on 
the company including the evaluation of its track record and 
competitive advantages, the development and growth of the 
promotional products market, and the performance of close 
competitors. We also spoke with management, competitors,  
and customers. 

 � Based on our analysis, we concluded MP held a very strong 
competitive position within the promotional products 
markets and relative to peers. It was also clear from our 
conversations with management, competitors, and MP’s 
historical execution that the company was being led by a 
capable and aligned group of executives and managers. 
Further, we concluded the promotional products market 
had a favorable long-term growth outlook and that the 
fragmented industry structure would favor leaders, 
such as MP, as the market continued to consolidate. 

 � We determined there were several drivers behind  
Marketing Promotions’ historical and future growth.  
MP was driving growth from new customers who were 
purchasing more on average, and existing customers 
continued to increase their purchase value over the course  
of their relationship. For example, in its last fiscal year,  

existing customer orders were up over 15% while new 
customer orders grew nearly 10%. Industry-wide, the 
promotional products market largely grows with gross 
domestic product (GDP). Marketing Promotions had been 
able to outgrow the market due to its online focus and 
marketing skills, which had continued to strengthen as it had 
scaled. While most competitors took a field-selling approach 
(expensive and capital intensive), MP had a data-heavy and 
marketing-driven heritage. MP’s scale and online prowess 
allowed it to drive organic traffic to its website, which in turn 
further solidified the brand and drove customer awareness. 
Based on our analysis, we believed MP’s competitive 
position was not only durable, but would continue to 
strengthen through scale and consolidation of the market.

 � As part of our sensitivity and risk assessment, we reviewed 
the company’s performance through various business cycles. 
MP had demonstrated its ability to grow through recessions, 
including during the 2008-2009 Global Financial Crisis, and 
capture market share of weaker competitors. COVID was 
unprecedented and there was no way to maintain a healthy 
level of business amidst widespread shutdowns. The impact 
was severe, yet MP’s swift reaction reinforced our confidence 
in management’s ability. Further, our research led us to 
conclude that the company’s growth opportunity was still 
intact. We believed it was very likely it would emerge a stronger 
competitor in a more consolidated market. 

1. Fundamental Analysis  >  2. ESG Consideration  >  3. Valuation & Decision

Marketing 
Promotions

RESEARCH EXAMPLE
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ESG Consideration
In parallel with our fundamental analysis, we conducted a 
thorough review of the company’s ESG exposures. While ESG is 
one factor that we consider, we believe that companies often 
outperform when they thoroughly understand their impact on 
their communities, and when they recognize that maximizing 
outcomes for all stakeholders often benefits them as well. Public 
perception and brand also often strengthen when a company 
is truly engaged in ESG issues, and employee motivation and 
loyalty can improve. In addition, diversity can boost creativity 
and innovation when supported by the right organizational 
structure and leadership. These attributes combined with 
proper governance supporting shareholders can help drive 
value creation. Based on our ESG analysis, we believed MP was 
a testament to effective ESG policies driving tangible benefits.

Broadly speaking, MP’s investment in its people, strong 
and consistent corporate governance, and environmental 
initiatives made the stock an ESG-friendly investment. 

Environmental. As part of our team’s analysis of 
ESG, we learned from management that the company 
had a rigorous regime of ethical sourcing and a 

growing focus on reusable products. This was important 
from a sustainability perspective, but it also improved 
customer perception and relationships. Many of MP’s 
customers had their own initiatives around environmental 
impact and ethical sourcing and were therefore keen to 
partner with suppliers who shared these practices.      

Social. During our research, we were impressed by the 
company’s culture and became aware of its wide range 
of charitable activities. The strong culture was clear at the 

management level and in our conversations with management 
they reiterated that key to the company’s success was its 
culture of investing in people. For example, before serving 
customers, new representatives underwent a six-week training 
program including not just job-specific skills but a grounding 
in the company’s philosophy. Ongoing learning was strongly 
supported and over 100 classes were available throughout 
the year. MP had been recognized as a “Great Place to Work” 
for 12 consecutive years. It was clear employees held their 
employer in high regard, with single-digit staff turnover and 
98% of surveyed employees stating they “feel good about 
the ways we contribute to the community.” In addition, non-
management employee ownership per capita was $10,000, 
which was significant and showed the alignment of incentives.

Governance. MP’s culture was supported by 
financial prudence and strong corporate governance. 
Management’s policies heavily emphasized and aimed 

to support shareholder value and align incentives. This was 
achieved through effective governance, such as MP strictly 
maintaining a conservative but effective capital structure, 
and by having clear capital allocation guidelines which 
outlined how cash was invested or paid to shareholders. 
This discipline had been proven throughout the company’s 
operating history and it was clearly a focus of the company.

Valuation & Decision
Our team determined the intrinsic value of the company 
using a proprietary free cash flow model. The team’s 
fundamental research and ESG analysis informed our modeling 
assumptions. In the fallout of COVID, our team identified 
MP as an opportunity to purchase a business that met our 
high quality standards and had excellent fundamentals 
and a long growth runway at an attractive valuation. 
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RESEARCH PROCESS (Continued)

1. Fundamental Analysis  >  2. ESG Consideration  >  3. Valuation & Decision

As the company proved the resilience of its 
business and that its growth opportunity 
was intact, we believed uncertainty would 
diminish and investors’ focus would again 
be on MP’s solid fundamentals. It was our 
belief that the integration of our ESG analysis 
into our fundamental research by no means 
guaranteed the success of the investment, 
but better framed both the risks and 
opportunities of Marketing Promotions.
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Environmental, Social and Governance (ESG) Risk: The ESG screening process may affect exposures to certain companies or industries and cause the 
strategy to forego certain investment opportunities.  
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. No assurance 
can be given that any investment will achieve its objectives and avoid losses.

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 


